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Re: PJM Interconnection, L.L.C. and PJM Settlement, Inc., Docket No. ER21-1211-000 
Revisions to PJM Tariff to Incorporate Surety Bonds as Form of Collateral 

Dear Secretary Bose: 

Pursuant to Federal Power Act, section 205,1 and the Federal Energy Regulatory 

Commission’s (“Commission”) regulations,2 PJM Interconnection, L.L.C., with PJM Settlement, 

Inc. (collectively referred to hereafter as “PJM”), submit for filing revisions to the PJM Open 

Access Transmission Tariff (“Tariff”) to incorporate provisions allowing the use of surety bonds 

as a form of Collateral.3  The proposed revisions were overwhelmingly endorsed by PJM members 

by acclamation.  PJM requests that the Commission issue its order accepting the enclosed revisions 

by April 28, 2021, which is more than sixty (60) days from the date of this filing, with an effective 

date of May 1, 2021. 4     

1 16 U.S.C. § 824d. 
2 18 C.F.R. § 35.13. 
3 Capitalized terms not otherwise defined herein have the meaning specified in, as applicable, the Tariff, the 
Amended and Restated Operating Agreement of PJM Interconnection, L.L.C., and the Reliability Assurance 
Agreement among Load-Serving Entities in the PJM Region (“RAA”).   
4 PJM previously filed its proposed revisions with the Commission on July 2, 2020 in Docket No. ER20-2320-000.  
PJM Interconnection, L.L.C., Revisions to PJM Tariff re Surety Bonds, Docket No. ER20-2320-000 (July 2, 2020) 
(“Surety Bond Filing”).  The Commission’s Office of Energy Market Regulation (“OEMR”) issued a deficiency 
letter on August 28, 2020 seeking additional information concerning the proposed revisions. PJM Interconnection, 
L.L.C., Deficiency Letter, Docket No. ER20-2320-000 (Aug. 28, 2020) (“Deficiency Letter”).   PJM was unable to
provide the responses to the deficiency letter by the due date and asked the Commission for an extension to respond.
When no order was issued allowing the extension, PJM instead withdrew its filing and advised that it would re-file
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In this filing PJM reiterates its rationale for proposing to allow a PJM-acceptable form of 

surety bond to be used as Collateral that it originally presented in its Surety Bond Filing in Docket 

No. ER20-2320.   In addition, PJM provides significant additional information and supporting 

precedent to address the questions the Commission raised in the Deficiency Letter issued by the 

Commission on August 28, 2020 concerning PJM’s Surety Bond Filing.  PJM also provides a 

detailed discussion of the proposed Tariff revisions, a copy of its acceptable form of surety bond 

for the Commission’s reference, as well as a detailed discussion of the protections PJM 

incorporated into its acceptable form of surety bond to make it comparable to letters of credit.  PJM 

is asking the Commission to approve its proposed Tariff revisions which seek to incorporate surety 

bonds into the Credit Risk Management Policy as a form of Credit Support, revise the Minimum 

Participation Requirements provisions to include surety bonds as a form of Collateral, incorporate 

reference to surety bonds into the Virtual Transaction Credit Requirement provisions, and a small 

number of ministerial Tariff revisions. 

I. BACKGROUND  

A. Comparison of Surety Bonds to Letters of Credit 

Currently PJM accepts two forms of Collateral5 – cash and letters of credit.  To date, PJM 

has not accepted surety bonds as Collateral because it has traditionally viewed the standard surety 

bond as a less reliable form of financial assurance than cash or letters of credit given that sureties 

typically can assert defenses against paying out on a surety bond on demand which make them 

                                                 
the proposed revisions at a later date.  The within filing is for the same revisions filed in Docket No. ER20-2320, but 
with a transmittal letter that provides significantly more support for the filing than PJM’s original submission. 
5 Tariff, Part I, Definitions C – D (Collateral is defined as “a cash deposit, including any interest thereon, or a Letter 
of Credit issued for the benefit of PJM or PJMSettlement, in an amount and form determined by and acceptable 
to PJM or PJMSettlement, provided by a Participant to PJM or PJMSettlement as credit support in order to 
participate in the PJM Markets or take Transmission Service.”). 



Kimberly D. Bose, Secretary 
February 25, 2021 
Page 3 
 
more difficult to collect upon than letters of credit, and because surety bonds involve a greater risk 

of litigation concerning the underlying transaction.  However, PJM and its stakeholders have 

reconsidered the use of surety bonds as Collateral and have determined that, with the proper 

protections and limitations incorporated, surety bonds can be comparable to letters of credit.  

PJM’s filing herein reflects the consensus that was reached on that issue and the approval of that 

consensus by the PJM membership by acclamation.  

In that regard, a letter of credit is an “instrument under which the issuer (usu[ally] a bank), 

at a customer's request, agrees to honor a draft or other demand for payment made by a third party 

(the beneficiary), as long as the draft or demand complies with specified conditions, and regardless 

of whether any underlying agreement between the customer and the beneficiary is satisfied.”6  A 

standby letter of credit is a type of letter of credit that is “used to guarantee either a monetary or a 

nonmonetary obligation (such as the performance of construction work), whereby the issuing bank 

agrees to pay the beneficiary if the bank customer defaults on its obligation.”7  The parties to a 

letter of credit are the issuer (bank that issues the letter of credit and is required to honor a draw 

by the beneficiary), applicant (the buyer/customer for whose account the letter of credit is issued), 

and beneficiary (the person/entity in whose favor the letter of credit is issued and who is entitled 

to present, draw and receive payment from the issuer).8   

A surety bond, also called a performance bond, is a “bond given by a surety to ensure the 

                                                 
6  Letter of Credit Definition, Black’s Law Dictionary (11th Ed. 2019). 
7  Id. 
8 Office of the Comptroller of the Currency (O.C.C.), Comptroller's Handbook, Safety and Soundness, Trade 
Finance and Services, Appendixes, Appendix A: Commercial Documentary Letter Of Credit, Version 1.1 (Oct. 15, 
2018), https://www.occ.treas.gov/publications-and-resources/publications/comptrollers-handbook/files/trade-
finance-services/index-trade-finance-and-services.html. 

https://www.occ.treas.gov/publications-and-resources/publications/comptrollers-handbook/files/trade-finance-services/index-trade-finance-and-services.html
https://www.occ.treas.gov/publications-and-resources/publications/comptrollers-handbook/files/trade-finance-services/index-trade-finance-and-services.html
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timely performance of a contract.”9  There are three parties to a surety bond – principal, obligee 

and issuer of the bond (“surety”).  The principal is the entity that has the obligation to pay or 

perform, purchases the bond to guarantee future performance or payment, and the entity for whom 

the guarantee is being made.  The obligee is the beneficiary or the entity that is owed the 

obligation, which requires that the surety bond be provided by the principal to assure the principal’s 

performance of an underlying contract or other future performance, and the entity to whom the 

guarantee is being made.  The surety bond is required for the protection of the obligee, not the 

principal.  The surety is the insurance company or entity that provides the surety bond to the 

obligee on behalf of the principal and that assures payment or performance of the principal’s 

obligation to the obligee for an underlying contract.10  

One key distinction between the traditional form of a surety bond and letter of credit is that 

the obligation of the surety to the obligee for a surety bond is typically tied to the obligations of 

the underlying contracts.  With a standard surety bond the issue is whether the surety, if it has 

undertaken to pay on demand, will honor such agreement because, as discussed below, a surety 

typically has defenses to delay or even avoid payment.  With a standby letter of credit, there is 

typically no defense that can be asserted to avoid payment on presentation of a demand for 

payment.11  For example, typically the surety can investigate the facts and underlying contract to 

                                                 
9  Performance Bond Definition, Black’s Law Dictionary (11th Ed. 2019). 
10 See Surety1, The Three Parties of a Surety Bond (last updated May 10, 2018), https://surety1.com/the-three-
parties-of-a-surety-bond/; see also The Bond Agency, Bonding Blog: “Surety Bonds 101 – Basic Concepts, 
Definitions, Roles and Responsibilities,” https://www.bondagency.com/blog/surety-bonds-101; Suretybonds.com, 
“What is a Surety Bond?,” https://www.suretybonds.com/what-is-a-surety-bond.html. 
11 The “independence rule” under the Uniform Commercial Code provides that the rights of a beneficiary under a 
letter of credit are independent of the existence, performance, or nonperformance of a contract or arrangement out of 
which the letter of credit arises or which underlies it, including contracts or arrangements between the issuer and the 
applicant.  McKinney’s Uniform Commercial Code § 5-103(d).  Gilday v. Suffolk County Nat. Bank, 100 A.D.3d 
690, 954 N.Y.S.2d 109 (N.Y. App. Div. 2d Dep’t 2012).  See Allan L. Schwartz, Annotation, Construction and 
Effect of UCC Art 5, Dealing with Letters of Credit, 35 A.L.R. 3d 1404 (1971).  See also San Diego Gas & Electric 

https://surety1.com/the-three-parties-of-a-surety-bond/
https://surety1.com/the-three-parties-of-a-surety-bond/
https://www.bondagency.com/blog/surety-bonds-101
https://www.suretybonds.com/what-is-a-surety-bond.html
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determine whether a default on an obligation owed to an obligee by a principal has occurred and 

may assert defenses against its obligation to pay out on the surety bond on demand.12 On the other 

hand, letters of credit operate under the doctrine of independent contracts, i.e. “the independence 

principle,” pursuant to which the issuing bank’s (or other financial institutions that are issuers of 

letters of credit) obligation to honor or pay upon a properly presented sight draft is independent of 

the underlying contract regardless of whether the obligee has properly performed or whether there 

are defenses due to performance  since they only rely on the sight draft or beneficiary’s certification 

of the applicant’s breach of a contractual requirement or payment default and do not investigate 

the facts of the underlying dispute before paying out on the letter of credit on demand.13  In 

addition, traditional defenses and claims in contract law do not apply to letter of credit breaches 

because a letter of credit is governed by its own set of legal principles.  

B. Advantages of Surety Bonds  

Surety bonds may be a preferred option for some entities, depending on the specific 

                                                 
Co. v Bank Leumi, 42 Cal. App. 4th 928, 50 Cal. Rptr. 2d 20 (Cal. App. 4th Dist. 1996) (Application of independence 
principle was mandated by express terms of the letter of credit in addition to UCC § 5–114(1); issuer of standby 
letter of credit did not have right to inquire into the contractual dispute between its customer and beneficiary, 
including the issue of beneficiary’s damages, in considering whether to honor beneficiary’s demand for payment 
under the letter of credit, since to allow such inquiry would undermine the commercial utility of standby letter of 
credit.).   
12 See Restatement of Law (Third) of Suretyship and Guaranty, §19 (1996).  A surety may assert, among others, the 
principal’s defense under the underlying contract.  Furthermore, to the extent that the underlying obligation is 
discharged by performance or other satisfaction by the principal obligor, the secondary obligation is also discharged.  
The obligee is entitled to only one aggregate performance.  See id. at §1. 
13 According to the independence principle, irrevocable letters of credit—whether commercial or standby letters of 
credit—must be kept separate from, and independent of, the other contracts and agreements which generated them. 
By keeping the letter of credit separate and independent from the other parts of the overall business transaction, the 
independence principle insulates the letter of credit from disputes over the performance of collateral agreements and 
allows the letter of credit to function as a swift and certain payment mechanism.  The “independence principle” is 
standard to most academic discussions of the letter of credit. See Gerald T. McLaughlin, Letters of Credit and Illegal 
Contracts: The Limits of the Independence Principle, 49 Ohio St. L.J. 1197, 1217-27 (1989).  See also  H.J. van der 
Vaart, Standby Letters of Credit and the Problem of Bad Faith Calls, 8 Yale J. Int’l L. (1981); and Venizelos, S.A. v. 
Chase Manhattan Bank, 425 F.2d 461, 464-65 (2d Cir. 1970).   
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circumstances, because they (i) do not diminish a principal’s borrowing capacity, (ii) are typically 

classified as “off balance sheet” or “contingent liabilities,” and (iii) may be available to smaller 

entities that would not be able to obtain a letter of credit meeting PJM’s requirements. 

In addition, for Market Participants an advantage of using surety bonds as Collateral is that they 

can be less expensive than letters of credit if the Market Participant has a low credit and risk profile, 

and as a result they may eliminate barriers to entry for smaller Market Participants.14  Moreover, 

surety bonds do not tie up the Market Participant’s letter of credit facility,15 they “free[] up 

liquidity capacity,” and they increase Collateral optionality which “enhances market participants 

ability to strategically manage their collateral portfolios to align with their needs.”16   

 Many features of a traditional surety bond may be contractually modified through waivers 

and consents, including by agreeing to an absolute and unconditional payment obligation by the 

surety on the obligee’s demand.  Thus, obligees can attempt to mitigate this risk (and the associated 

defenses typically available to a surety) by creating a form of surety bond that has provisions 

similar to a letter of credit and that includes waivers of the defenses typically available to a surety.  

The PJM acceptable form of surety bond has been drafted to incorporate provisions similar to a 

letter of credit, including waivers of defenses,17 as further discussed in detail below.  Moreover, 

the Commission itself has recognized that while a standard surety bond that requires the obligee 

                                                 
14 See Exelon, Exelon Surety Bond Proposal (April 25, 2019), https://www.pjm.com/-/media/committees-
groups/committees/mrc/20190425/20190425-item-05-exelon-alternative-surety-bond-proposal-presentation.ashx   
(“Exelon Proposal”), at slide 6. 
15 See PJM, Markets & Reliability Committee Surety Bonds presentation (May 28, 2020), at 
https://www.pjm.com//media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-1-surety-
bond-proposal-presentation.ashx  (“May Presentation”), at slide 7. 
16 See Exelon Proposal, at slide 5. 
17 See PJM Form of Surety Bond, https://www.pjmsettlement.com/-/media/pjm-settlement/credit/surety-bond-draft-
standard-form.ashx?la=en. 

https://www.pjm.com/-/media/committees-groups/committees/mrc/20190425/20190425-item-05-exelon-alternative-surety-bond-proposal-presentation.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/20190425/20190425-item-05-exelon-alternative-surety-bond-proposal-presentation.ashx
https://www.pjm.com/media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-1-surety-bond-proposal-presentation.ashx
https://www.pjm.com/media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-1-surety-bond-proposal-presentation.ashx
https://www.pjmsettlement.com/-/media/pjm-settlement/credit/surety-bond-draft-standard-form.ashx?la=en
https://www.pjmsettlement.com/-/media/pjm-settlement/credit/surety-bond-draft-standard-form.ashx?la=en
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to demonstrate the validity of its claim before a surety must make payment on the surety bond “is 

not a sufficiently reliable form of security to offer . . . adequate protection against customer 

nonpayment,” surety bonds with “pay now/fight later” provisions that require a surety to pay on 

demand and not assert defenses to such payment do provide Regional Transmission Organizations 

and Independent System Operators (“RTOs”) with adequate protection against non-payment and 

do not create unnecessary barriers to entry for smaller market participants.18   

To minimize the disadvantages of surety bonds to letters of credit, PJM drafted the terms 

of the proposed PJM-acceptable form of surety bond so that it provides protections to PJM that are 

similar to those that are contained in a letter of credit.  Additionally, sureties are subject to 

regulation by the State Departments of Insurance, and surety bonds can provide more flexibility 

for Market Participants to meet PJM collateral requirements.19  

  In the Deficiency Letter, the Commission asked PJM to address whether surety bonds are 

subject to a bankruptcy stay on the debtor’s assets and the safe harbor provisions of the U.S.  

Bankruptcy Code.  It is well established that surety bonds are not subject to a bankruptcy stay on 

the principal/debtor’s assets because they are not an asset of the principal. Accordingly, if a 

principal files bankruptcy then the surety bond, like a letter of credit,20 would not become an asset 

                                                 
18 New York Independent System Operator, Inc., Order Conditionally Accepting Tariff Revisions, Docket No. ER03-
552-000, et al. (Sept. 22, 2003) (“NYISO Order”), at P 58. 
19 See May Presentation at slide 8; see also PJM, Surety Bonds presentation (April 30, 2020), 
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-item-04-1-surety-
bonds-presentation.ashx (“Surety Bonds Presentation”), at p. iii; see also PJM, Markets & Reliability Committee 
Surety Bonds Discussion Paper (April 8, 2020), https://www.pjm.com/-/media/committees-
groups/committees/mrc/2020/20200430/20200430-item-04-2-surety-bonds-discussion-paper.ashx (“Surety Bonds 
Paper”), at p. iii; see also https://www.marsh.com/us/services/surety.html.    
20 In re Hallmark Builders, Inc., 205 B.R. 974, 976 (Bankr. M.D. Fla. 1996) (citing 11 U.S.C. § 541(a)(1)); In re 
McLean Trucking Co., 74 B.R. 820, 827-828 (Bankr. W.D.N.C. 1987); In re Fintel, 10 B.R. 50, 51 (Bankr. D. 
Oregon 1981); In re Hathaway’s Liquidation and Appraisers, Inc., 1 B.R. 189, 190 (Bankr. N.D. Ga. 1979)   
In re Dunbar, 235 B.R. 465, 475-476 (BAP 9th Cir. 1999), aff'd, 245 F.3d 1058 (9th Cir. 2001), citing In re 
Lockard, 884 F.2d 1171, 1177–78 (9th Cir. 1989).  See also n re Spring Ford Indus., Inc., 338 B.R. 255, 261-62 

https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-item-04-1-surety-bonds-presentation.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-item-04-1-surety-bonds-presentation.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-item-04-2-surety-bonds-discussion-paper.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-item-04-2-surety-bonds-discussion-paper.ashx
https://www.marsh.com/us/services/surety.html
https://1.next.westlaw.com/Link/Document/FullText?findType=Y&serNum=1999158308&pubNum=164&originatingDoc=I5531f0236e5211d98778bd0185d69771&refType=RP&fi=co_pp_sp_164_470&originationContext=document&transitionType=DocumentItem&contextData=(sc.Keycite)#co_pp_sp_164_470
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of the bankruptcy estate.  As such, surety contracts are not subject to bankruptcy automatic stay 

provisions.21   Thus, if a Market Participant is in bankruptcy and cannot pay amounts due to PJM 

or is unwilling to do so, the surety should not be able to successfully defend against enforcement 

of a surety bond based on the discharge of the underlying obligation of the principal in bankruptcy 

proceedings.22  Additionally, a surety bond is a financial accommodation that cannot be assumed 

by a debtor as to the future obligations of a debtor post-petition.23  Moreover, any defenses that a 

                                                 
(E.D. Pa. 2006) (“Under the independence principle, letters of credit and their proceeds are not part of the 
bankruptcy estate because the issuing bank distributes its own assets under the letter of credit and not the assets of 
the debtor/customer who caused the letter of credit to be issued. See In re Metro Communications, Inc., 115 B.R. 
849, 854 (Bankr.W.D.Pa. 1990) (holding payments made to creditors pursuant to letters of credit could not be 
avoided as preferential transfers; letters of credit and proceeds not part of bankruptcy estate).”) 
 
21 United States v. Kumar, Case No. 15-CV-05780-LHK, 2016 U.S. Dist. LEXIS 176842, 2016 WL 7369863, *11 
(N.D. Cal. Dec. 20, 2016) (“Even though the filing of a bankruptcy petition automatically stays all actions against 
the debtor, ‘the automatic stay does not extend to actions against parties other than the debtor, such as codebtors 
and sureties. . . . The Bankruptcy Code contemplates that creditors will be able to proceed against the guarantors and 
codebtors notwithstanding the automatic stay.’" citing United States v. Dos Cabezas Corp., 995 F.2d 1486, 1491-92 
(9th Cir. 1993); see also 11 U.S.C. § 524(e) ("[D]ischarge of a debt of the debtor does not affect the liability of any 
other entity on, or the property of any other entity for, such debt.").  See also In re Mike Rose Oil Co., Case No. 90-
23604-WHB, 1991 Bankr. LEXIS 834, 1991 WL 110209, *5 (Bankr. W.D. Tenn. June 17, 1991) (“Generally, the 
protections encompassed in the bankruptcy laws are for the benefit of those who avail themselves of the bankruptcy 
court 's jurisdiction by filing petitions for relief. The debtor's bankruptcy protections do not apply to the property 
interests of parties other than the bankruptcy debtor. Debtor relief under bankruptcy is personal to the debtor. This is 
true even when the nondebtor is a surety which will be given a claim for indemnification against the estate. 
Consequently, the surety’s obligation to pay upon the debtor's default is unaffected by the debtor's filing a petition 
in bankruptcy.”) 
 
22 According to Restatement (Third) of Suretyship & Guaranty, § 34 (1996) (“Restatement of Suretyship”), a 
secondary obligation protects against the inability or unwillingness of the principal obligor to perform the 
underlying obligation.  Most often, a principal that fails to perform does so because of a financial inability to 
perform.  Financial inability to live up to one’s obligations, of course, correlates quite highly with insolvency and 
bankruptcy.  Indeed, an obligee who insists upon a secondary obligation as a condition of extending credit is 
typically most concerned about the risk of discharge in bankruptcy proceedings.  If the principal’s defense of 
discharge in bankruptcy proceedings could be raised by the surety, the value of the secondary obligation would be 
seriously diminished.  Accordingly, this defense may not be raised by the surety.  See also, e.g., Wiegel v. Sentry 
Indem. Co., 94 Wis.2d 172, 287 N.W. 2d 796, 800 (1980); and Aaron v. Bankers & Shippers Ins. Co. of New York, 
475 So. 2d 379, 382 (La. App. 1 Cir. 1985) “A surety may not assert exceptions which are personal to the debtor 
[…] Bankruptcy is a “personal defense” […]; therefore, the surety is prohibited from opposing the creditor by use of 
this exception.” 
23  Patrick J. O’Connor, Jr. and Kim McNaughton, Bankruptcy And The Completing Surety (2009), 
https://www.faegredrinker.com/webfiles/OConnor-McNaughton%20-
%20Bankruptcy%20and%20the%20Completing%20Surety.pdf  (“Under §365(c)(2), the trustee may not assume or 
assign any executory contract where such contract is a contract to make a loan, or extend other debt financing or 

https://1.next.westlaw.com/Link/Document/FullText?findType=Y&serNum=1990101238&pubNum=0000164&originatingDoc=I205c1efd97d411dab6b19d807577f4c3&refType=RP&fi=co_pp_sp_164_854&originationContext=document&transitionType=DocumentItem&contextData=(sc.CustomDigest)#co_pp_sp_164_854
https://1.next.westlaw.com/Link/Document/FullText?findType=Y&serNum=1990101238&pubNum=0000164&originatingDoc=I205c1efd97d411dab6b19d807577f4c3&refType=RP&fi=co_pp_sp_164_854&originationContext=document&transitionType=DocumentItem&contextData=(sc.CustomDigest)#co_pp_sp_164_854
https://advance.lexis.com/document/?pdmfid=1000516&crid=ed36e9c8-7ba3-443b-b5cd-992e9684a05a&pddocfullpath=%2Fshared%2Fdocument%2Fcases%2Furn%3AcontentItem%3A5MFK-HGG1-F04C-T20F-00000-00&pdcontentcomponentid=6419&pdshepid=urn%3AcontentItem%3A5MCY-41J1-DXC8-74K7-00000-00&pdteaserkey=sr2&pditab=allpods&ecomp=txtrk&earg=sr2&prid=ba5dacb1-7427-4cf8-b0b4-416eb99f3732
https://www.faegredrinker.com/webfiles/OConnor-McNaughton%20-%20Bankruptcy%20and%20the%20Completing%20Surety.pdf
https://www.faegredrinker.com/webfiles/OConnor-McNaughton%20-%20Bankruptcy%20and%20the%20Completing%20Surety.pdf
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debtor may have had with regard to the underlying obligation are not available to the surety in the 

context of a bankruptcy proceeding.24   

C. Limited Form of Surety Bond Acceptable as Collateral 

Taking the foregoing into consideration, and based on its own research, consultation with 

experts and counsel,25 as well as discussions with other RTOs,26 PJM has determined that surety 

bonds can be an acceptable form of Collateral in the limited circumstances addressed herein and 

in its proposed Tariff revisions.  PJM shared that research with its members and received 

overwhelming support, by acclamation, for the specific proposal and protections outlined below.  

1. Use of PJM’s Acceptable form of Surety Bond Only. 

PJM does not consider the customary form of surety bond as comparable to a letter of 

credit.   That is why PJM proposes only to allow the use of surety bonds as Collateral when the 

surety bond contains more tailored terms favorable to PJM which provide similar protections to 

letters of credit and that contain the “‘pay now/fight later’” provisions that the Commission has 

deemed to sufficiently provide RTOs with adequate protection against non-payment without 

increasing costs or creating unnecessary barriers to entry for smaller market participants.27   

                                                 
financial accommodations, to or for the benefit of the debtor. Surety bonds and surety credit are financial 
accommodations. See In re Wegner Farms Co., 49 B.R. 440 (Bankr. N.D. Iowa 1985); In re Thomas B. Hamilton 
Co., 969 F.2d 1013 (11th Cir. 1992); In re Adana Mortgage Brokers, 12 B.R. 977 (Bankr. N.D. Ga. 1980); In re 
Computer Commc’ns, Inc., 824 F.2d 725 (9th Cir. 1987).”).  
 
24 See In re Mike Rose Oil Co., 1991 WL 110209, at *5 (Even though Chapter 11 debtor was not liable for post-
petition interest and penalties accruing on prepetition taxes due to state, surety issuing tax bond was liable for those 
fees as debtor's legal and personal defenses were not available to surety). 
 
25 See Surety Bonds Paper, at iv. 
26 Electric Reliability Council of Texas, Inc. (“ERCOT”) (which allows the use of surety bonds, and has had 
minimal experience demanding and receiving payment on a surety bond within one business day) and New York 
Independent System Operator, Inc. (“NYISO”) (which allows the use of surety bonds, but has not had experience 
demanding or receiving payment thereon within one business day). 
27 NYISO Order at P 58. 
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When PJM was drafting its standard acceptable form of surety bond, it first looked to the 

ERCOT28 and NYISO29 surety bonds to see what provisions they utilized and were comfortable 

with using for their wholesale electricity markets.  PJM liked the ERCOT form of surety bond best 

and patterned its own acceptable form of surety bond after the ERCOT form, word for word for 

the most part and changing only terminology where the ERCOT terminology and PJM terminology 

was not the same.  PJM then layered over that additional provisions that PJM believed would 

“minimize the disadvantages of a surety bond compared to a letter of credit.”30 

When PJM was determining whether surety bonds should be a permissible form of 

Collateral used in the PJM Markets, PJM also considered the fact that the Commission required 

NYISO to allow the use of surety bonds as a form of collateral over NYISO’s objection.31   In the 

Commission’s order in New York Independent System Operator, Inc., 104 FERC ¶ 61,311 (2003), 

the Commission stated: 

57. The NYISO explains in its answer that the surety bond is a 
less reliable form of security than cash collateral, a letter of credit, 
or an acceptable parental guaranty, and thus does not offer the 
NYISO adequate protection against customer nonpayment. The 
NYISO states that it has accepted surety bonds as collateral in the 
past entirely at its discretion, as its current provisions do not provide 
for the use of surety bonds.  The current provisions state that a 
customer may supply a letter of credit or a parental guaranty as 
security to support its obligations to the NYISO.  In its proposed 
revisions, the NYISO carries these terms over and indicates clearly 
that existing surety bonds will have to be replaced with an 
acceptable form of collateral no later than March 21, 2004.  In the 
response to the data request, the NYISO states that surety bonds 

                                                 
28 See ERCOT, Form of Surety Bond, http://www.ercot.com/content/wcm/lists/89582/Surety_Bond.docx. 
29 See NYISO, Form of Surety Bond. https://www.nyiso.com/documents/20142/2261039/NYISO-Standard-Surety-
Bond.doc/b44c61b0-6b71-35d2-0495-44f6e7b8ee03.    
30  Paul Weber, Connie Gao and Rob Marsh, Surety bonds compared to LCs, Norton Rose Fulbright, Project Finance 
NewsWire Blog (Aug. 19, 2020), https://www.projectfinance.law/publications/2020/august/surety-bonds-compared-
to-lcs/.  
31 NYISO Order at P 58. 

http://www.ercot.com/content/wcm/lists/89582/Surety_Bond.docx
https://www.nyiso.com/documents/20142/2261039/NYISO-Standard-Surety-Bond.doc/b44c61b0-6b71-35d2-0495-44f6e7b8ee03
https://www.nyiso.com/documents/20142/2261039/NYISO-Standard-Surety-Bond.doc/b44c61b0-6b71-35d2-0495-44f6e7b8ee03
https://www.projectfinance.law/publications/2020/august/surety-bonds-compared-to-lcs/
https://www.projectfinance.law/publications/2020/august/surety-bonds-compared-to-lcs/
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typically require the beneficiary to demonstrate the validity of its 
claim before the surety is required to make payment.  This 
requirement leads to litigation and difficulties in enforcing payment 
from the surety.  The NYISO further explains that the stakeholder 
working group voted to disallow surety bonds as an acceptable form 
of collateral because of perceived deficiencies with this form of 
collateral. 
 
58. As noted above, the Commission believes that it is necessary 
to strike a reasonable balance between the needs of the market 
participants and the need for an ISO/RTO to protect itself against 
credit risks, while at the same time not unnecessarily restricting 
entry into the market.  Therefore, the Commission agrees with 
NYISO that surety bonds without a “pay now/fight later” provision 
is not a sufficiently reliable form of security to offer NYISO 
adequate protection against customer nonpayment.  Alternatively, 
surety bonds with a “pay now/fight later’ provision would seem to 
alleviate NYISO’s concerns with surety bonds as an adequate form 
of security and, at the same time, not increase costs or create 
unnecessary barriers to entry for smaller market participants.  We 
find that surety bonds with a “pay now/fight later” provision is a 
sufficiently reliable form of security for small market participants.32  
 

In addition, in PJM’s research it found guidance indicating what types of provisions to 

include in its form of surety bond to make it more akin to a letter of credit, and thus an acceptable 

form of Collateral for use in the PJM Markets.   For example, the Norton Rose Fulbright law firm 

published guidance in its Project Finance NewsWire, August 2020 edition, indicating as follows: 

Making Sureties Work Like LCs 
 
Because of these advantages, some sponsors are pressing certain 
obligees, including offtakers under power purchase agreements and 
virtual PPAs and interconnection agreement counterparties, to accept 
a surety bond over a letter of credit in order to facilitate a particular 
transaction. 
 
The key to successfully persuading these counterparties to accept a 
surety bond is to craft the surety bond to minimize the disadvantages 
of a surety bond compared to a letter of credit. 

                                                 
32  NYISO Order at n. 20 (“A small market participant is defined as a customer purchasing $5 million or less in 
NYISO-administered markets each month.”) 
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One way to minimize the disadvantages of surety bonds is to draft the 
terms of the surety bond so that they provide protections to the 
beneficiary that are similar to those contained in a letter of credit. 
Since a traditional surety bond is subject to the surety's defense that 
no default of the underlying agreement has occurred, the obligee could 
change the payment trigger on the bond from one relating to the 
occurrence of an event of default to simply one triggered by the due 
presentation of a proper notice of default, notice of payment or other 
agreed-upon documentation. 

Further, because the surety enjoys many of the same defenses that are 
available to a principal, the obligee should negotiate for language in 
the surety bond that waives the surety's ability to assert these defenses. 
Typical provisions should state that the surety's obligations are 
absolute and unconditional irrespective of any circumstance 
whatsoever that might constitute a legal or equitable discharge or 
defense of a surety and include an express waiver by the surety of such 
defenses. Courts have generally held that these broad waivers are 
enforceable.33 

PJM has incorporated provisions into its acceptable form of surety bond to make its pro 

forma surety bond comparable with, or near equivalent to, letters of credit for purposes of 

providing Collateral so that it approximates the result a letter of credit would provide PJM and its 

stakeholders with respect to financial assurance of payment.   PJM posted a draft form of surety 

bond for stakeholder review, and modified that draft form upon receiving stakeholder feedback.  

The resulting PJM acceptable form of surety bond is posted on PJM’s website,34 like its acceptable 

forms of letters of credit, and will be revised as necessary to improve upon the provisions thereof 

from time to time.   A copy of the surety bond is also attached hereto as Exhibit A.   

The provisions of the draft acceptable form of surety bond that render it near equivalent to 

a letter of credit indicate the surety agrees it will not assert defenses to a PJM demand for payment 

                                                 
33 Paul Weber, Connie Gao and Rob Marsh, Surety bonds compared to LCs, Norton Rose Fulbright, Project Finance 
NewsWire Blog (Aug. 19, 2020), https://www.projectfinance.law/publications/2020/august/surety-bonds-compared-
to-lcs/ (emphasis added). 
34 See PJM Form of Surety Bond, https://www.pjmsettlement.com/-/media/pjm-settlement/credit/surety-bond-draft-
standard-form.ashx?la=en. 

https://www.projectfinance.law/publications/2020/august/surety-bonds-compared-to-lcs/
https://www.projectfinance.law/publications/2020/august/surety-bonds-compared-to-lcs/
https://www.pjmsettlement.com/-/media/pjm-settlement/credit/surety-bond-draft-standard-form.ashx?la=en
https://www.pjmsettlement.com/-/media/pjm-settlement/credit/surety-bond-draft-standard-form.ashx?la=en
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on the bond, agrees that its obligation to pay on the bond on demand by PJM is unconditional and 

absolute under all circumstances, waives its right to investigate or verify any matter, including 

factual matters, related to a demand for payment under the bond that would delay payment or 

delivery of funds, and requires the surety to pay out on the surety bond within one Business Day 

of the demand for payment.  (See Form of Surety Bond, sections 2, 3 and 4). 

With the provisions and language that PJM has proposed, the PJM acceptable form of 

surety bond will be as secure as letters of credit and can cover the same obligations.  PJM and its 

members structured the PJM surety bond like a letter of credit in several meaningful ways.  For 

instance, PJM’s “one day pay” language puts the surety bond payment obligation on par with 

letters of credit.35  Additionally, a surety in PJM will waive the rights that would be available to a 

principal and will be liable for the bond no matter what, more closely mirroring a letter of credit’s 

unconditional obligation, as further described below.  Finally, with respect to claims, PJM’s surety 

bond requires only a “Demand For Payment” document, similar to the demand for payment under 

a letter of credit.36  These protections help to mitigate the risk of non-payment for a surety bond 

relative to a letter of credit. 

In addition, the rationale for PJM’s insistence that only surety bonds in a form acceptable 

to PJM be allowed for use as Collateral is because a surety agreement is a contract, and its language 

determines the surety’s rights and liabilities as to all manner of items, including the payable on 

demand feature, as well as termination or cancellation provisions, among others.37   PJM’s 

                                                 
35 See Form of Surety Bond, section 2.03. 
 
36 See Form of Surety Bond, section 2.03 and Exhibits A and B. 
 
37 See Restatement of Law (Third) Suretyship and Guaranty, §6 (Rules Subject to Agreement of Parties) (1996).  
(Suretyship law provides rules governing the relationship between various combinations of parties to a suretyship 
arrangement.  If those parties prefer to order their relationship in a different way, suretyship law defers to that 
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acceptable form of surety bond, in section 6.08, specifies that the surety bond shall be construed 

pursuant to the laws of the Commonwealth of Pennsylvania, as discussed in detail infra in section 

3.   Under applicable Pennsylvania law to the extent the contract language is clear and 

unambiguous, the law will not impose different terms, and judicial construction shall not vary the 

terms beyond their normal meaning to impose new or different obligations.  Furthermore, when a 

bond is executed, it is the language of the bond that is determinative of the surety’s obligation,38 

and not the underlying agreement or arrangement between the principal and the obligee. 39  Bond 

provisions capable of two or more meanings are generally construed most strongly against the 

surety and in favor of the third party to the bond.40  In other words, if there are multiple reasonable 

interpretations of a surety bond, the bond should be interpreted in favor of the obligee.41   

Moreover, Pennsylvania courts have determined that courts are “bound by the terms of a bond” 

                                                 
private ordering.  Indeed, agreements to do so are quite common.  Agreements between the principal obligor and the 
secondary obligor that set out the duties of the principal obligor to the secondary obligor are often referred to as 
indemnity agreements, and are customary in many business contexts.  Agreements between the secondary obligor 
and the obligee as to the availability and scope of suretyship defenses are typically incorporated into the contract 
creating the secondary obligation.); Bd. of Trs. v. Int’l Fid. Ins., 63 F.Supp.3d 459, 465 (E.D. Pa.  2014). 
38 See Summary of Pennsylvania Jurisprudence 2d §7:19 (Construction of Surety Contracts and Surety Bonds); 
Berks Prods. Corp. v. Arch Ins. Co., 72 A.3d 315, 319 (Pa. Commw. 2013), appeal denied, 89 A.3d 662 (Pa. 2014), 
citing Salvino Steel & Iron Works, Inc. v. Fletcher & Sons, Inc., 398 Pa. Super 86, 91, 580 A.2d 853, 856 (1990), 
appeal dismissed, 529 Pa. 62, 601 A.2d 806 (1992).  See also Bd of Trs. V. Int’l Fid. Ins. Co., 63 F. Supp. 3d at 465.   
39 Reliance Ins. Co. v. Penn Paving, Inc., 557 Pa. 439, 446, 734 A.2d 833, 836 (1999) (contract of suretyship is 
between principal debtor and surety); Reliance Universal, Inc. v. Ernest Renda Contracting Co., 308 Pa. Super. 98, 
454 A.2d 39 (1982). 
40 U.S. v. Morrisdale Coal Co., 50 F. Supp. 138 (E.D. Pa. 1942), judgment aff’d, 135 F.2d 921 (3d Cir. 1943); Poole 
v. Great Am. Ins. Co., 407 Pa. 652, 656, 182 A.2d 509, 510-11 (1962); Alexander & Alexander, Inc. v. Central Penn 
Nat. Bank, 279 Pa. Super. 323, 421 A.2d 220 (1980), order rev’d on other grounds, 494 Pa. 219, 431 A.2d 228 
(1981); American Casualty Co. v. Com., Dept. of Environmental Resources, 65 Pa. Commw. 223, 441 A.2d 1383 
(1982). See also Bd of Trs. v. Int’l Fid. Ins. Co., 63 F. Supp. 3d at 465, citing Berks Prods. Corp. v. Arch Ins. Co., 72 
A.3d 315, 319 (Pa. Commw. 2013) appeal denied, 625 Pa. 637, 89 A.3d 662 (2014), as well as Poole v. Great Am. 
Ins. Co., 407 Pa. 652, 182 A.2d 509 (1962) (quoting Pa. Tpk. Comm’n v. Andrews & Andrews, 354 Pa. 138, 47 A.2d 
220 (Pa. 1946) (“It is … well settled that ‘corporate surety bonds are to be construed strictly in favor of the obligee 
and such done beneficiary as comes within its terms.’”)   

41 Berks Prods. Corp., 72 A.3d at 315, 319 (surety was obligated to pay out on a surety bond because the plain 
language of the bond included a waiver of its statutory protections against payment).   
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when determining liability under the bond42 and that if a surety wants to avoid liability under a 

surety bond it must “include an express provision in the bond establishing the same.”43   As such, 

courts generally uphold such waivers and consents in surety bonds.44   

However, PJM is aware that at times courts have refused to enforce waivers and consents 

in a surety bond when the surety raises fraud or misrepresentation defenses.  For example, in a 

lawsuit by JPMorgan Chase Bank, following the Enron collapse, the sureties declined to pay on 

$1 billion in surety bonds despite a payment-on-demand provision (very similar to those in a letter 

of credit) negotiated into the surety bond.45  In that matter, Enron Natural Gas Marketing 

Corporation and Enron North America Corporation (“Enron”) entered into a series of 

commitments for delivery of large amounts of natural gas and oil to Mahonia Limited and Mahonia 

Natural Gas Limited (“Mahonia”), a wholly owned subsidiary of Enron.  To pay for the purchases, 

Mahonia obtained approximately $1 billion from Chase.  Chase conditioned its payment on 

Mahonia ensuring against any Enron default by purchasing the surety bonds.  The bonds were 

supposed to secure the supply of oil to Mahonia, there was never any intent to deliver or take 

delivery of oil or any commodity as the bonds were really provided to pay off a loan which is not 

                                                 
42 Id. at 319, citing J.C. Snavely & Sons, Inc. v. Web M & E, Inc., 406 Pa.Super. 271, 594 A.2d 333 (1991), appeal 
denied, 529 Pa. 650, 602 A.2d 860 (1991). 
 
43 Berks Prods. Corp., 72 A.3d at 319, citing Pennsylvania Supply Co. v. Nat’l Casualty Co., 152 Pa.Super. 217, 31 
A.2d 453 (1943). 
 
44 For example, in WestRM-W. Risk Markets, Ltd. v. Lumbermens Mut. Cas. Co., 314 F. Supp. 2d 229 (S.D.N.Y. 
2004), waiver clauses in surety bonds issued to secure amounts owed by insureds to a reinsurer pursuant to premium 
finance agreements barred sureties’ fraud defenses to the reinsurer’s claims for payment under bonds, given that the 
sureties were familiar with the bond language, even if they did not draft it, and were not unsophisticated newcomers 
to the type of transaction at issue, and that the agreements contained language which should have alerted the sureties 
to the loan-like structure of transactions upon which the sureties’ fraudulent inducement defense was premised.   
45 See JPMorgan Chase Bank v. Liberty Mut. Ins. Co., 189 F. Supp. 2d 24 (S.D.N.Y. 2002). 
 

https://1.next.westlaw.com/Link/Document/FullText?findType=Y&serNum=1992044727&pubNum=162&originatingDoc=I44c88f4befe511e2a98ec867961a22de&refType=RP&originationContext=document&transitionType=DocumentItem&contextData=(sc.UserEnteredCitation)


Kimberly D. Bose, Secretary 
February 25, 2021 
Page 16 
 
an allowable use of surety bonds, and in that case both the principal and beneficiary participated 

in the fraud on the bank.46  

While the sureties in that case expressly waived all their defenses to payment under the 

surety bonds, which stated that “obligations of each Surety hereunder are absolute and 

unconditional,” the sureties still sought to raise the defense of fraud in litigation on ground that 

buyer (Enron) and seller (Mahonia) were part of a fraudulent arrangement by which simple loans 

to the buyer (Enron) were disguised as sales of assets to induce sureties to issue bonds that would 

effectively guarantee repayment of loans, which they were otherwise forbidden to do under 

applicable law.  Although the terms of the particular surety bonds in the Enron case are not publicly 

available, judging from the activity in the case, it appears that while the sureties asserted a defense 

of fraud, there was no fraud that could be proven because the sureties were aware of the nature of 

the underlying transactions and use of the surety bonds when they were issued.47  Ultimately the 

parties settled their case and the sureties agreed to pay out on the surety bonds in the amount of 

$600 million.48 

The language of the PJM acceptable form of surety bond is unambiguous, requiring that 

payment be made upon demand, without investigation or other delay by the surety.   Specifically, 

section 2.02 indicates that “… [t]he Surety Bond is not conditioned upon PSI or PJM first 

                                                 
46 Valley National Bank v. Greenwich Ins. Co., 254 F.Supp.2d 448, 461 (S.D.N.Y. 2003) (“the JPMorgan 
defendants, by virtue of demonstrating that Mahonia was involved in Enron’s scheme, were able to clearly link 
JPMorgan to Mahonia and Enron because JPMorgan was actually suing on behalf of Mahonia”); see also Kurt 
Eichenwald, Chase Encounters Accusers in Disguised-Loan Case, N.Y. Times, July 2, 2002, 
https://www.nytimes.com/2002/07/02/business/chase-counters-accusers-in-disguised-loan-case.html.  
 
47  Id. 
 
48  Jonathan D. Glater, Morgan and Insurers Settle Enron Dispute for $600 Million, N.Y. Times, Jan. 2, 2003, 
https://www.nytimes.com/2003/01/02/business/morgan-and-insurers-settle-enron-dispute-for-600-million.html. 
 

https://www.nytimes.com/2002/07/02/business/chase-counters-accusers-in-disguised-loan-case.html
https://www.nytimes.com/2003/01/02/business/morgan-and-insurers-settle-enron-dispute-for-600-million.html
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attempting to collect payment, resorting to any other means of security or collateral, or pursuing 

any other remedies it may have…”49   Section 2.03 expands on the requirement for immediate 

payment, specifying, “[a] demand by the Obligee for payment that is not based on Surety’s failure 

to maintain the minimum corporate debt rating required by the Governing Documents shall be 

presented to the Surety in the form of a demand for payment similar to that shown in Exhibit B to 

this Bond.  No other documents and/or information whatsoever is required to effectuate payment 

on this Bond by Surety other than the demand for payment in form similar to that set forth in 

Exhibit B to this Bond. The demand rights in this paragraph are in addition to any other rights 

under this Bond.  Surety furthermore expressly waives any right to investigate or verify any matter, 

including factual matters, related to a demand for payment under this Bond that would delay 

payment or delivery of funds beyond the first Business Day following delivery of a Demand for 

Payment.”50 

Consistent with Pennsylvania precedent under Brock’s, 312 Pa. 7, 15, 166 A. 778 (1933), 

a creditor may look to surety for immediate payment upon a debtor’s default.  In Brock’s, the 

Pennsylvania Supreme Court distinguished between an indemnitor, which is liable only after 

unsuccessful efforts by the indemnitee to collect from the debtor, from a surety, which is directly 

and immediately liable for a debt.   In Brock’s, stockholders in a real estate company executed a 

bond and warrant in the amount of $5 million for joint and several liability to Penn Mutual Life 

Insurance Company as security on a $2.5 million loan for real property holdings, secured by a first 

mortgage.   The court found the stockholders joint and severally liable as sureties, there being an 

                                                 
49 Form of Surety Bond, section 2.02. 
 
50 Id. at section 2.03 
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immediate obligation that arose at the time of the signing of the instrument, that could be called 

upon with 90 days’ notice without regard to underlying mortgage, noting that the intent of the 

parties, as determined by the language of the instrument, controls citing Hill v. American Surety 

Company of New York, 200 U.S. 197 (1906).   

Moreover, pursuant to PJM’s proposed Tariff revisions, because the only form of surety 

bond that PJM will accept will be one in the substantial form of the surety bond posted on its 

website, PJM must approve any material changes to that form of surety bond before it will be 

accepted as Collateral.51  A material change from the PJM acceptable form of surety bond is any 

change that affects the obligations, rights or responsibilities of PJM the Market Participant, and/or 

the surety.   Examples of material changes include, but are not limited to, those seeking to:  

(a) extend the deadline for the Surety to make payment to PJM on a surety bond beyond 

5:00 p.m. on the first Business Day after receiving notice that the Principal failed to meet any of 

its Obligations under a Governing Document (section 2.03),  

(b) delete or revise the minimum corporate debt rating that the Surety is required to 

maintain (section 4.01),  

(c) require PJM to keep Surety apprised of Principal’s financial and business condition 

(section 4.09),  

(d) require PJM first to proceed against Principal or resort to any other collateral, security 

or other guarantors or obligors, if any, or pursue any other remedy available to PJM with respect 

to the Obligations (section 3.02),  

(e) change or eliminate the Surety’s express waiver of its defenses (section 3.02) or waiver 

of its rights to set-off amounts due by the Obligee to the Principal, all counterclaims, and all 

                                                 
51 See infra, Section II. Proposed Revisions. 
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promptness, diligence, presentment, protest, notice of protest, notice of dishonor, notice of 

nonpayment or nonperformance, notice of any default, demand of payment, notice of intent to 

accelerate, notice of acceleration, and all other notices of any kind or nature whatsoever with 

respect to the Principal’s Obligations, and all notices of acceptance of this Bond or of the existence, 

creation, incurring or assumption of new or additional Obligations (section 3.03),  

(f)  change the state law that shall govern, and pursuant to which the surety bond will be 

construed, from the laws of the Commonwealth of Pennsylvania to another state (section 6.08), 

and/or 

(g)  remove the requirement for the Surety to have obtained all necessary authorizations, 

approvals, and consents of all governmental or regulatory authorities or agencies including, but 

not limited to, the Pennsylvania Department of Insurance, or any securities exchange, for the 

execution, delivery and performance by Surety of this Bond (section 4.06). 

Factors that PJM will take into consideration when determining whether to accept or reject 

a requested revision to the PJM acceptable form of surety bond include but are not limited to 

whether (a) there is a legal or regulatory requirement to incorporate language into the surety bond, 

(b) the revision seeks to impose an obligation on PJM that PJM is or is not willing to accept, or (c) 

the revision would make the surety bond inconsistent with the Tariff requirements for surety bonds, 

including a request to change the deadline by which the surety must pay PJM upon demand.   This 

is not an exhaustive list because PJM will generally review all requests for revisions to the 

acceptable form of surety bond to determine whether they affect the obligations, rights or 

responsibilities of PJM, the principal and/or the surety such that they would render the surety bond 

less protective of the interests of PJM.      
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PJM wants to have a consistent set of surety bonds in order to allow its staff to more 

efficiently and effectively review and process the surety bonds for approval, and ensure 

consistency among the acceptable terms of surety bonds regardless which surety issues the bond 

and which Market Participant provides the bond as Collateral.  Allowing wordsmithing revisions, 

substantive revisions and other unnecessary revisions do not lend themselves to the establishment 

of a consistent process and procedure and therefore will not only be discouraged, but they will also 

not be generally accepted. 

2. Protections Incorporated into Form of Surety Bond to Limit Assertion of Defenses 
Against Payment. 

 
PJM has no institutional experience with collection of amounts claimed from a surety so 

PJM cannot guarantee that any future collection efforts will be without risk.  Nevertheless, in an 

effort to address the uncertainty surrounding the use of surety bonds as Collateral in PJM, and to 

protect itself against the defenses that can typically asserted against payment on a surety bond, 

PJM included provisions in its draft standard form of acceptable surety bond that endeavor to make 

collection under such a surety bond near equivalent to that of a letter of credit and mitigate the risk 

that a surety will not pay out on the surety bond.   

The surety bond make clear that the surety’s obligations to pay out on the bond are absolute 

and unconditional irrespective of the principal’s (Market Participant’s) bankruptcy, terms of any 

other agreements, investigation of the Market Participant by a government agency, and PJM not 

first attempting to collect payment from the Market Participant, among other things.  Specifically 

it states: 

2.02 Obligations Unconditional. The Obligations (including, 
without limitation, the Bond) of the Surety under Section 2.01 of 
this Bond are a guarantee for payment not of collection, and are 
absolute and unconditional irrespective of (i) the value, genuineness, 
validity, regularity or enforceability of the Governing Documents, 
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(ii) any substitution, release or exchange of any other guaranty of or 
security for any of the Obligations, (iii) the existence or terms of any 
other agreements between Surety and any party, including the 
Principal, and, (iv) any filing by or against the Principal under any 
Debtor Relief Law, (v) any investigation of, the commencement of 
any proceeding or other action against, the Principal by any 
governmental agency or authority, and (vi) to the fullest extent 
permitted by applicable law, any other circumstances whatsoever 
that might otherwise constitute a legal or equitable discharge or 
defense of a surety, it being the intent of this Section 2.02 that the 
Obligations of the Surety under this Bond shall be absolute and 
unconditional under any and all circumstances.  The Surety Bond is 
not conditioned upon PSI or PJM first attempting to collect 
payment, resorting to any other means of security or collateral, or 
pursuing any other remedies it may have.  The Obligations of Surety 
hereunder are independent of the obligations of Principal.  PSI and 
PJM may from time to time, without notice or demand, and without 
affecting Surety’s liability hereunder, take and hold other security 
for Principal’s obligations to PSI and PJM and exchange, waive, 
release, or apply such security as PSI or PJM deem appropriate in 
their sole discretion. Surety’s liability under this Surety Bond is not 
conditioned upon the validity or enforceability of Principal’s 
obligations to PSI or PJM.  Without limiting the generality of the 
foregoing, it is agreed that the occurrence of any one or more of the 
following shall not alter or impair the liability of Surety under this 
Bond (which shall remain absolute and unconditional as described 
above): 

(a) if at any time or from time to time, without notice to Surety, 
the Governing Documents, or the Principal’s Obligations thereunder 
are amended, increased, supplemented, or modified; or 

(b) if at any time or from time to time, without notice to Surety, 
the time for any performance of, or compliance with, any of the 
Obligations shall be extended, renewed, modified or supplemented, 
or such performance or compliance shall be waived. 

 
The surety bond also includes the following protections, which state that the surety bond 

is enforceable and effective to the fullest extent permitted by law and that the surety waives all 

defenses, including but not limited to illegality, breach of contract, and bankruptcy: 
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3.02 The enforceability and effectiveness of this Bond and the 
liability of the Surety, and the rights, remedies, powers and 
privileges of the Obligee, under this Bond shall not be affected, 
limited, reduced, discharged or terminated, and the Surety hereby 
expressly waives to the fullest extent permitted by law any defense 
now or in the future arising, by reason of: 

(a) the illegality, invalidity or unenforceability of all or any part 
of the defaulting Principal’s Obligations, such Principal’s Principal-
specific collateral or any agreement, security document, guarantee 
or other instrument relative to all or any part of the defaulting 
Principal’s Obligations; 

(b) any disability or other defense (including, without limitation, 
the defense of force majeure, breach of contract, breach of warranty, 
and fraud) with respect to all or any part of the Principal’s 
Obligations or any of their guarantors; 

(c) any defense due to the Surety’s failure to review or 
understand the activities of Principal or any changes in the 
Governing Documents (it being acknowledged and agreed that 
Surety bears all responsibility for monitoring the activities of the 
Principal and changes in the Governing Documents); 

(d) the cessation, for any cause whatsoever, of the liability of the 
Principal or any guarantor of all or any part of the Principal’s 
Obligations (other than, subject to Section 2.03, Reinstatement, by 
reason of the full payment and performance of all Obligations of the 
Principal); 

(e) any failure of the Obligee to exhaust any cash collateral for 
all or any part of the Obligations, to pursue or exhaust any right, 
remedy, power or privilege it may have against Principal, any other 
guarantor of all or any part of the Obligations (including without 
limitation any issuer of any letter of credit), or any other entity or to 
take any action whatsoever to mitigate or reduce the Surety’s 
liability under this Bond, the Obligee not being under any  obligation 
to take any such action notwithstanding the fact that all or any part 
of such Principal’s Obligations may be due and payable and that 
such Principal may be in default of its Obligations;  

(f) any failure of the Obligee to comply with applicable laws in 
connection with the disposition of any cash collateral for all or any 
part of the defaulting Principal’s Obligations; 

(g) any act or omission of the Obligee or any other entity that 
directly or indirectly results in or aids the discharge or release of all 
or any part of the defaulting Principal’s Obligations or any security 
or guarantee (including without limitation any letter of credit) for all 
or any part of such Obligations by operation of law or otherwise; 



Kimberly D. Bose, Secretary 
February 25, 2021 
Page 23 
 

(h) any law which provides that the obligation of a surety or 
guarantor must neither be larger in amount nor in other respects 
more burdensome that that of the principal or which reduces a 
surety’s or guarantor’s obligation in proportion to the principal’s 
obligation; 

(i)  any and all rights to which Surety may be entitled by virtue 
of the laws of the Commonwealth of Pennsylvania (or any other 
state) governing suretyship and guarantees, as any or all of the same 
may be amended or construed from time to time, or the common law 
of the Commonwealth of Pennsylvania (or any other state) at all 
relevant times; 

(j) the possibility that the Obligations of the defaulting Principal 
to the Obligee may at any time and from time to time exceed the 
aggregate liability of the Surety under this Bond; 

(k) any counterclaim, set-off (including as permitted by 11 
U.S.C. § 362) or other claim which the defaulting Principal has or 
alleges to have with respect to all or any part of its Obligations;  

(l) any action or inaction of the Obligee in any bankruptcy or 
other proceeding with respect to any entity, including Principal; 

(m) the avoidance of any lien in favor of the Obligee for any 
reason; 

(n) any bankruptcy, insolvency, reorganization, arrangement, 
readjustment of debt, liquidation or dissolution proceeding 
commenced by or against any entity, including any discharge of, or 
bar or stay against collecting, all or any part of the defaulting 
Principal’s Obligations (or any interest on all or any part of the 
defaulting Principal’s Obligations) in or as a result of any such 
proceeding; 

(o) Principal’s breach of any obligation owed to Surety, whether 
by contract or otherwise, including, without limitation, Principal’s 
failure to pay any premiums due Surety; 

(p) any action taken by the Obligee that is authorized in this 
Bond or by any other provision of the Governing Documents or any 
omission to take any such action; 

(q) any other circumstance whatsoever that might otherwise 
constitute a legal or equitable discharge or defense of a surety or 
guarantor, including by reason of existing law and any future 
judicial decisions or legislation or of any provisions of the laws of 
any other jurisdiction; or 

(r) any and all other demands and notices to Surety or Principal, 
and any and all other formalities of any kind, the omission of or 
delay in performance of which might but for the provisions of this 
section constitute legal or equitable grounds for relieving or 
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discharging Surety in whole or in part from its irrevocable, absolute 
and continuing obligations hereunder.  
 
In furtherance of the foregoing, Surety agrees that (i) it is not 
necessary for PSI, in order to enforce Surety’s payment Obligations 
hereunder, first to proceed against Principal or resort to any other 
collateral, security or other guarantors or obligors, if any, or pursue 
any other remedy available to PSI or PJM with respect to the 
Obligations, and (ii) the Governing Documents, and any collateral, 
security or obligations of any guarantors or obligors, if any, may be 
renewed, extended, amended, modified, supplemented, sold, 
released, surrendered, exchanged, settled, compromised, waived, 
subordinated or modified, in each case without consideration and on 
any terms or conditions, without notice to, or further assent from, 
the Surety and without in any way affecting the Obligations of 
Surety under this Bond.   
 
3.03 The Surety expressly waives, for the benefit of the Obligee, 
all rights to set-off amounts due by the Obligee to the Principal, all 
counterclaims, and all promptness, diligence, presentment, protest, 
notice of protest, notice of dishonor, notice of nonpayment or 
nonperformance, notice of any default, demand of payment, notice 
of intent to accelerate, notice of acceleration, and all other notices 
of any kind or nature whatsoever with respect to the Principal’s 
Obligations, and all notices of acceptance of this Bond or of the 
existence, creation, incurring or assumption of new or additional 
Obligations. 
 
3.04 Nothing in this Bond will, or will be construed or applied to, 
modify the Principal’s Obligations under the Governing 
Documents. 
 
3.05 Principal shall pay all commissions, charges, costs and fees 
for this Bond.  The Principal’s failure to pay any such commissions, 
charges, costs and fees shall not be grounds for termination of this 
Bond except as otherwise provided herein.  All rights of Surety to 
proceed against Principal in respect of payment hereunder, by 
subrogation or otherwise: 
 

(a) are hereby subordinated and deferred to and until the full and 
final payment and discharge of the Obligations; and  

(b) Surety may not exercise any rights it may acquire by way of 
subrogation under this Bond, by payment made hereunder or 
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otherwise, until all of the Obligations then due and payable have 
been fully and finally paid.   

 
The surety that provides the PJM acceptable form of surety bond will also specifically be 

required to expressly waive any claims of fraudulent inducement to execute the bond or reliance 

on statements or representations of PJM as follows: 

4.10 No Reliance on PSI or PJM.  NEITHER PSI, PJM NOR 
ANY AFFILIATE, EMPLOYEE, AGENT, OR 
REPRESENTATIVE OF PSI OR PJM HAS MADE ANY 
REPRESENTATION, WARRANTY OR STATEMENT TO 
SURETY IN ORDER TO INDUCE SURETY TO EXECUTE THIS 
BOND, AND SURETY HEREBY EXPRESSLY WAIVES ANY 
CLAIM OF MISREPRESENTATION OR FRAUDULENT 
INDUCEMENT TO EXECUTE THIS BOND AND FURTHER 
DISCLAIMS ANY RELIANCE ON STATEMENTS OR 
REPRESENTATIONS OF PSI, PJM OR ANY AFFILIATE, 
EMPLOYEE, AGENT, OR REPRESENTATIVE OF PSI or PJM 
IN WAIVING SUCH A CLAIM. 
 
Surety’s representations, warranties, covenants, waivers and 
agreements set forth in this Bond are a material inducement to PSI 
and PJM to extend credit to Principal and shall survive the execution 
hereof and any bankruptcy, foreclosure, transfer of security or other 
event affecting Principal, Surety, any other person, or any security 
for all or any part of the Obligations. 
 

The PJM acceptable form of surety bond also includes the following further protections 
against the risk of non-payment by the surety:  

 
2.04 Reinstatement.  The Obligations (including, without 
limitation, the Bond) of Surety under this Section 2 shall be 
automatically reinstated if and to the extent that, for any reason, any 
payment or performance by or on behalf of the Principal in respect 
of the Obligations is rescinded or must be otherwise restored by any 
holder of any of the Obligations, whether as a result of any 
bankruptcy, reorganization, receivership, insolvency or other 
debtor-relief proceeding, and Surety agrees that it will indemnify 
PSI or PJM on demand for all reasonable costs and expenses 
(including, without limitation, attorneys’ fees) incurred by PSI or 
PJM in connection with such rescission or restoration, including, 
without limitation, any such costs and expenses incurred in 
defending against any claim alleging that such payment constituted 



Kimberly D. Bose, Secretary 
February 25, 2021 
Page 26 
 

a preference, fraudulent transfer or similar payment under any 
bankruptcy, insolvency or similar law. 

2.05 Subrogation.  Surety hereby agrees that until the payment 
and satisfaction in full of all Obligations, it shall not exercise any 
right or remedy arising by reason of any performance by it of its 
obligations in Section 2.01 of this Bond, whether by subrogation or 
otherwise, against the Principal or any other surety of any of the 
Obligations. 

2.06 Remedies. 
(a) Surety agrees that, as between Surety and PSI, the Obligations 
may be declared to be forthwith due and payable as provided in the 
Governing Documents for purposes of Section 2.01 of this Bond 
notwithstanding any stay, injunction or other prohibition preventing 
such declaration (or such Obligation from becoming automatically 
due and payable) as against the Principal and that, in the event of 
such declaration (or such Obligations being deemed to have become 
automatically due and payable), such Obligations (whether or not 
due and payable by the Principal) shall forthwith become due and 
payable by Surety for purposes of such Section 2.01. 
(b) Without limitation on the rights, remedies, powers and privileges 
of PSI and PJM under section 2, if any breach or default shall occur 
under the Governing Documents the Obligations shall declared to 
be forthwith due and payable by Surety for purposes of Section 2.01. 

 
Finally, the specific terms of the PJM acceptable form of surety bond control the rights of 

a surety in all matters, including the surety’s ability to cancel a bond.  Although a surety under the 

PJM Surety Bond may terminate the bond or not renew the bond after the expiration of its term, 

the surety remains liable on the bond unless an adequate replacement is provided, according to 

section 2.07 which provides: “If Surety notifies PSI in writing that Surety elects to terminate this 

Bond and Principal fails to provide an acceptable form of replacement security to PSI at least thirty 

(30) days prior to the termination of this Bond, Surety shall, upon demand, without any notice 

other than such demand, and without any further action by PSI deliver cash collateral to PSI not 

later than the next business day in the amount of the full remaining value of this Bond as security 

for Principal’s Obligations.”  The continuing nature of the obligations in the event of termination 
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or nonrenewal are reinforced in section 2.08, wherein, to protect PJM’s interests and ensure 

payment by the surety after a surety bond has been cancelled, the acceptable form of surety bond 

includes the following provision that makes clear the surety remains liable, and agrees to do so, 

for any obligations that arose before the effective date of its notice of cancellation of the surety 

bond: 

2.08 Surety Continuing Liability.  If Surety elects not to renew 
this Bond or PSI terminates this Bond, Surety agrees and 
acknowledges that it shall remain liable for any Obligations arising 
before the effective date of Surety’s nonrenewal or PSI’s 
termination of this Bond. Surety agrees and acknowledges that this 
Bond applies to all Obligations arising or committed to prior to the 
effective date of Surety’s nonrenewal or PSI’s termination. 

 
A surety’s continuing obligations for previous liabilities is consistent with long-standing 

precedent in Pennsylvania, as evidenced by Commonwealth ex rel. Department of Justice v. 

National Surety Co., 310 Pa. 108, 113, 164 A. 788 (1932).  In that case, Defendant bank gave the 

Plaintiff Commonwealth a bond that a bank would keep all moneys of the Commonwealth 

deposited with it, and repay the monies where and when requested by proper state officials.   

Defendant bank sent the Commonwealth a notice purporting to terminate its liability, and 

demanding that Plaintiff collect or sue for any deposits and interests within 30 days of the 

termination letter. The Commonwealth failed to act within the stated period of time, but later sued 

for return of deposits.  The bank claimed that it was discharged by virtue of its notice.  The Court 

found that the bank remained liable for the funds that had been deposited, noting that the surety 

contract itself said that the bank was bound whether claims were pursued or not.  The Court went 

on to explain that the statute governing written notice of termination of a surety does not itself 

allow for termination of any surety bond merely by providing written notice but, rather, requires 



Kimberly D. Bose, Secretary 
February 25, 2021 
Page 28 
 
that when termination is allowed under the terms of a given surety bond, the notice of termination 

must be in writing.   

In addition to the protections afforded by the structure and terms of the surety developed 

by PJM stakeholders, PJM is further protected by other recent enhancements in its credit risk 

management policies and processes.  In particular, the PJM “know your customer” enhancements 

approved by the Commission in Docket No. ER20-1451-00052 will provide valuable insight into 

how individual PJM Members and Applicants have operated in the past and how they plan to 

operate in PJM in the future.   Through the Know Your Customer enhancements, PJM made the 

provisions implementing the minimum participation criteria more robust such that PJM will: 

• Assess an entity’s financial strength, risk profile, and creditworthiness; 

• Establish an Unsecured Credit Allowance, if appropriate;  

• Determine the level of Collateral appropriate to the entity based on its anticipated 

market activity and credit risk profile; and 

• Evaluate the credit support provided.53   

Each of these steps, both independently and taken together, reduce the risk that PJM will not 

receive payment on a market participant’s financial obligations. 

3. Surety Bond Construed Pursuant to Pennsylvania Law. 

As specified section 6.08 of thereof, the surety bond shall be governed by and construed in 

accordance with the laws of the Commonwealth of Pennsylvania, without regard to conflict of 

laws principles.  PJM believes it is important to limit the law applicable to the surety bonds it 

accepts because the laws of other states include certain requirements that Pennsylvania law does 

                                                 
52  PJM Interconnection, L.L.C., 171 FERC ¶ 61,173 (2020). 
 
53 Tariff, Attachment Q, section II. 
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not require.  As indicated earlier herein, PJM wants to ensure consistency across the board with 

respect to its rights and responsibilities, as well as those of the sureties and principals, with regard 

to any surety bonds that are provided as Collateral.  One of the ways to do so is to only allow the 

laws of one jurisdiction to apply.  Given that PJM’s offices are physically located in Pennsylvania 

and their corporate operations are in Pennsylvania, PJM determined that the laws of the 

Commonwealth of Pennsylvania should apply to the acceptable form of surety bond. 

PJM is unable to provide legal precedent definitively stating that the provisions of PJM’s 

form of surety bond will be enforceable in a manner similar to letters of credit in cases of 

bankruptcy, fraud or otherwise because its form of surety bond has never been tested in this way 

as it has never been used.  However, the previously cited existing legal precedent upholding the 

provisions of surety bonds in which the surety has specifically agreed to waive its defenses would 

most assuredly apply.   Specifically, the surety is obligated to pay if the Market Participant fails in 

their financial responsibilities to PJM.  It is irrelevant whether the Market Participant is in 

bankruptcy or is under investigation, or whether PJM itself is under investigation.  The 

consequences of a bankruptcy are discussed above.  The only time in which the surety would have 

a colorable claim to avoid payment is if there was a scheme to defraud in which both the Market 

Participant and PJM were working in concert in that criminal enterprise.54  

                                                 
54 Under Pennsylvania law, a surety is not released from liability for fraud unless the obligee knew of or participated 
in the fraud.  Hancock Bank v. Orlando, 220 Pa. Super. 1, 4, 281 A.2d 466 (1971); Commonwealth v. Edwards, 14 
Pa. Commw. 276, 281, 322 A2d 416, 418 (1973).  In Hancock, appellant surety who signed a note to secure a bank 
loan for a corporation in which her deceased husband was a shareholder, alleged that she should not be liable, 
because she was induced to sign the note through fraud by another principal on the note.  The court found that even 
if there was fraud or misrepresentation (of which the court found no evidence), she would still be liable on the note 
because there was no evidence that the appellee bank knew about or participated in the alleged fraud.  In Edwards, 
Edwards was an alderman, who was required to execute a contract of surety with the State of Pennsylvania 
regarding his duties to remit fines, penalties, and bail forfeitures which the alderman collected in the performance of 
his official duties.  Edwards signed as principal obligor, and defendant Leta signed as surety.  Edwards subsequently 
failed to remit all funds due to the state, and the state pursued against Edwards and Leta.  Although Leta alleged that 
he was induced to sign by fraud or misrepresentation by Edwards, the court found that any alleged fraud by Edwards 
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4. Surety Bonds Cannot Be Used as Collateral for FTR Market Activity. 

PJM’s proposal does not allow the use of surety bonds for Financial Transmission Right 

(“FTR”) market activity because (1) none of the RTOs have any significant experience with 

drawing down on surety bonds for financial assurance of market participants and PJM has none, 

(2) historically the size of the FTR defaults experienced in PJM have been significant, and (3) 

historically the vast majority of the significant defaults experienced by PJM Members have been 

in the FTR market.55   

Moreover, in PJM’s experience, there is a higher rate of risk taking with respect to the FTR 

Participants than the Market Participants in the physical markets who tend to have lower risk 

profiles.  In seeking to limit the potential risk to PJM Members from reliance on a form of collateral 

that has so far been untested in the PJM marketplace, PJM is seeking to limit the use of surety 

bonds to markets that historically have posed lower levels of credit risk. FTR markets have 

historically resulted in higher levels of credit risk to PJM Members than virtual transactions 

because of higher levels of underlying price movements associated with FTR positions given that 

virtual transactions are only part of a Market Participant’s portfolio for one or two days while FTR 

positions typically remain in a Market Participant’s portfolio for longer terms from one month to 

three years. This higher level of market volatility tends to lead to higher instances of credit default 

among participants.    

Finally, because FTR Participants are not typically credit-rated entities, from a risk 

perspective, surety bonds should not be used as Collateral for FTR market participation at least 

                                                 
in obtaining Leta’s signature on the bond as surety could not be raised as a defense because the State lacked 
knowledge of the fraud and had not participated in the fraud.   
 
55 See Surety Bonds Paper, at p. iv.  
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until PJM has had at least a reasonable amount of experience with the use of surety bonds as 

financial assurance in its other markets.   That being said, based on discussions during the 

stakeholder process, PJM expects that stakeholders will want to revisit the issue of using surety 

bonds as Collateral for FTR market participation in the future after gaining experience with the 

use of surety bonds as Collateral in the other PJM Markets and PJM is open to such discussions 

once experience can be gained with the use of surety bonds in other contexts.  

PJM further notes that while exchanges and commodity markets that allow energy trades, 

such as Nodal Exchange and the Intercontinental Exchange (a/k/a ICE), do not allow the use of 

surety bonds outside of construction agreements,56 PJM does not believe that the use of the PJM 

acceptable form of surety bond will increase risk given that those terms have been drafted 

specifically to make it comparable to a letter of credit. 

5. Market Participant Using Surety Bonds to Shift Capital and Liquidity  

While the use of surety bonds can preserve the capacity of other sources of financial 

liquidity for a Market Participant, there is no assurance as to how the Market Participant may 

decide to deploy its available capital. While it is certainly possible that a Market Participant may 

use all or a portion of its preserved capital to meet collateral needs that may arise in the PJM FTR 

markets, there is no assurance that this capital will be pledged to PJM in the future.   

Since PJM does not allow surety bonds to be used as Collateral in the FTR markets, Market 

Participants might substitute surety bonds as Collateral in the physical markets if they choose, up 

to the limits allowed in the proposed Tariff revisions.   PJM has no control over how they use their 

other sources of capital. Since PJM has no control over what the Market Participants can do with 

their sources of capital and cannot predict what potential needs they may have for those sources, 
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PJM cannot take into account these “potential” actions in its analysis.   PJM understands that the 

surety will perform an assessment of the Market Participant to determine its financial health and 

liquidity before making a decision to provide a surety bond to that entity, and that the sureties’ due 

diligence in this regard will be relied upon by PJM.57   Accordingly, PJM is relying on the surety 

bond the Market Participant provides for the exposure that the bond is covering.  PJM is not relying 

on other sources of Collateral the Market Participant may or may not have in the future.  

 That being said, PJM has other tools in place to make sure that the Collateral that is posted 

is enough to cover exposure based on the Market Participant’s current positions.  PJM also has a 

credit review process that requires even greater levels of Collateral for “bad” credits, based on the 

Market Participant’s market positions.  However, that has nothing to do with the “form” of 

Collateral.  There is no haircut on Collateral that applies specifically to surety bonds.  PJM 

proposes to treat surety bonds provided as Collateral just like cash or a letter of credit.  

II. PROPOSED REVISIONS 

PJM proposes to revise its Tariff to incorporate surety bonds into the definition of 

Collateral and as a form of credit support in Tariff, Attachment Q (“Credit Risk Management 

Policy”), section V.   Because PJM has no institutional experience with collection of amounts 

claimed from a Surety issuer, PJM cannot guarantee that any future collection efforts will be 

without risk.  For that reason, PJM has taken additional steps to limit the potential risk of surety 

                                                 
57 Courts have recognized that sureties’ due diligence is performed to determine the financial integrity of the 
principal and that sureties will not provide a surety bond for a principal that is likely to default. See Cates Constr., 
Inc. v. Talbot Partners, 21 Cal.4th 28, 54-55, 980 P.2d 407, 423 (Cal. 1999) (citations omitted) (“Unlike insurance, 
which contemplates the certainty of losses, sureties do not write performance bonds for principals who appear 
unable to perform the primary obligation and whose assets are insufficient to meet the contingency of default ... . 
‘Bonds, like loans, are written based on the financial integrity of the principal, premised on the idea that no losses 
should follow[.]’" See also Edward G. Gallagher, Introduction to The Law of Suretyship 1 (Edward G. Gallagher 
ed., 2d ed. 2000) ("The surety does not anticipate a loss, and if there is any appreciable likelihood of a default, the 
surety will not write the bond."). 

http://0-www.lexisnexis.com.uncclc.coast.uncwil.edu/us/lnacademic/mungo/lexseestat.do?bct=A&risb=21_T2021280369&homeCsi=12492&A=0.5919134383413932&&citeString=980%20P.2d%20407,at%20423&countryCode=USA
http://0-www.lexisnexis.com.uncclc.coast.uncwil.edu/us/lnacademic/mungo/lexseestat.do?bct=A&risb=21_T2021280369&homeCsi=12492&A=0.5919134383413932&&citeString=980%20P.2d%20407,at%20423&countryCode=USA
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bonds to PJM and PJM Members by limiting the scope of their use.  Therefore, the use of surety 

bonds will be limited to (1) a form of “pay now/fight later” surety bond approved by PJM, a form 

of which is and will be posted on PJM’s website, (2) PJM Markets other than the FTR market, and 

(3) capped at $10 million cap per Surety issuer for each member, and proposed a $50 million 

aggregate cap per Surety issuer.   

A. Incorporation of Surety Bonds into Definition of Collateral  
 
To allow surety bonds to be used as Collateral, PJM proposes to incorporate reference to surety 

bonds into its definition of Collateral, as follows:  

Collateral: 
 
“Collateral” shall be a cash deposit, including any interest thereon, 
or a Letter of Credit issued for the benefit of PJM or PJMSettlement, 
in an amount and form determined by and acceptable to PJM or 
PJMSettlement, provided by a Participant to PJM or PJMSettlement 
as credit support in order to participate in the PJM Markets or take 
Transmission Service.  “Collateral” shall also include surety bonds, 
except for the purpose of satisfying the FTR Credit Requirement, in 
which case only a cash deposit or Letter of Credit will be 
acceptable.58  
 

Making this revision is necessary to avoid any confusion regarding the fact that while surety bonds 

will be an acceptable form of Collateral for most PJM Markets, they are not an acceptable form of 

Collateral for purposes of satisfying the FTR Credit Requirement. 

B. Incorporating Surety Bonds into Credit Risk Management Policy as Form of Credit 
Support 

 
PJM is proposing revisions to Tariff, Attachment Q, section V to incorporate a new 

subsection D to allow surety bonds to be provided as an acceptable form of Collateral.  This new 

subsection specifies that the form, substance and provider of the surety bond must be acceptable 

                                                 
58  See Proposed OATT Definitions – C - D. 
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to PJM.  It further spells out the requirements for a surety bond that will satisfy PJM’s 

requirements, including a pay on demand feature, minimum corporate debt rating, minimum term 

and aggregate value limitations.  The surety bond must be for a period of at least one year and 

must automatically renew for successive one year periods until terminated.  PJM is not unique in 

incorporating such requirements for surety bonds used as collateral in their markets as ERCOT 

and NYISO have the same or similar requirements in their tariffs.59   The Commission has already 

determined such requirements to be just and reasonable, and not prejudicial to smaller entities.60 

 Additionally, in an effort to address the uncertainty surrounding the use of surety bonds as 

Collateral in PJM, PJM’s proposal caps the aggregate dollar amount of surety bonds that a surety 

can provide to PJM for any individual Participant at $10 million, and that the surety can provide 

to PJM in total for all counterparties at $50 million.61 PJM stakeholders also considered caps of 

$20 million in aggregate of surety bonds that a surety can provide to PJM for any individual 

Participant and $100 million in surety bonds in total that the surety could provide to PJM for all 

counterparties.  The vast majority of stakeholders supported the $10 million/$50 million cap levels 

over the $20 million/$100 million levels. 

PJM believes that the $10 million cap on the amount of surety bonds that can be provided 

                                                 
59  See ERCOT, ERCOT Nodal Protocols, Section 16:  Registration and Qualification of Market Participants, section 
16.11.3(c) (May 29, 2020), http://www.ercot.com/content/wcm/current_guides/53528/16-052920_Nodal.docx  
(“ERCOT Protocols”); see NYISO Market Administration and Control Area Services Tariff, Attachment K, section 
26.6.1.3, https://www.nyiso.com/regulatory-viewer. 
60 NYISO Order at P 58. 
61 ERCOT also limits the dollar amount of surety bonds that any one surety can provide for an individual entity at 
$10 million, and the amount it can provide in aggregate for all counterparties to $100 million.  See ERCOT 
Protocols.  ERCOT is considering changing these cap levels.  See ERCOT, Revisions to ERCOT Surety Bond (Feb. 
19, 2020), http://www.ercot.com/content/wcm/key_documents_lists/192842/surety_bond_comparison.pptx; see 
ERCOT, Minutes of ERCOT Credit Working Group (Feb. 19, 2020), 
http://www.ercot.com/content/wcm/key_documents_ 
lists/192850/CWG_Minutes_of_Meeting_Feb_19_2020_draft.docx. NYISO has no caps on the amount of surety 
bonds an individual surety may provide. See NYISO Market Administration and Control Area Services Tariff, 
Attachment K, section 26.6.1.3, https://www.nyiso.com/regulatory-viewer. 

http://www.ercot.com/content/wcm/current_guides/53528/16-052920_Nodal.docx
https://www.nyiso.com/regulatory-viewer
http://www.ercot.com/content/wcm/key_documents_lists/192842/surety_bond_comparison.pptx
http://www.ercot.com/content/wcm/key_documents_%20lists/192850/CWG_Minutes_of_Meeting_Feb_19_2020_draft.docx
http://www.ercot.com/content/wcm/key_documents_%20lists/192850/CWG_Minutes_of_Meeting_Feb_19_2020_draft.docx
https://www.nyiso.com/regulatory-viewer


Kimberly D. Bose, Secretary 
February 25, 2021 
Page 35 
 
to any one Participant, and the $50 million in total that any individual surety can provide, are 

appropriate based on PJM’s (and PJM stakeholders’) conservative approach to introducing the use 

of surety bonds into its markets at least until PJM gains more experience with their use as 

Collateral,  particularly given the recent significant FTR market default experienced and because 

the FTR market is more prone to default risk of a significant dollar amount than other PJM Markets 

over the past twenty years.  This is in addition to PJM’s determination that FTR Participants have 

a higher rate of risk taking and higher risk profiles than physical Market Participants who tend to 

have a lower risk profile.   

To effectuate this proposal, PJM submits the following revisions to Tariff, Attachment Q, 

section V: 

D. Surety Bond   
 
An unconditional, irrevocable surety bond can be utilized to meet 
the Collateral requirement for Participants.  As stated below, the 
form, substance, and provider of the surety bond must all be 
acceptable to PJM. 
 

(i) An acceptable surety bond must be payable immediately 
upon demand without prior demonstration of the validity of the 
demand.  The surety bond will only be accepted from a U.S. 
Treasury-listed approved surety that has either (i) a minimum 
corporate debt rating of “A” by Standard & Poor’s or Fitch Ratings, 
or “A2” from Moody’s Investors Service, or an equivalent short 
term rating from one of these agencies, or (ii) a minimum insurer 
rating of “A” by A.M. Best.  PJMSettlement will consider the lowest 
applicable rating to be the rating of the surety.  If the rating of a 
surety providing a surety bond is lowered below A/A2 by any rating 
agency, then PJMSettlement may require the Participant to provide 
a surety bond from another surety that is rated A/A2 or better, or to 
provide another form of Collateral.  

 
(ii) The surety bond shall have an initial period of at least one 

year, and shall state that it shall renew automatically for successive 
one-year periods, until terminated upon at least ninety (90) days 
prior written notice from the issuing surety.  If PJM receives notice 
from the issuing surety that the current surety bond is being 
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cancelled, the Participant will be required to provide evidence, 
acceptable to PJM, that such surety bond will be replaced with 
appropriate Collateral, effective as of the cancellation date of the 
surety bond, no later than thirty (30) days before the cancellation 
date of the surety bond, and no later than ninety (90) days after the 
notice of cancellation.  Failure to do so will constitute a default 
under this Attachment Q and one of more of the Agreements 
enabling PJM to immediately demand payment of the full value of 
the surety bond. 

 
(iii) PJM will post on its web site an acceptable standard form 

of a surety bond that should be utilized by a Participant choosing to 
submit a surety bond to establish credit at PJM. If the surety bond 
varies in any way from the standard format, it must first be reviewed 
and approved by PJM.  PJM shall not accept any surety bond that 
varies in any material way from the standard format.  All costs 
associated with obtaining and maintaining a surety bond and 
meeting the Attachment Q provisions are the responsibility of the 
Participant. 

 
(iv) PJM shall not accept surety bonds with an aggregate value 

greater than $10 million dollars ($10,000,000) issued by any 
individual surety on behalf of any individual Participant.  

 
(v) PJM shall not accept surety bonds with an aggregate value 

greater than $50 million dollars ($50,000,000) issued by any 
individual surety.62 
 

PJM’s approach is consistent with that of NYISO which does not include specification of 

all of the required provisions for an acceptable form of surety bond in its tariff, nor is its acceptable 

form of surety bond incorporated therein.  Rather, NYISO posts its acceptable form of surety bond 

on its website and NYISO has advised PJM that it does not allow changes to be made.63 

                                                 
62 See Proposed OATT ATTACHMENT Q. 
63 See NYISO Market Administration and Control Area Services Tariff, Attachment K, section 26.6.1.3 (“A surety 
bond shall be in a form acceptable to the ISO, payable immediately upon demand without prior demonstration of the 
validity of the demand, and issued by a U.S. Treasury-listed surety with a minimum “A” rating from A.M. Best. A 
Customer’s failure to provide acceptable collateral in an amount sufficient to secure its obligations to the ISO fifty 
(50) days prior to the termination of a surety bond, which collateral shall be guaranteed to remain in effect for a 
period of not less than one (1) year, shall be a condition of default enabling the ISO to immediately demand payment 
of the full value of the surety bond.”); see also https://www.nyiso.com/documents/20142/2261039/NYISO-
Standard-Surety-Bond.doc/b44c61b0-6b71-35d2-0495-44f6e7b8ee03. 

https://www.nyiso.com/documents/20142/2261039/NYISO-Standard-Surety-Bond.doc/b44c61b0-6b71-35d2-0495-44f6e7b8ee03
https://www.nyiso.com/documents/20142/2261039/NYISO-Standard-Surety-Bond.doc/b44c61b0-6b71-35d2-0495-44f6e7b8ee03
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The substantive provisions of PJM’s acceptable form of surety bond pursuant to which 

sureties waive all of their defenses, agree to the application of Pennsylvania law, agree to 

unconditional obligations under the surety bond, and all other revisions that would affect the 

obligations, rights or responsibilities of PJM, the principal and/or the surety such that they would 

render the surety bond less protective of the interests of PJM, are non-negotiable.   As indicated 

above, PJM must approve all requests to make material revisions to the surety bond and will only 

agree to limited revisions.  Market Participants always have the ability to provide PJM with cash 

or a Letter of Credit rather than a surety bond as a form of Collateral if they are unable to find a 

surety that will agree to provide the PJM acceptable form of surety bond. 

PJM prefers to take the same approach as NYISO by not incorporating a pro forma surety 

bond into the Tariff.  Doing so would require Commission intervention and action for non-material 

revisions to the acceptable form of surety bond which would not be the best use of Commission 

resources.  Given the need for PJM and Market Participants to resolve credit and Collateral issues 

quickly, building in a process for seeking Commission approval of any non-material revisions to 

the acceptable form of surety bond would carry with it more burden than benefit to all parties 

including the Commission.   

However, should the Commission wish to see more specificity incorporated into the Tariff 

regarding  the required provisions of an acceptable surety bond, in a detailed descriptive form, 

PJM would be willing, on compliance, to embody those provisions in a revised Tariff, Attachment 

Q, section V.D.    

C. Revising Minimum Participation Requirements Provisions 

 Two additional related revisions to PJM’s Credit and Risk Management Policy that will be 

required for surety bonds to be used as Collateral are (1) adding reference in Tariff, Attachment 
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Q, section III.B to surety bonds as option an Applicant or Participant can use to satisfy the PJM 

Market Participation Eligibility Requirements, and (2) incorporating into the Annual Officer 

Certification Form found in Tariff, Attachment Q, Appendix 1 an option to certify that a surety 

bond has been provided as a form of credit support. 

  Regarding the PJM Market Participation Eligibility Requirements, PJM proposes to use 

language almost identical to the existing provision allowing the use of a Letter of Credit to be 

utilized as Collateral.  In fact, the only difference between the existing provision and the proposed 

provision is that instead of the term “Letter of Credit” the term “surety bond” is used.  All other 

language is identical.  The proposed revision provides: 

III. MINIMUM PARTICIPATION REQUIREMENTS 
 
A Participant seeking to participate in any PJM Markets shall submit 
to PJM any information or documentation reasonably required for 
PJM to evaluate its experience and resources.  If PJM determines, 
based on its review of the relevant information and after consultation 
with the Participant, that the Participant’s participation in any PJM 
Markets presents an unreasonable credit risk, PJM may reject the 
Participant’s application to become a Market Participant, 
notwithstanding applicant’s ability to meet other minimum 
participation criteria, registration requirements and creditworthiness 
requirements.   
 
. . .  

 
B. PJM Market Participation Eligibility Requirements 
 
. . .  
 
To be eligible to transact in any PJM Markets, an Applicant or 
Participant must demonstrate in accordance with the Risk 
Management and Verification processes set forth below that it 
qualifies in one of the following ways: 
 
. . .  
 
5. an Applicant or Market Participant providing a Letter of Credit 
of at least $5 million to PJM in a form acceptable to PJM as 
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described in section V below, that the Applicant or Market 
Participant acknowledges is separate from, and cannot be applied to 
meet, its credit requirements to PJM. 
 
6. an Applicant or Market Participant providing a surety bond of at 
least $5 million to PJM in a form acceptable to PJM as described in 
section V below that the Applicant or Market Participant 
acknowledges is separate from, and cannot be applied to meet, its 
credit requirements to PJM.64 

 
The related Annual Officer Certification Form in Tariff, Attachment Q, Appendix 1 also 

needs to be revised to incorporate the certification for providing a surety bond as Collateral.  As 

with the revisions proposed to the PJM Market Participation Eligibility Requirements, PJM 

proposes to use language almost identical to the existing provision in the certification that reflects 

that the Participant provided a Letter of Credit to be utilized as Collateral.  Thus, the only 

difference between the existing provision and the proposed provision are that the term “Letter of 

Credit” has been changed to “surety bond.”  The proposed revision provides: 

PJM MINIMUM PARTICIPATION CRITERIA  
ANNUAL OFFICER CERTIFICATION FORM 
 
. . .  
 
6. All Participants must certify and initial in at least one of the four 
sections below: 
 
. . . 
 
d. I certify that Participant has provided a Letter of Credit of $5 
million or more to PJM or PJMSettlement in a form acceptable to 
PJM and/or PJMSettlement as described in Tariff, Attachment Q, 
section V.B that the Participant acknowledges cannot be utilized to 
meet its credit requirements to PJM and PJMSettlement.  I 
acknowledge that PJM and PJMSettlement are relying on the 
provision of this letter of credit and my certification to maintain 
compliance with federal regulatory requirements.__________ 
 

                                                 
64 See Proposed OATT ATTACHMENT Q. 
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e. I certify that Participant has provided a surety bond of $5 million 
or more to PJM or PJMSettlement in a form acceptable to PJM 
and/or PJMSettlement as described in Tariff, Attachment Q, section 
V.D. that the Participant acknowledges cannot be utilized to meet 
its credit requirements to PJM and PJMSettlement.  I acknowledge 
that PJM and PJMSettlement are relying on the provision of this 
surety bond and my certification to maintain compliance with 
federal regulatory requirements.65 

 
D. Incorporating Surety Bonds Reference Into Virtual Transaction Credit 

Requirements   
  

PJM is also proposing revisions to Tariff, Attachment Q, section VI to incorporate 

references to using surety bonds into the discussion of Credit Available for Virtual Transactions 

since PJM’s proposal will allow the use of surety bonds for Virtual Transactions.   To effectuate 

this proposal, PJM submits these revisions to Tariff, Attachment Q, section VI: 

VI. SUPPLEMENTAL CREDIT REQUIREMENTS FOR 
SCREENED TRANSACTIONS 
 
A. Virtual and Export Transaction Screening 
 
1. Credit for Virtual and Export Transactions 
 
Export Transactions and Virtual Transactions both utilize Credit 
Available for Virtual Transactions to support their credit 
requirements.   

 
. . .  

 
A Market Participant may increase its Credit Available for Virtual 
Transactions by providing additional Collateral to PJM.  PJM will 
make a good faith effort to make new Collateral available as Credit 
Available for Virtual Transactions as soon as practicable after 
confirmation of receipt.  In any event, however, Collateral received 
and confirmed by noon on a Business Day will be applied (as 
provided under this Attachment Q) to Credit Available for Virtual 
Transactions no later than 10:00 am on the following Business Day.  
Receipt and acceptance of wired funds for cash deposit shall mean 
actual receipt by PJM’s bank, deposit into PJM’s customer deposit 

                                                 
65 See Proposed OATT ATTACHMENT Q. 
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account, confirmation by PJM that such wire has been received and 
deposited, and entry into PJM’s credit system.  Receipt and 
acceptance of letters of credit or surety bonds shall mean receipt of 
the original Letter of Credit or surety bond, or amendment thereto, 
confirmation from PJM’s credit and legal staffs that such Letter of 
Credit or surety bond, or amendment thereto, conforms to PJM’s 
requirements, which confirmation shall be made in a reasonable and 
practicable timeframe, and entry into PJM’s credit system.  To 
facilitate this process, bidders submitting additional Collateral for 
the purpose of increasing their Credit Available for Virtual 
Transactions are advised to submit such Collateral well in advance 
of the desired time, and to specifically notify PJM of such 
submission.66 

 
E. Ministerial Revisions 

Finally, PJM proposes other ministerial revisions to change section numbers in Tariff, 

Attachment Q for the two sections that follow proposed new Tariff, Attachment Q, section D, as 

well as other minor formatting revisions.  

III. STAKEHOLDER PROCESS 

The proposed revisions were discussed and developed in the PJM Credit Subcommittee 

during numerous meetings held from November 9, 2017 to September 17, 2018,67 and received 

sixty-one percent support of the Credit Subcommittee.68  Next, the proposal was discussed at the 

September 12, 2018 and October 10, 2018 meetings of the PJM Market Implementation 

Committee,69 and were endorsed by the Market Implementation Committee at its meeting on 

                                                 
66 See Proposed OATT ATTACHMENT Q. 
67 See PJM, Presentations to Credit Subcommittee meetings from 2017 to 2018, http://www.pjm.com/committees-
and-groups/subcommittees/cs.aspx.  
68 See PJM, Surety Bond Tariff Provisions Credit Subcommittee Poll Results Presentation (Sept. 17, 2018), 
https://www.pjm.com/-/media/committees-groups/subcommittees/cs/20180917/20180917-item-01-surety-bond-
proposals-cs-poll-results.ashx.  A second proposal that had a $20 million cap per Participant, and a $100 million 
aggregate cap per surety only received fifty-three percent support. 
69 See PJM, Presentations to the MIC, https://www.pjm.com/committees-and-groups/committees/mic.aspx.  

http://www.pjm.com/committees-and-groups/subcommittees/cs.aspx
http://www.pjm.com/committees-and-groups/subcommittees/cs.aspx
https://www.pjm.com/-/media/committees-groups/subcommittees/cs/20180917/20180917-item-01-surety-bond-proposals-cs-poll-results.ashx
https://www.pjm.com/-/media/committees-groups/subcommittees/cs/20180917/20180917-item-01-surety-bond-proposals-cs-poll-results.ashx
https://www.pjm.com/committees-and-groups/committees/mic.aspx


Kimberly D. Bose, Secretary 
February 25, 2021 
Page 42 
 
October 10, 2018 with sixty-one percent in favor of the proposal.70   

The revisions were also discussed with the Markets and Reliability Committee (“MRC”) 

at its October 25, 2018 meeting and December 6, 2018 meeting.71  At its December 6, 2018 

meeting, the MRC voted to defer discussion of the surety bond proposal until the first MRC 

meeting following issuance of the report of the consultants retained by the PJM Board of Managers 

to review the GreenHat default.72  After the issuance of the consultants’ report in March 2019, at 

the April 25, 2019 MRC meeting, stakeholders voted to again defer consideration of the surety 

bond proposal until no later than two MRC meetings after the new PJM Chief Risk Officer and 

Chief Financial Officer begin working at PJM.73  They also requested that PJM provide its 

recommendation to the MRC regarding the efficacy of the use of surety bonds as Collateral in 

PJM.74 The Chief Risk Officer was hired and began working for PJM on July 29, 2019.75  PJM 

was without a Chief Financial Officer until February 26, 2020.76 

The surety bond proposal was brought back to the MRC for a second first-read at its April 

30, 2020 meeting.77  The second read and vote on the proposal was held at the MRC meeting on 

                                                 
70 See PJM, Minutes of the October 10, 2018 MIC Meeting, https://www.pjm.com/-/media/committees-
groups/committees/mic/20181107/20181107-item-01-draft-minutes-mic-10-10-2018.ashx.  
71  See PJM, Presentations to the MRC, https://www.pjm.com/committees-and-groups/committees/mrc.aspx.  
72 See PJM, Minutes of the December 6, 2018 MRC Meeting, https://www.pjm.com/-/media/committees-
groups/committees/mrc/20181220/20181220-consent-agenda-a-draft-20181206-mrc-minutes.ashx.   
73 See PJM, Minutes of April 25, 2019 MRC Meeting, https://www.pjm.com/-/media/committees-
groups/committees/mrc/20190530/20190530-caa-draft-minutes-mrc-20190425.ashx. 
74 Id. 
75  PJM News Release, PJM Interconnection Announces New Chief Risk Officer, July 22, 2020, 
https://www.pjm.com/-/media/about-pjm/newsroom/2019-releases/20190722-pjm-hires-cro.ashx. 
76 PJM News Release, PJM Interconnection Announces Executive Appointments, February 12, 2020, 
https://www.pjm.com/-/media/about-pjm/newsroom/2020-releases/20200212-pjm-interconnection-announces-
executive-appointments.ashx. 
77 See PJM, MRC Meeting Agenda (April 30, 2020), https://www.pjm.com/-/media/committees-
groups/committees/mrc/2020/20200430/20200430-agenda.ashx; PJM, Presentations to the MRC, 

https://www.pjm.com/-/media/committees-groups/committees/mic/20181107/20181107-item-01-draft-minutes-mic-10-10-2018.ashx
https://www.pjm.com/-/media/committees-groups/committees/mic/20181107/20181107-item-01-draft-minutes-mic-10-10-2018.ashx
https://www.pjm.com/committees-and-groups/committees/mrc.aspx
https://www.pjm.com/-/media/committees-groups/committees/mrc/20181220/20181220-consent-agenda-a-draft-20181206-mrc-minutes.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/20181220/20181220-consent-agenda-a-draft-20181206-mrc-minutes.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/20190530/20190530-caa-draft-minutes-mrc-20190425.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/20190530/20190530-caa-draft-minutes-mrc-20190425.ashx
https://www.pjm.com/-/media/about-pjm/newsroom/2019-releases/20190722-pjm-hires-cro.ashx
https://www.pjm.com/-/media/about-pjm/newsroom/2020-releases/20200212-pjm-interconnection-announces-executive-appointments.ashx
https://www.pjm.com/-/media/about-pjm/newsroom/2020-releases/20200212-pjm-interconnection-announces-executive-appointments.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-agenda.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-agenda.ashx
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May 28, 2020,78 at which the MRC endorsed the revisions by acclamation with three objections 

and three abstentions.79 The Members Committee endorsed the revisions by acclamation with three 

objections and three abstentions, at its June 18, 2020 meeting.   

IV. PROPOSED EFFECTIVE DATE  

PJM requests that the Commission issue an order accepting the proposed Tariff revisions 

by April 28, 2021, with an effective date of May 1, 2021.   

V. DOCUMENTS ENCLOSED 

This filing consists of the following:   
 

1. This transmittal letter: 
 

2. PJM acceptable form of surety bond (as Attachment A). 
 

3. Electronic versions of the revisions to the Tariff in marked (showing the changes) 
form (as Attachment B); and, 
 

4. Electronic versions of the revisions to the Tariff in clean form (as Attachment C). 
 
 
 
 
 
 
 
 
 

                                                 
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-agenda.ashx and 
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-item-04-1-surety-
bonds-presentation.ashx.  
78 See PJM, Presentations and Proposed Revisions Presented to the May 28, 2020 MRC meeting, 
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-1-surety-
bond-proposal-presentation.ashx, https://www.pjm.com/-/media/committees-
groups/committees/mrc/2020/20200528/20200528-item-01-2-surety-bond-proposal-discussion-paper.ashx, and 
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-3-surety-
bonds-proposed-tariff-revisions-redline.ashx.  
79 See PJM, Minutes of the May 28, 2020 MRC Meeting, https://www.pjm.com/-/media/committees-
groups/committees/mrc/2020/20200618/20200618-caa-draft-minutes-mrc-20200528.ashx.   

https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-agenda.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-item-04-1-surety-bonds-presentation.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200430/20200430-item-04-1-surety-bonds-presentation.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-1-surety-bond-proposal-presentation.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-1-surety-bond-proposal-presentation.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-2-surety-bond-proposal-discussion-paper.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-2-surety-bond-proposal-discussion-paper.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-3-surety-bonds-proposed-tariff-revisions-redline.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200528/20200528-item-01-3-surety-bonds-proposed-tariff-revisions-redline.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200618/20200618-caa-draft-minutes-mrc-20200528.ashx
https://www.pjm.com/-/media/committees-groups/committees/mrc/2020/20200618/20200618-caa-draft-minutes-mrc-20200528.ashx
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VI. CORRESPONDENCE AND COMMUNICATIONS 

Correspondence and communications regarding this filing should be sent to the following 

individuals: 

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 
craig.glazer@pjm.com 

 

Jacqulynn B. Hugee 
Sr. Director and Managing Counsel 
PJM Interconnection, L.L.C. 
2750 Monroe Boulevard 
Audubon, PA 19403 
(610) 666-8208 
jacqulynn.hugee@pjm.com 

  
 

VII. SERVICE 

PJM has served a copy of this filing 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,80 PJM will post a copy of this filing to the FERC filings section of its 

internet site, 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 Region81 alerting 

them this filing has been made by PJM and is available by following such link.  If the document 

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

the referenced link within twenty-four hours of the filing.  A copy of this filing will be available 

on the Commission’s eLibrary website at the following link: http://www.ferc.gov/docs-filing/ 

elibrary.asp in accordance with the Commission’s regulations and Order No. 714. 

 

                                                 
80 See 18C.F.R §§ 35.2(e) and 385.2010(f)(3). 
81 PJM already maintains, updates, and regularly uses e-mail lists for all PJM Members and affected state 
commissions. 

mailto:craig.glazer@pjm.com
mailto:jacqulynn.hugee@pjm.com
http://www.pjm.com/documents/ferc-manuals/ferc-filings.aspx
http://www.ferc.gov/docs-filing/%20elibrary.asp
http://www.ferc.gov/docs-filing/%20elibrary.asp
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VIII. CONCLUSION 

PJM requests that the Commission accept the revisions to the Tariff, as described herein, 

and issue an order by April 28, 2021, effective May 1, 2021, as discussed herein. 

   Respectfully submitted, 
/s/ Jacqulynn B. Hugee 

Craig Glazer 
Vice President–Federal Gov’t Policy 
PJM Interconnection, L.L.C. 
1200 G Street, N.W. 
Suite 600  
Washington, D.C. 20005 
(202) 423-4743 
craig.glazer@pjm.com 

Jacqulynn B.  Hugee 
Sr. Director and Managing Counsel 
PJM Interconnection, L.L.C. 
2750 Monroe Boulevard 
Audubon, PA 19403 
(610) 666-8208 
jacqulynn.hugee@pjm.com 
 

mailto:craig.glazer@pjm.com
mailto:jacqulynn.hugee@pjm.com


 
 

 
 
 

 
Exhibit A 

Form of Surety Bond 
 



 
 

 
 

Exhibit B 
Redlined/Marked Tariff Language 

 



 
 

 
 

Exhibit C 
Clean Tariff Language 

 



 
 

 
 
 

 
Exhibit A 

Form of Surety Bond 
 



THIS PROPOSED FORM OF SURETY BOND IS NOT YET APPROVED FOR USE AS 

COLLATERAL IN THE PJM MARKETS.  PJM IS AWAITING ACCEPTANCE OF ITS FILING 

IN FERC DOCKET NO. 20-2320-000 BEFORE IT CAN ALLOW THE USE OF SURETY BONDS 

AS COLLATERAL IN THE PJM MARKETS.   

 

 

SURETY BOND - 1 -   

Version 1, PROPOSED Effective September 1, 2020 

THIS FORM OF SURETY BOND IS NOT YET APPROVED FOR  

ACCEPTANCE AS COLLATERAL IN THE PJM MARKETS. 

Surety Bond No. ___________ 

 

SURETY BOND                                               

 

KNOW ALL PERSONS BY THESE PRESENTS that we, [Insert Name of Market Participant 

Here] ________________________________, a ___________________ organized under the laws of the 

State of _____________, as Principal (the “Principal”), and [Insert Name of Surety Here] 

________________________________, a ___________________ organized under the laws of the State 

of _____________, as surety (the “Surety”), are held and firmly bound unto PJM Settlement, Inc., a 

Pennsylvania Non-Profit Corporation (“PSI” or “Obligee”), on behalf of itself and as agent for PJM 

Interconnection, L.L.C., a Delaware limited liability company (“PJM”), in the amount of 

______________________________________________ dollars ($___________) in lawful money of the 

United States of America (the “Amount”) well and truly to be remitted to the Obligee, and we bind 

ourselves, our permitted successors, and permitted assigns, jointly and severally, firmly by the terms set 

forth in this Surety Bond (the “Surety Bond” or “Bond”).  

 

 WHEREAS, Principal may from time to time enter into power and/or related purchase and sale 

transactions in the PJM Markets pursuant to, and subject to the terms of, the PJM Open Access 

Transmission Tariff (“Tariff”), Amended and Restated Operating Agreement of PJM Interconnection, 

L.L.C. and Reliability Assurance Agreement Among Load-Serving Entities in the PJM Region, the PJM 

Manuals, and the Credit Overview and Supplement to the PJM Credit Risk Management Policy, and other 

documents referenced therein  (the “Governing Documents,” as the same may be amended, supplemented, 

or modified from time to time); 

 

 WHEREAS, PJM is authorized to require Transmission Customers and PJM Members to provide 

and maintain in effect appropriate creditworthiness arrangements; and 

 

 WHEREAS, Principal seeks to participate in the PJM Markets and to schedule transmission service 

in the PJM Region; and  

 

WHEREAS, Principal must satisfy the credit requirements established in the Tariff to participate 

in the PJM Markets or to schedule transmission service in the PJM Region; 

 

WHEREAS, Surety, an insurer authorized to do business in the Commonwealth of Pennsylvania 

and State of Delaware, is United States Treasury-listed with a minimum “A” rating as further established 

herein and has agreed, in exchange for compensation provided by Principal, the receipt and sufficiency of 

which are hereby acknowledged,, to provide this Surety Bond on behalf of Principal in accordance with 

PJM’s credit requirements; 

  WHEREAS, it is expressly agreed and understood by and among Principal, PSI and Surety that:  

(1) the execution and delivery to PSI of this Bond is a condition precedent to PJM allowing Principal to 

participate in  the PJM Markets, a condition precedent to the continuation of transactions with Principal 

pursuant to the Governing Documents, and a condition precedent to the extension of credit to Principal 

pursuant to the Tariff, (2) PSI and PJM have relied, and will continue to rely, upon this Bond and the terms 

and representations set forth herein in entering into transactions contemplated by the Governing 

Documents, and (3) PJM would not continue transactions with Principal, without this Bond or other 

acceptable form of credit under the Tariff. 
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 NOW THEREFORE, in consideration of the premises and mutual covenants contained in this Bond 

and other good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, 

Principal and Surety agree as follows: 

Section 1. Definitions.  Each capitalized term used herein and not otherwise defined in this Bond 

shall have the meaning assigned to it in the Governing Documents. 

Section 2. The Bond. 

2.01  The Bond.  Surety hereby unconditionally, absolutely, and irrevocably guarantees to PSI 

and its successors and assigns the full punctual payment and performance by the Principal of all of the 

Principal’s payment obligations to PSI and/or PJM under the Governing Documents (the “Obligation(s)”) 

in an aggregate amount that is not greater than Amount of this Bond in accordance with the terms of this 

Surety Bond.  As used in this Surety Bond, the term Obligations or Obligation means, collectively, the 

following: 

 

(a) any and all indebtedness, liabilities and sums of money now or hereafter due 

and owing by Principal to PSI or PJM pursuant to, or arising under, the Governing 

Documents, including (without limitation) all scheduling, operating, planning, reliability, 

credit and settlement policies, rules, guidelines and procedures established from time to 

time by PJM and/or PSI;  

 

(b) any and all interest and out-of-pocket expenses (including reasonable 

attorneys’ fees) now or hereafter due and owing by Principal pursuant to the Governing 

Documents, in each instance whether or not allowed under any Debtor Relief Law 

(including all post-petition interest accruing after the commencement of any bankruptcy or 

insolvency proceeding by or against Principal, whether or not allowed in such proceeding), 

and all other amounts that would be part of the Obligations but for the operation of Debtor 

Relief Laws;  

 

(c) all assessments and other amounts required to be paid by Principal to PSI and/or 

PJM in order to maintain the ability to conduct business with PJM notwithstanding the 

continuing right of Principal to dispute, contest or pursue rights of setoff of such 

assessments and other amounts pursuant to the alternative dispute resolution provisions of 

the Governing Documents; and  

 

(d) all reasonable costs, expenses and fees, including, without limitation, court 

costs and attorneys’ fees, arising in connection with the collection of any or all amounts, 

indebtedness, obligations and liabilities of Principal to PSI and/or PJM described in clauses 

(a) through (c) above.   

 

For purposes of this Bond, the term “Debtor Relief Laws” shall mean Title 11 of the United States Code, 

as now or hereafter in effect, or any other applicable law, domestic or foreign, as now or hereafter in effect, 

relating to bankruptcy, insolvency, liquidation, receivership, reorganization, arrangement or composition, 

extension or adjustment of debts, or other debtor relief, or similar laws affecting the rights of creditors.     
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2.02 Obligations Unconditional. The Obligations (including, without limitation, the Bond) of 

the Surety under Section 2.01 of this Bond are a guarantee for payment not of collection, and are absolute 

and unconditional irrespective of (i) the value, genuineness, validity, regularity or enforceability of the 

Governing Documents, (ii) any substitution, release or exchange of any other guaranty of or security for 

any of the Obligations, (iii) the existence or terms of any other agreements between Surety and any party, 

including the Principal, and, (iv) any filing by or against the Principal under any Debtor Relief Law, (v) 

any investigation of, the commencement of any proceeding or other action against, the Principal by any 

governmental agency or authority, and (vi) to the fullest extent permitted by applicable law, any other 

circumstances whatsoever that might otherwise constitute a legal or equitable discharge or defense of a 

surety, it being the intent of this Section 2.02 that the Obligations of the Surety under this Bond shall be 

absolute and unconditional under any and all circumstances.  The Surety Bond is not conditioned upon PSI 

or PJM first attempting to collect payment, resorting to any other means of security or collateral, or pursuing 

any other remedies it may have.  The Obligations of Surety hereunder are independent of the obligations 

of Principal.  PSI and PJM may from time to time, without notice or demand, and without affecting Surety’s 

liability hereunder, take and hold other security for Principal’s obligations to PSI and PJM and exchange, 

waive, release, or apply such security as PSI or PJM deem appropriate in their sole discretion. Surety’s 

liability under this Surety Bond is not conditioned upon the validity or enforceability of Principal’s 

obligations to PSI or PJM.  Without limiting the generality of the foregoing, it is agreed that the occurrence 

of any one or more of the following shall not alter or impair the liability of Surety under this Bond (which 

shall remain absolute and unconditional as described above): 

(a) if at any time or from time to time, without notice to Surety, the Governing 

Documents, or the Principal’s Obligations thereunder are amended, increased, 

supplemented, or modified; or 

(b) if at any time or from time to time, without notice to Surety, the time for any 

performance of, or compliance with, any of the Obligations shall be extended, renewed, 

modified or supplemented, or such performance or compliance shall be waived. 

2.03 Payment.  Surety is responsible for and shall pay to PSI all or any portion of the 

Obligations, in an aggregate amount that is not greater than Amount of this Bond, and shall make any and 

all required payments in full, on or before 5:00 p.m. Eastern Prevailing Time on the first (1st) Business Day 

after receiving written notice from PSI or PJM that Principal has failed to meet any of the Obligations or a 

breach or default has occurred under the one of the Governing Documents.   

 

It is a condition of this Bond that Surety shall maintain a minimum corporate debt rating of “A” by 

Standard & Poor’s or Fitch Ratings, or “A2” from Moody’s Investors Service, or an equivalent short term 

rating from one of these agencies, or (ii) a minimum insurer rating of “A” by A.M. Best as of the Date of 

Issuance of this Bond and thereafter.   In the event that Surety does not maintain the required minimum 

corporate debt rating, PSI or PJM may demand payment up to the entire Amount of this Bond upon 

presentation of a demand for payment similar to that shown in Exhibit A to this Bond.  No other 

documents and/or information whatsoever is required to effectuate payment on this Bond by Surety other 

than the demand for payment in form similar to that set forth in Exhibit A to this Bond.  The demand 

rights in this paragraph are in addition to any other rights under this Bond. 
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A demand by the Obligee for payment that is not based on Surety’s failure to maintain the minimum 

corporate debt rating required by the Governing Documents shall be presented to the Surety in the form of 

a demand for payment similar to that shown in Exhibit B to this Bond.  No other documents and/or 

information whatsoever is required to effectuate payment on this Bond by Surety other than the demand 

for payment in form similar to that set forth in Exhibit B to this Bond. The demand rights in this paragraph 

are in addition to any other rights under this Bond.  
 

Surety furthermore expressly waives any right to investigate or verify any matter, including factual 

matters, related to a demand for payment under this Bond that would delay payment or delivery of funds 

beyond the first Business Day following delivery of a Demand for Payment. 

 

PSI or PJM may, but shall have no obligation to, make demand for payment under this Bond at any time 

coincident with or after the time for payment of all or part of the Obligations or an event of default or 

breach, and such demand(s) may be made from time to time with respect to the same or different items of 

the Obligations, or an event of default or breach.  Such demand(s) may be made, given and received in 

accordance with the notice provisions hereof; provided, however, the failure  to make, give or receive any 

such demand (or any failure of any such demand to be made in accordance with the notice provisions 

hereof) shall not relieve, limit or discharge Surety in any respect of its Obligations under this Bond. 

 

Funds may be demanded by PSI or PJM under this Bond, from time to time, in one or more demands or 

draws, in amounts not exceeding in the aggregate the Amount specified above.  Partial demands are 

permitted and shall reduce the Amount thereafter available for demand under this Bond.   

 

All sums payable due by Surety under this Bond shall be by Federal Reserve wire transfer (Fedwire) of 

immediately available funds, without offset, in lawful money of the United States of America, which shall 

at the time of payment be legal tender for the payment of public and private debts.  All payments shall be 

remitted to PSI’s or PJM’s account as designated by written notice to Surety in the demand for payment.   

2.04 Reinstatement.  The Obligations (including, without limitation, the Bond) of Surety under 

this Section 2 shall be automatically reinstated if and to the extent that, for any reason, any payment or 

performance by or on behalf of the Principal in respect of the Obligations is rescinded or must be otherwise 

restored by any holder of any of the Obligations, whether as a result of any bankruptcy, reorganization, 

receivership, insolvency or other debtor-relief proceeding, and Surety agrees that it will indemnify PSI or 

PJM on demand for all reasonable costs and expenses (including, without limitation, attorneys’ fees) 

incurred by PSI or PJM in connection with such rescission or restoration, including, without limitation, any 

such costs and expenses incurred in defending against any claim alleging that such payment constituted a 

preference, fraudulent transfer or similar payment under any bankruptcy, insolvency or similar law. 

2.05 Subrogation.  Surety hereby agrees that until the payment and satisfaction in full of all 

Obligations, it shall not exercise any right or remedy arising by reason of any performance by it of its 

obligations in Section 2.01 of this Bond, whether by subrogation or otherwise, against the Principal or any 

other surety of any of the Obligations. 

2.06 Remedies. 

(a) Surety agrees that, as between Surety and PSI, the Obligations may be declared 

to be forthwith due and payable as provided in the Governing Documents for purposes of 
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Section 2.01 of this Bond notwithstanding any stay, injunction or other prohibition 

preventing such declaration (or such Obligation from becoming automatically due and 

payable) as against the Principal and that, in the event of such declaration (or such 

Obligations being deemed to have become automatically due and payable), such 

Obligations (whether or not due and payable by the Principal) shall forthwith become due 

and payable by Surety for purposes of such Section 2.01. 

(b) Without limitation on the rights, remedies, powers and privileges of PSI and 

PJM under section 2, if any breach or default shall occur under the Governing Documents 

the Obligations shall declared to be forthwith due and payable by Surety for purposes of 

Section 2.01. 

2.07 Term, Surety Nonrenewal, and PSI Termination.  This Bond shall be effective upon the 

Date of Issuance set forth below.  The initial term of this Bond shall be for a period of one (1) year, 

commencing on the Date of Issuance and expiring one (1) year later.   

Notwithstanding the foregoing, this Bond shall be automatically renewed and extended without amendment 

for one (1) year from the expiration date hereof, or one (1) year from any future expiration date, and shall 

continue in full force and effect until Principal ceases to be either a PJM Member or Transmission Customer 

and all amounts owed by Principal under the Governing Documents, and any other related agreements are 

paid in full, including any amounts owed as a result of true-ups or other corrections to previous settlements, 

unless at least sixty (60) days prior to the expiration date the Surety sends written notice to PSI stating that 

Surety elects not to renew and extend this Bond.  If Surety notifies PSI in writing that Surety elects to 

terminate this Bond and Principal fails to provide an acceptable form of replacement security to PSI at least 

thirty (30) days prior to the termination of this Bond, Surety shall, upon demand, without any notice other 

than such demand, and without any further action by PSI deliver cash collateral to PSI not later than the 

next business day in the amount of the full remaining value of this Bond as security for Principal’s 

Obligations.  Cash collateral provided to PSI by Surety and not applied by PSI to satisfy unpaid Obligations 

shall be returned to Surety at such time as: (i) Principal provides adequate replacement security to PSI in 

an amount sufficient to satisfy all credit obligations of Principal at that time, or (ii) Principal ceases to be 

either a PJM Member or Transmission Customer and all amounts owed by Principal to PSI and PJM are 

paid in full, including amounts owed as a result of true-ups or other corrections to previous settlements. 

Notwithstanding the foregoing, PSI shall have the immediate right, but not the obligation, to terminate this 

Bond upon written notice to Surety and Principal (a) if any of the representations and warranties of the 

Surety contained in Section 4 are no longer true and correct, or (b) upon the Surety’s failure to promptly 

deliver any information requested pursuant to Section 5. 

 2.08 Surety Continuing Liability.  If Surety elects not to renew this Bond or PSI terminates this 

Bond, Surety agrees and acknowledges that it shall remain liable for any Obligations arising before the 

effective date of Surety’s nonrenewal or PSI’s termination of this Bond. Surety agrees and acknowledges 

that this Bond applies to all Obligations arising or committed to prior to the effective date of Surety’s 

nonrenewal or PSI’s termination. 

Section 3. Acknowledgements, Waivers and Consents.  In full recognition and in furtherance of the 

foregoing, the Surety agrees that: 
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3.01 Without affecting the enforceability or effectiveness of this Bond in accordance with its 

terms and without affecting, limiting, reducing, discharging or terminating the liability of the Surety, or the 

rights, remedies, powers and privileges of the Obligee under this Bond, the Obligee may, at any time and 

from time to time and without notice or demand of any kind or nature whatsoever to Surety: 

(a) amend, supplement, modify, extend, renew, waive, accelerate or otherwise 

change the time for payment or performance of, or the terms of, all or any part of the 

Principal’s Obligations (including without limitation any increase or decrease in the rate or 

rates of interest); 

(b) amend, supplement, modify, extend, renew, waive or otherwise change, or 

enter into or give, any agreement, security document, guarantee, approval, consent or other 

instrument relating to all or any part of the Principal’s Obligations;  

(c) accept or enter into new or additional agreements, security documents, 

guarantees (including without limitation letters of credit) or other instruments in addition 

to, in exchange for or relative to the Governing Documents or any document now or in the 

future evidencing or serving as collateral provided by the Principal in accordance with the 

Governing Documents; 

(d) accept or receive partial payments or performance on the defaulting Principal’s 

Obligations (whether as a result of the exercise of any right, remedy, power or privilege or 

otherwise); 

(e) accept, receive and hold any additional collateral for all or any part of the 

defaulting Principal’s Obligations; 

(f) release, reconvey, terminate, waive, abandon, allow to lapse or expire, fail to 

perfect, subordinate, exchange, substitute, transfer, foreclose upon or enforce any 

collateral, security documents or guarantees (including without limitation letters of credit) 

for or relative to all or any part of the defaulting Principal’s Obligations;  

(g) apply any collateral or the proceeds of any Principal-specific collateral or other 

collateral to all or any part of the defaulting Principal’s Obligations in such manner and 

extent as the Obligee may in its discretion determine;  

(h) release any entity from any personal liability with respect to all or any part of 

the defaulting Principal’s Obligations;  

(i) settle, compromise, release, liquidate or enforce upon such terms and in such 

manner as the Obligee may determine or as applicable law may dictate all or any part of 

the defaulting Principal’s Obligations or any collateral on or guarantee of (including 

without limitation any letter of credit issued with respect to) all or any part of such 

Principal’s Obligations; 
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(j) consent to the merger or consolidation of, the sale of substantial assets by, or 

other restructuring or termination of the corporate existence of the defaulting Principal; 

and 

(k) enter into such other transactions or business dealings with the defaulting 

Principal (or any of its affiliates), or any other guarantor or Surety, of all or any part of 

such Principal’s Obligations as the Obligee may desire. 

3.02 The enforceability and effectiveness of this Bond and the liability of the Surety, and the 

rights, remedies, powers and privileges of the Obligee, under this Bond shall not be affected, limited, 

reduced, discharged or terminated, and the Surety hereby expressly waives to the fullest extent permitted 

by law any defense now or in the future arising, by reason of: 

(a) the illegality, invalidity or unenforceability of all or any part of the defaulting 

Principal’s Obligations, such Principal’s Principal-specific collateral or any agreement, 

security document, guarantee or other instrument relative to all or any part of the defaulting 

Principal’s Obligations; 

(b) any disability or other defense (including, without limitation, the defense of 

force majeure, breach of contract, breach of warranty, and fraud) with respect to all or any 

part of the Principal’s Obligations or any of their guarantors; 

 

(c) any defense due to the Surety’s failure to review or understand the activities of 

Principal or any changes in the Governing Documents (it being acknowledged and agreed 

that Surety bears all responsibility for monitoring the activities of the Principal and changes 

in the Governing Documents); 

(d) the cessation, for any cause whatsoever, of the liability of the Principal or any 

guarantor of all or any part of the Principal’s Obligations (other than, subject to Section 

2.03, Reinstatement, by reason of the full payment and performance of all Obligations of 

the Principal); 

(e) any failure of the Obligee to exhaust any cash collateral for all or any part of 

the Obligations, to pursue or exhaust any right, remedy, power or privilege it may have 

against Principal, any other guarantor of all or any part of the Obligations (including 

without limitation any issuer of any letter of credit), or any other entity or to take any action 

whatsoever to mitigate or reduce the Surety’s liability under this Bond, the Obligee not 

being under any  obligation to take any such action notwithstanding the fact that all or any 

part of such Principal’s Obligations may be due and payable and that such Principal may 

be in default of its Obligations;  

(f) any failure of the Obligee to comply with applicable laws in connection with 

the disposition of any cash collateral for all or any part of the defaulting Principal’s 

Obligations; 
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(g) any act or omission of the Obligee or any other entity that directly or indirectly 

results in or aids the discharge or release of all or any part of the defaulting Principal’s 

Obligations or any security or guarantee (including without limitation any letter of credit) 

for all or any part of such Obligations by operation of law or otherwise; 

(h) any law which provides that the obligation of a surety or guarantor must neither 

be larger in amount nor in other respects more burdensome that that of the principal or 

which reduces a surety’s or guarantor’s obligation in proportion to the principal’s 

obligation; 

 

 (i)  any and all rights to which Surety may be entitled by virtue of the laws of the 

Commonwealth of Pennsylvania (or any other state) governing suretyship and guarantees, 

as any or all of the same may be amended or construed from time to time, or the common 

law of the Commonwealth of Pennsylvania (or any other state) at all relevant times; 

(j) the possibility that the Obligations of the defaulting Principal to the Obligee 

may at any time and from time to time exceed the aggregate liability of the Surety under 

this Bond; 

(k) any counterclaim, set-off (including as permitted by 11 U.S.C. § 362) or other 

claim which the defaulting Principal has or alleges to have with respect to all or any part 

of its Obligations;  

(l) any action or inaction of the Obligee in any bankruptcy or other proceeding 

with respect to any entity, including Principal; 

(m) the avoidance of any lien in favor of the Obligee for any reason; 

(n) any bankruptcy, insolvency, reorganization, arrangement, readjustment of 

debt, liquidation or dissolution proceeding commenced by or against any entity, including 

any discharge of, or bar or stay against collecting, all or any part of the defaulting 

Principal’s Obligations (or any interest on all or any part of the defaulting Principal’s 

Obligations) in or as a result of any such proceeding; 

(o) Principal’s breach of any obligation owed to Surety, whether by contract or 

otherwise, including, without limitation, Principal’s failure to pay any premiums due 

Surety; 

(p) any action taken by the Obligee that is authorized in this Bond or by any other 

provision of the Governing Documents or any omission to take any such action; 

(q) any other circumstance whatsoever that might otherwise constitute a legal or 

equitable discharge or defense of a surety or guarantor, including by reason of existing law 

and any future judicial decisions or legislation or of any provisions of the laws of any other 

jurisdiction; or 
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(r) any and all other demands and notices to Surety or Principal, and any and all 

other formalities of any kind, the omission of or delay in performance of which might but 

for the provisions of this section constitute legal or equitable grounds for relieving or 

discharging Surety in whole or in part from its irrevocable, absolute and continuing 

obligations hereunder. 

 

In furtherance of the foregoing, Surety agrees that (i) it is not necessary for PSI, in order to enforce Surety’s 

payment Obligations hereunder, first to proceed against Principal or resort to any other collateral, security 

or other guarantors or obligors, if any, or pursue any other remedy available to PSI or PJM with respect to 

the Obligations, and (ii) the Governing Documents, and any collateral, security or obligations of any 

guarantors or obligors, if any, may be renewed, extended, amended, modified, supplemented, sold, released, 

surrendered, exchanged, settled, compromised, waived, subordinated or modified, in each case without 

consideration and on any terms or conditions, without notice to, or further assent from, the Surety and 

without in any way affecting the Obligations of Surety under this Bond.   

3.03 The Surety expressly waives, for the benefit of the Obligee, all rights to set-off amounts 

due by the Obligee to the Principal, all counterclaims, and all promptness, diligence, presentment, protest, 

notice of protest, notice of dishonor, notice of nonpayment or nonperformance, notice of any default, 

demand of payment, notice of intent to accelerate, notice of acceleration, and all other notices of any kind 

or nature whatsoever with respect to the Principal’s Obligations, and all notices of acceptance of this Bond 

or of the existence, creation, incurring or assumption of new or additional Obligations. 

3.04 Nothing in this Bond will, or will be construed or applied to, modify the Principal’s 

Obligations under the Governing Documents. 

3.05 Principal shall pay all commissions, charges, costs and fees for this Bond.  The Principal’s 

failure to pay any such commissions, charges, costs and fees shall not be grounds for termination of this 

Bond except as otherwise provided herein.  All rights of Surety to proceed against Principal in respect of 

payment hereunder, by subrogation or otherwise: 

 

(a) are hereby subordinated and deferred to and until the full and final payment and 

discharge of the Obligations; and  

(b) Surety may not exercise any rights it may acquire by way of subrogation under 

this Bond, by payment made hereunder or otherwise, until all of the Obligations then due 

and payable have been fully and finally paid.   

 

Section 4. Representations and Warranties.  Surety represents and warrants to PSI that it is 

authorized to engage in the Surety business in Pennsylvania and Delaware and: 

4.01 Credit Rating.  As of the Date of Issuance and for so long as this Bond shall remain in 

effect, the Surety has, and expects to continue to satisfy and maintain, a minimum senior unsecured (or, if 

none, an equivalent or derived equivalent in PJM’s sole discretion) credit rating of “A” with S&P, “A” with 

Fitch, “A2” with Moody’s, or “A” with AM Best, or as otherwise required under the Governing Documents, 

and shall have no such rating lower than such minimum.  Surety shall notify Obligee immediately if its 

credit rating is decreased. 
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4.02 Corporate Existence.  The Surety (a) is a corporation duly organized and validly existing 

under the laws of the jurisdiction of its incorporation, such jurisdiction being within one of the 50 states of 

the United States or the District of Columbia, (b) has all requisite corporate power and authority necessary 

to own its assets and carry on its business as now being or as proposed to be conducted, and (c) is qualified 

to do business in Pennsylvania and Delaware and all jurisdictions in which the nature of the business 

conducted but it makes such qualification necessary and where failure to so qualify would have a material 

adverse effect on the consolidated financial condition, operations, business or prospects, taken as  a whole, 

of Surety and its subsidiaries. 

4.03 Litigation.  There are no legal or arbitral proceedings or any proceedings by or before any 

governmental or regulatory authority, or agency, now pending or (to the best knowledge of Surety) 

threatened against Surety or any of its subsidiaries that, if adversely determined, could (either individually 

or in the aggregate) have a material adverse effect on the consolidated financial condition, operations, 

business or prospects, taken as a whole, of Surety and its subsidiaries. 

4.04 No Breach.  Neither the execution and delivery of this Bond, nor consummation of the 

transactions contemplated in this Bond, nor compliance with the terms and provisions of this Bond, will 

conflict with, result in a breach of, or require any consent under, the charter or by-laws of Surety, any 

applicable law or regulation, any order, writ, injunction or decree of any court or governmental authority 

or agency, any agreement or instrument to which Surety or any of its subsidiaries is a party or by which any 

of them is bound or to which any of them is subject, or constitute a default under any such agreement or 

instrument, or result in the creation or imposition of any lien upon of the revenues or assets of Surety or 

any of its subsidiaries pursuant to the terms of any such agreement or instrument. 

4.05  Corporate Action. Surety has all necessary legal and corporate power and authority to 

execute, deliver and perform its Obligations under this Bond; the execution, delivery and performance by 

Surety of this Bond has been duly authorized by all necessary corporate action on its part; this Bond is 

binding upon and enforceable against Surety; the person executing this Bond on behalf of the Surety has 

full power and authority to bind the Surety to this Bond; and this Bond has been duly and validly executed 

and delivered by Surety and constitutes a legal, valid and binding obligation of Surety, enforceable in 

accordance with its terms. 

4.06  Approvals.  No authorizations, approvals or consents of, and no filings or registrations 

with, any governmental or regulatory authority or agency including, but not limited to, the Pennsylvania 

Department of Insurance, or any securities exchange, are necessary for the execution, delivery or 

performance by Surety of this Bond or for the validity or enforceability of this Bond.  In this regard, Surety 

warrants and represents that it has all necessary authorizations, approvals, and consents of all governmental 

or regulatory authorities or agencies including, but not limited to, the Pennsylvania Department of 

Insurance, or any securities exchange, for the execution, delivery and performance by Surety of this Bond. 

 4.07 No Defaults. To the best of its knowledge Surety is not in default or breach under any 

agreements or contracts which may adversely affect Surety’s ability to fulfill its Obligations under this 

Bond.  Furthermore, Surety is not aware of any fact that would adversely affect Surety’s ability to perform 

its Obligations under this Bond. 
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4.08 Independent Review.  Surety has, independently and without reliance upon PSI or PJM, 

and based upon such documents and information as Surety has deemed appropriate, made its own analysis 

and decision to enter into this Bond. 

4.09 No Duty by PSI or PJM to Advise Surety about Principal.  Surety will keep itself fully 

apprised of Principal’s financial and business condition, and Surety shall be solely responsible, to the extent 

deemed necessary or advisable by Surety, for obtaining for itself information regarding Principal, the 

Governing Documents, and Surety acknowledges and agrees that PSI and PJM shall have no duty at any 

time to notify Surety of any information which PSI and PJM may have or acquire concerning Principal or 

to investigate or inform Surety of the financial or business condition or affairs of Principal or any change 

therein. 

4.10 No Reliance on PSI or PJM.  NEITHER PSI, PJM NOR ANY AFFILIATE, EMPLOYEE, 

AGENT, OR REPRESENTATIVE OF PSI OR PJM HAS MADE ANY REPRESENTATION, 

WARRANTY OR STATEMENT TO SURETY IN ORDER TO INDUCE SURETY TO EXECUTE THIS 

BOND, AND SURETY HEREBY EXPRESSLY WAIVES ANY CLAIM OF MISREPRESENTATION 

OR FRAUDULENT INDUCEMENT TO EXECUTE THIS BOND AND FURTHER DISCLAIMS ANY 

RELIANCE ON STATEMENTS OR REPRESENTATIONS OF PSI, PJM OR ANY AFFILIATE, 

EMPLOYEE, AGENT, OR REPRESENTATIVE OF PSI or PJM IN WAIVING SUCH A CLAIM. 

 

Surety’s representations, warranties, covenants, waivers and agreements set forth in this Bond are a material 

inducement to PSI and PJM to extend credit to Principal and shall survive the execution hereof and any 

bankruptcy, foreclosure, transfer of security or other event affecting Principal, Surety, any other person, or 

any security for all or any part of the Obligations. 

Section 5.  Delivery of Information.  Surety shall deliver to PSI: 

 (a)  promptly after Surety knows or has reason to believe that any breach or default by 

it under this Bond or by the Principal under the Governing Documents has occurred, a notice of such breach 

or default describing the same in reasonable detail and, together with such notice or as soon thereafter as 

possible, a description of the action that Surety has taken or proposes to take with respect thereto; 

 (b) promptly after Surety knows or has reason to believe, but no later than the next 

Business Day, that the representations or warranties of the Surety contained in this Bond are no longer true 

and correct; and 

 (c) from time to time, such other information regarding the financial condition, 

operations, or business of Surety or the Principal as PSI or PJM may reasonably request. 

Section 6. Miscellaneous. 

6.01 Dispute Resolution.  Except as otherwise set forth herein, Surety acknowledges and agrees 

that any dispute under this Bond shall be resolved in accordance with the Alternative Dispute Resolution 

Provisions set forth in the Governing Documents as they may be amended, supplemented or modified from 

time to time.  
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6.02 No Waiver.  No failure on the part of PSI or PJM to exercise, and no course of dealing with 

respect to, and no delay in exercising, any right, power or remedy under this Bond shall operate as a waiver 

thereof, nor shall any single or partial exercise by PSI or PJM of any right, power or remedy under this 

Bond preclude any other or further exercise thereof or the exercise of any other rights, power or remedy.  

The remedies in this Bond are cumulative and are not exclusive of any remedies provided by law. 

6.03 Notices.  All notices, requests, consents and demands under this Bond shall be in writing 

and faxed, hand delivered by courier or sent via overnight mail, with receipt of delivery, to the intended 

recipient as set forth below or at such other address as shall be designated by Surety or PSI, as appropriate.  

Except as otherwise provided in this Bond, all such communications shall be deemed to have been duly 

given when transmitted by facsimile or personally delivered or, in the case of a mailed notice, upon receipt, 

in each case given or addressed as aforesaid. 

 

Notice to PSI:  PJM Settlement, Inc. 

   2750 Monroe Blvd. 

  Audubon, PA 19403 

  Attention:  Finance 

  Facsimile:  (610) 666-2330 

 

Notice to Surety:  _____________________________________ 

  _____________________________________ 

 _____________________________________ 

 Attention: ____________________________ 

 Facsimile:____________________________ 

 

Notice to Principal:  _____________________________________ 

  _____________________________________ 

 _____________________________________ 

 Attention: ____________________________ 

 Facsimile:____________________________ 

 

6.04 Costs and Expenses.  Surety agrees to pay all of PSI’s costs and expenses (including, 

without limitation, reasonable attorneys’ fees) which may be incurred in connection with the collection or 

enforcement of the Obligations or any part of them or any term of this Bond, including all such costs and 

expenses incurred by PSI in any legal action, reference or dispute resolution proceeding. The recovery of 

such costs and expenses incurred by PSI in connection with the enforcement of this Bond against Surety 

shall be in addition to Surety’s Obligations under Section 2.01. 

6.05  Amendments and Waivers.  This Bond represents the entire agreement between Surety 

and PSI and supersedes all prior agreements.  There are no oral agreements.  The terms of this Bond may 

be waived, altered or amended only by an instrument in writing duly executed by Surety and PSI.  Any 

waiver or consent given shall be effective only in the specific instance and for the specific purpose for 

which it was given.  Any such amendment or waiver shall be binding upon PSI, each holder of any of the 

Obligations and Surety.  
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6.06  Successors and Assigns.  This bond shall be binding upon and inure to the benefit of the 

respective successors and assigns of Surety, PSI and each subsequent holder of any of the Obligations; 

provided, however, that Surety shall not be permitted to assign or transfer its rights and Obligations under 

this Bond without the prior written consent of PSI.  PSI and PJM shall be permitted to assign their rights 

and remedies hereunder, in whole or in part, without the consent of Principal or Surety without in any way 

diminishing Surety’s obligations hereunder. 

6.07 Captions.  The captions and section headings appearing in this Bond are included solely 

for convenience of reference and shall in no way alter, modify, define, limit, amplify or be used in 

construing the text, scope or intent of any provisions hereof. Furthermore, words used in the singular shall 

include the plural and vice-versa, and any gender shall be deemed to include the other.  Further, each party 

hereby acknowledges that such party and its counsel have reviewed and considered the effect of this Bond.  

As such, the terms of this Bond shall be fairly construed and the usual rule of construction, to the effect that 

any ambiguities herein should be resolved against the drafting party, shall not be employed in the 

interpretation of this Bond or any amendments, modifications, or exhibits. 

 

6.08 Governing Law and Venue.  This Bond is executed and delivered as an incident to a 

transaction(s) negotiated and consummated in Montgomery County, Pennsylvania, and shall be 

governed by and construed in accordance with the laws of the Commonwealth of Pennsylvania, 

without regard to conflict of laws principles.  Surety, for itself and its successors and assigns, hereby 

irrevocably (i) submits to the non-exclusive jurisdiction of the state and federal courts in the 

Commonwealth of Pennsylvania, (ii) waives, to the fullest extent permitted by law, any objection that 

may now or in the future have as to the venue of any action, proceeding or litigation arising out of or 

in connection with this Bond brought in the Common Pleas Court of Montgomery County, 

Pennsylvania, or in the United States District Court for the Eastern District of Pennsylvania, and (iii) 

agrees that any legal action or proceeding against Surety arising out of or in connection with this 

Bond may be brought in any one of the foregoing courts.  Surety hereby agrees that service of process 

upon Surety may be made by certified or registered mail, return receipt requested, at its address 

specified herein.  Nothing herein shall affect the right of PSI or PJM to serve process in any other 

manner permitted by law or shall limit the right of PSI or PJM to bring any action or proceeding 

against Surety or with respect to any of Surety’s property in courts in other jurisdictions.  Any action 

or proceeding by Surety against PSI shall be brought only in a court located in Montgomery County, 

Pennsylvania.  The scope of each of the foregoing waivers is intended to be all encompassing of any 

and all disputes that may be filed in any court and that relate to the subject matter of this transaction, 

including, without limitation, contract claims, tort claims, breach of duty claims, and all other 

common law and statutory claims.  Surety acknowledges that these waivers are a material 

inducement to PSI’s agreement to accept this Bond, that PSI has already relied on these waivers and 

will continue to rely on each of these waivers in related future dealings.  The waivers in this section 

are irrevocable on the part of both Surety and PSI and may not be modified without the agreement 

of both Surety and PSI in writing; these waivers apply to any future renewals, extensions, 

amendments, modifications, replacements or renewals of this Bond. 

6.09 Severability.  If any provision or any part of any provision of this Bond or the application 

thereof to any person or circumstance shall, for any reason and to any extent, be judicially declared to be 

invalid or unenforceable, then neither the remaining provisions of this Bond nor the application of such 

provision to any other person or circumstance shall be affected thereby, and the remaining provisions of 
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this Bond, or the applicability of such provision to other persons or circumstances, as the case may be, shall 

remain in effect and be enforceable to the maximum extent permitted by applicable law. 

 

6.10 Correction Documents.  From time to time, at the reasonable request of PSI, Surety will 

(a) promptly correct any ministerial or administrative defect, error or omission which may be discovered in 

the contents of this Bond; (b) execute, acknowledge and deliver (or cause to be executed, acknowledged 

and delivered) such further documents and instruments and perform such further acts and provide such 

further assurances as may be necessary, desirable, or proper, in PSI’s opinion, (i) to carry out more 

effectively the purposes of this Bond and the transactions contemplated hereunder, or (ii) to confirm the 

continuation of the rights created under this Bond for the benefit of PSI. 

6.11 Waiver of Jury Trial.  SURETY, TO THE FULLEST EXTENT PERMITTED BY 

APPLICABLE LAW, HEREBY KNOWINGLY, INTENTIONALLY, IRREVOCABLY, 

UNCONDITIONALLY AND VOLUNTARILY, WITH, AND UPON THE ADVICE OF 

COMPETENT COUNSEL, WAIVES, RELINQUISHES AND FOREVER FORGOES ALL RIGHT 

TO A TRIAL BY JURY IN ANY ACTION, SUIT, PROCEEDING, OR COUNTERCLAIM BASED 

UPON, ARISING OUT OF, OR IN ANY WAY RELATING TO THIS BOND OR ANY CONDUCT, 

ACT, FAILURE TO ACT OR OMISSION OF OR BY PSI, OR ANY OF ITS DIRECTORS, 

OFFICERS, PARNTERS, MEMBERS, EMPLOYEES, AGENTS OR ATTORNEYS, OR ANY 

OTHER PERSONS AFFILIATED WITH PSI, IN EACH OF THE FOREGOING CASES, 

WHETHER SOUNDING IN CONTRACT, TORT OR OTHERWISE, OR IN THE 

ENFORCEMENT OF ANY OF THE TERMS OR PROVISIONS OF THIS BOND.  IT IS AGREED 

AND UNDERSTOOD BY SURETY THAT THIS WAIVER CONSTITUTES A WAIVER OF 

TRIAL BY JURY OF ALL CLAIMS AGAINST ALL PARTIES TO SUCH ACTIONS OR 

PROCEEDINGS, INCLUDING CLAIMS AGAINST PARTIES WHO ARE NOT PARTIES TO 

THIS BOND.  THIS WAIVER IS KNOWINGLY, WILLINGLY AND VOLUNTARILY MADE BY 

SURETY, AND SURETY HEREBY REPRESENTS THAT NO REPRESENTATIONS OF FACT 

OR OPINION HAVE BEEN MADE BY ANY INDIVIDUAL TO INDUCE THIS WAIVER OF 

TRIAL BY JURY OR TO IN ANY WAY MODIFY OR NULLIFY ITS EFFECT.  SURETY 

FURTHER REPRESENTS AND WARRANTS THAT IT HAS BEEN REPRESENTED IN THE 

SIGNING OF THIS BOND AND IN THE MAKING OF THIS WAIVER BY INDEPENDENT 

LEGAL COUNSEL, OR HAS HAD THE OPPORTUNITY TO BE REPRESENTED BY 

INDEPENDENT LEGAL COUNSEL SELECTED OF ITS OWN FREE WILL, AND THAT IT HAS 

HAD THE OPPORTUNITY TO DISCUSS THIS WAIVER WITH COUNSEL. 

 

Signed, sealed and dated this ______day of ______________________, 20___ (the “Date of Issuance”). 

 

 

SURETY:                                             

 

 By: ______________________ (Seal) 

 

Name:     

 

Title: _____________________ 
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EXHIBIT A 

(Form of Demand for Payment) 

 

(Date) 

 

(Name and Address of Surety) 

 

 

Re:  Surety Bond Number __________________  

        Demand for Payment 

 

To the above named Surety: 

 

 This letter constitutes a Demand for Payment under Surety Bond Number __________________ 

dated _________ (“Surety Bond”) issued on behalf of PJM Settlement, Inc. (“PSI”), as defined in the Surety 

Bond.   

 

 The Surety has not maintained a corporate debt rating required by the PJM Governing Documents, 

and the Principal has failed to replace the Surety Bond in a manner acceptable to PSI or provide replacement 

collateral acceptable to PSI in accordance with the PJM Open Access Transmission Tariff (“Tariff”), 

Amended and Restated Operating Agreement of PJM Interconnection, L.L.C., Reliability Assurance 

Agreement Among Load-Serving Entities in the PJM Region, the PJM Manuals, and/or the Credit 

Overview and Supplement to the Credit Risk Management Policy, and/or other documents referenced 

therein, as the same may be amended, supplemented, or modified from time to time. 

 

 The [remaining value of this Bond] [amount of unpaid Obligations] as of the date hereof is 

______________________ Dollars and ____ Cents ($______.__).  PSI hereby demands payment in that 

amount in accordance with the following instructions: 

 

 

 [Insert Wiring Instructions] 

 

 

PJM Settlement, Inc. 

 

By: _________________________________ 

 

Name: ______________________________ 

 

Title: _______________________________ 
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EXHIBIT B 

(Form of Demand for Payment) 

 

(Date) 

 

(Name and Address of Surety) 

 

Re:  Surety Bond Number __________________  

        Demand for Payment 

 

To the above named Surety: 

 

 This letter constitutes a Demand for Payment under Surety Bond Number __________________ 

dated _________ (“Surety Bond”) issued on behalf of PJM Settlement, Inc. (“PSI”), as defined in the Surety 

Bond.   

 

 A breach or event of default has occurred under the PJM Open Access Transmission Tariff 

(“Tariff”), Amended and Restated Operating Agreement of PJM Interconnection, L.L.C., Reliability 

Assurance Agreement Among Load-Serving Entities in the PJM Region, the PJM Manuals, and/or the 

Credit Overview and Supplement to the Credit Risk Management Policy, and/or other documents 

referenced therein, as the same may be amended, supplemented, or modified from time to time (“Governing 

Documents”), as referenced in the Surety Bond.   

 

 [Choose one of the following two options:] 

 

 [The undersigned hereby certifies to Surety that Principal has failed to make remittance or payment 

in accordance with the terms of the Governing Documents, or any other related agreement between PSI 

and/or PJM and Principal.   

 

 The amount of unremitted or unpaid Obligations as of the date hereof is ______________________ 

Dollars and ____ Cents ($______.__).  PSI hereby demands payment of that amount in accordance with 

the following instructions:] 

OR 

 

 [The undersigned hereby certifies to Surety that, as of the close of business on [date less than thirty 

(30) days prior to the expiration of the Surety Bond], Principal has failed to renew, replace, extend or 

amend this Surety Bond in satisfaction of the credit requirements established pursuant to the Governing 

Agreements. 

 

 The remaining value of this Bond is ______________________ Dollars and ____ Cents 

($______.__).  PSI hereby demands payment of that amount in accordance with the following instructions:] 

 

 [Insert Wiring Instructions] 

 

PJM Settlement, Inc. 

 

By: _________________________________ 
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Name: ______________________________ 

 

Title: _______________________________ 



 
 

 
 

Exhibit B 
Redlined/Marked Tariff Language 
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Definitions – C-D 
 
Canadian Guaranty: 
 
“Canadian Guaranty” shall mean a Corporate Guaranty provided by an Affiliate of a Participant 
that is domiciled in Canada, and meets all of the provisions of Tariff, Attachment Q. 
 
Cancellation Costs: 
 
“Cancellation Costs” shall mean costs and liabilities incurred in connection with: (a) cancellation 
of supplier and contractor written orders and agreements entered into to design, construct and 
install Attachment Facilities, Direct Assignment Facilities and/or Customer-Funded Upgrades, 
and/or (b) completion of some or all of the required Attachment Facilities, Direct Assignment 
Facilities and/or Customer-Funded Upgrades, or specific unfinished portions and/or removal of 
any or all of such facilities which have been installed, to the extent required for the Transmission 
Provider and/or Transmission Owner(s) to perform their respective obligations under Tariff, Part 
IV and/or Tariff, Part VI. 
 
Capacity: 
 
“Capacity” shall mean the installed capacity requirement of the Reliability Assurance Agreement 
or similar such requirements as may be established. 
 
Capacity Emergency Transfer Limit: 
 
“Capacity Emergency Transfer Limit” or “CETL” shall have the meaning provided in the 
Reliability Assurance Agreement. 
 
Capacity Emergency Transfer Objective: 
 
“Capacity Emergency Transfer Objective” or “CETO” shall have the meaning provided in the 
Reliability Assurance Agreement. 
 
Capacity Export Transmission Customer: 
 
“Capacity Export Transmission Customer” shall mean a customer taking point to point 
transmission service under Tariff, Part II to export capacity from a generation resource located in 
the PJM Region that has qualified for an exception to the RPM must-offer requirement as 
described in Tariff, Attachment DD, section 6.6(g). 
 
Capacity Import Limit: 
 
“Capacity Import Limit” shall have the meaning provided in the Reliability Assurance 
Agreement. 
 
Capacity Interconnection Rights: 
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“Capacity Interconnection Rights” shall mean the rights to input generation as a Generation 
Capacity Resource into the Transmission System at the Point of Interconnection where the 
generating facilities connect to the Transmission System. 
 
Capacity Market Buyer: 
 
“Capacity Market Buyer” shall mean a Member that submits bids to buy Capacity Resources in 
any Incremental Auction.   
 
Capacity Market Seller: 
 
“Capacity Market Seller” shall mean a Member that owns, or has the contractual authority to 
control the output or load reduction capability of, a Capacity Resource, that has not transferred 
such authority to another entity, and that offers such resource in the Base Residual Auction or an 
Incremental Auction. 
 
Capacity Performance Resource: 
 
“Capacity Performance Resource” shall mean a Capacity Resource as described in Tariff, 
Attachment DD, section 5.5A(a). 
 
Capacity Performance Transition Incremental Auction: 
 
“Capacity Performance Transition Incremental Auction” shall have the meaning specified in 
Tariff, Attachment DD, section 5.14D. 
 
Capacity Resource: 
 
“Capacity Resource” shall have the meaning provided in the Reliability Assurance Agreement. 
 
Capacity Resource with State Subsidy:  
 
“Capacity Resource with State Subsidy” shall mean (1) a Capacity Resource that is offered into 
an RPM Auction or otherwise assumes an RPM commitment for which the Capacity Market 
Seller receives or is entitled to receive one or more State Subsidies for the applicable Delivery 
Year; (2) a Capacity Resource that has not cleared an RPM Auction for the Delivery Year for 
which the Capacity Market Seller last received a State Subsidy (or any subsequent Delivery 
Year) shall still be considered a Capacity Resource with State Subsidy upon the expiration of 
such State Subsidy until the resource clears an RPM Auction; (3) a Capacity Resource that is the 
subject of a bilateral transaction (including but not limited to those reported pursuant to Tariff, 
Attachment DD, section 4.6) shall be deemed a Capacity Resource with State Subsidy to the 
extent an owner of the facility supporting the Capacity Resource is entitled to a State Subsidy 
associated with such facility even if the Capacity Market Seller is not entitled to a State Subsidy; 
and (4) any Jointly Owned Cross-Subsidized Capacity Resource.  
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Capacity Resource Clearing Price: 
 
“Capacity Resource Clearing Price” shall mean the price calculated for a Capacity Resource that 
offered and cleared in a Base Residual Auction or Incremental Auction, in accordance with 
Tariff, Attachment DD, section 5.  
 
Capacity Storage Resource: 
 
“Capacity Storage Resource” shall mean any Energy Storage Resource that participates in the 
Reliability Pricing Model or is otherwise treated as capacity in PJM’s markets such as through a 
Fixed Resource Requirement Capacity Plan. 
 
Capacity Transfer Right: 
 
“Capacity Transfer Right” shall mean a right, allocated to LSEs serving load in a Locational 
Deliverability Area, to receive payments, based on the transmission import capability into such 
Locational Deliverability Area, that offset, in whole or in part, the charges attributable to the 
Locational Price Adder, if any, included in the Zonal Capacity Price calculated for a Locational 
Delivery Area. 
 
Capacity Transmission Injection Rights: 
 
“Capacity Transmission Injection Rights” shall mean the rights to schedule energy and capacity 
deliveries at a Point of Interconnection of a Merchant Transmission Facility with the 
Transmission System. Capacity Transmission Injection Rights may be awarded only to a 
Merchant D.C. Transmission Facility and/or Controllable A.C. Merchant Transmission Facilities 
that connects the Transmission System to another control area. Deliveries scheduled using 
Capacity Transmission Injection Rights have rights similar to those under Firm Point-to-Point 
Transmission Service or, if coupled with a generating unit external to the PJM Region that 
satisfies all applicable criteria specified in the PJM Manuals, similar to Capacity Interconnection 
Rights. 
 
Charge Economic Maximum Megawatts: 
 
“Charge Economic Maximum Megawatts” shall mean the greatest magnitude of megawatt power 
consumption available for charging in economic dispatch by an Energy Storage Resource Model 
Participant in Continuous Mode or in Charge Mode.  Charge Economic Maximum Megawatts 
shall be the Economic Minimum for an Energy Storage Resource in Charge Mode or in 
Continuous Mode. 
 
Charge Economic Minimum Megawatts: 
 
“Charge Economic Minimum Megawatts” shall mean the smallest magnitude of megawatt power 
consumption available for charging in economic dispatch by an Energy Storage Resource Model 
Participant in Charge Mode.  Charge Economic Minimum Megawatts shall be the Economic 
Maximum for an Energy Storage Resource in Charge Mode. 
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Charge Mode: 
 
“Charge Mode” shall mean the mode of operation of an Energy Storage Resource Model 
Participant that only includes negative megawatt quantities (i.e., the Energy Storage Resource 
Model Participant is only withdrawing megawatts from the grid).   
 
Charge Ramp Rate: 
 
“Charge Ramp Rate” shall mean the Ramping Capability of an Energy Storage Resource Model 
Participant in Charge Mode. 
 
Cleared Capacity Resource with State Subsidy: 
 
“Cleared Capacity Resource with State Subsidy” shall mean a Capacity Resource with State 
Subsidy that has cleared in an RPM Auction for a Delivery Year that is prior to the 2022/2023 
Delivery Year or, starting with 2022/2023 Delivery Year, the MWs (in installed capacity) 
comprising a Capacity Resource with State Subsidy that have cleared an RPM Auction pursuant 
to its Sell Offer at or above its resource-specific MOPR Floor Offer Price or the applicable 
default New Entry MOPR Floor Offer Price and since then, any of those MWs (in installed 
capacity) comprising a Capacity Resource with State Subsidy have been, the subject of a Sell 
Offer into the Base Residual Auction or included in an FRR Capacity Plan at the time of the 
Base Residual Auction for the relevant Delivery Year.   
 
Cold/Warm/Hot Notification Time: 
 
“Cold/Warm/Hot Notification Time” shall mean the time interval between PJM notification and 
the beginning of the start sequence for a generating unit that is currently in its cold/warm/hot 
temperature state. The start sequence may include steps such as any valve operation, starting feed 
water pumps, startup of auxiliary equipment, etc. 
 
Cold/Warm/Hot Start-up Time: 
 
For all generating units that are not combined cycle units, “Cold/Warm/Hot Start-up Time” shall 
mean the time interval, measured in hours, from the beginning of the start sequence to the point 
after generator breaker closure, which is typically indicated by telemetered or aggregated State 
Estimator megawatts greater than zero for a generating unit in its cold/warm/hot temperature 
state. For combined cycle units, “Cold/Warm/Hot Start-up Time” shall mean the time interval 
from the beginning of the start sequence to the point after first combustion turbine generator 
breaker closure in its cold/warm/hot temperature state, which is typically indicated by 
telemetered or aggregated State Estimator megawatts greater than zero. For all generating units, 
the start sequence may include steps such as any valve operation, starting feed water pumps, 
startup of auxiliary equipment, etc. Other more detailed actions that could signal the beginning of 
the start sequence could include, but are not limited to, the operation of pumps, condensers, fans, 
water chemistry evaluations, checklists, valves, fuel systems, combustion turbines, starting 
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engines or systems, maintaining stable fuel/air ratios, and other auxiliary equipment necessary 
for startup. 
 
Cold Weather Alert: 
 
“Cold Weather Alert” shall mean the notice that PJM provides to PJM Members, Transmission 
Owners, resource owners and operators, customers, and regulators to prepare personnel and 
facilities for expected extreme cold weather conditions. 
 
Collateral: 
 
“Collateral” shall be a cash deposit, including any interest, or letter of credit in an amount and 
form determined by and acceptable to PJMSettlement, provided by a Participant to 
PJMSettlement as security in order to participate in the PJM Markets or take Transmission 
Service. “Collateral” shall also include surety bonds, except for the purpose of satisfying the 
FTR Credit Requirement, in which case only a cash deposit or Letter of Credit will be 
acceptable. 
 
 
Collateral Call: 
 
“Collateral Call” shall mean a notice to a Participant that additional Collateral, or possibly early 
payment, is required in order to remain in, or to regain, compliance with Tariff, Attachment Q. 
 
Commencement Date: 
 
“Commencement Date” shall mean the date on which Interconnection Service commences in 
accordance with an Interconnection Service Agreement. 
 
Committed Offer: 
 
The “Committed Offer” shall mean 1) for pool-scheduled resources, an offer on which a resource 
was scheduled by the Office of the Interconnection for a particular clock hour for an Operating 
Day, and 2) for self-scheduled resources, either the offer on which the Market Seller has elected 
to schedule the resource or the applicable offer for the resource determined pursuant to Operating 
Agreement, Schedule 1, section 6.4, or Operating Agreement, Schedule 1, section 6.6 for a 
particular clock hour for an Operating Day.  
 
Completed Application: 
 
“Completed Application” shall mean an application that satisfies all of the information and other 
requirements of the Tariff, including any required deposit. 
 
Compliance Aggregation Area (CAA): 
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“Compliance Aggregation Area” or “CAA” shall mean a geographic area of Zones or sub-Zones 
that are electrically-contiguous and experience for the relevant Delivery Year, based on Resource 
Clearing Prices of, for Delivery Years through May 31, 2018, Annual Resources and for the 
2018/2019 Delivery Year and subsequent Delivery Years, Capacity Performance Resources, the 
same locational price separation in the Base Residual Auction, the same locational price 
separation in the First Incremental Auction, the same locational price separation in the Second 
Incremental Auction, the same locational price separation in the Third Incremental Auction. 
 
Conditional Incremental Auction: 
 
“Conditional Incremental Auction” shall mean an Incremental Auction conducted for a Delivery 
Year if and when necessary to secure commitments of additional capacity to address reliability 
criteria violations arising from the delay in a Backbone Transmission upgrade that was modeled 
in the Base Residual Auction for such Delivery Year. 
 
CONE Area: 
 
“CONE Area” shall mean the areas listed in Tariff, Attachment DD, section 5.10(a)(iv)(A) and 
any LDAs established as CONE Areas pursuant to Tariff, Attachment DD, section 
5.10(a)(iv)(B).  
 
Confidential Information: 
 
“Confidential Information” shall mean any confidential, proprietary, or trade secret information 
of a plan, specification, pattern, procedure, design, device, list, concept, policy, or compilation 
relating to the present or planned business of a New Service Customer, Transmission Owner, or 
other Interconnection Party or Construction Party, which is designated as confidential by the 
party supplying the information, whether conveyed verbally, electronically, in writing, through 
inspection, or otherwise, and shall include, without limitation, all information relating to the 
producing party’s technology, research and development, business affairs and pricing, and any 
information supplied by any New Service Customer, Transmission Owner, or other 
Interconnection Party or Construction Party to another such party prior to the execution of an 
Interconnection Service Agreement or a Construction Service Agreement. 
 
Congestion Price: 
 
“Congestion Price” shall mean the congestion component of the Locational Marginal Price, 
which is the effect on transmission congestion costs (whether positive or negative) associated 
with increasing the output of a generation resource or decreasing the consumption by a Demand 
Resource, based on the effect of increased generation from or consumption by the resource on 
transmission line loadings, calculated as specified in Operating Agreement, Schedule 1, section 
2, and the parallel provisions of Tariff, Attachment K-Appendix, section 2. 
 
Consolidated Transmission Owners Agreement, PJM Transmission Owners Agreement or 
Transmission Owners Agreement: 
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“Consolidated Transmission Owners Agreement,” “PJM Transmission Owners Agreement” or 
“Transmission Owners Agreement” shall mean the certain Consolidated Transmission Owners 
Agreement dated as of December 15, 2005, by and among the Transmission Owners and by and 
between the Transmission Owners and PJM Interconnection, L.L.C. on file with the 
Commission, as amended from time to time. 
 
Constraint Relaxation Logic:  
 
“Constraint Relaxation Logic” shall mean the logic applied in the market clearing software 
where the transmission limit is increased to prevent the Transmission Constraint Penalty Factor 
from setting the Marginal Value of a transmission constraint.  
 
Constructing Entity: 
 
“Constructing Entity” shall mean either the Transmission Owner or the New Services Customer, 
depending on which entity has the construction responsibility pursuant to Tariff, Part VI and the 
applicable Construction Service Agreement; this term shall also be used to refer to an 
Interconnection Customer with respect to the construction of the Customer Interconnection 
Facilities. 
 
Construction Party: 
 
“Construction Party” shall mean a party to a Construction Service Agreement.  “Construction 
Parties” shall mean all of the Parties to a Construction Service Agreement. 
 
Construction Service Agreement: 
 
“Construction Service Agreement” shall mean either an Interconnection Construction Service 
Agreement or an Upgrade Construction Service Agreement. 
 
Contingent Facilities: 
 
“Contingent Facilities” shall mean those unbuilt Interconnection Facilities and Network 
Upgrades upon which the Interconnection Request’s costs, timing, and study findings are 
dependent and, if delayed or not built, could cause a need for restudies of the Interconnection 
Request or a reassessment of the Interconnection Facilities and/or Network Upgrades and/or 
costs and timing. 
 
Continuous Mode: 
 
“Continuous Mode” shall mean the mode of operation of an Energy Storage Resource Model 
Participant that includes both negative and positive megawatt quantities (i.e., the Energy Storage 
Resource Model Participant is capable of continually and immediately transitioning from 
withdrawing megawatt quantities from the grid to injecting megawatt quantities onto the grid or 
injecting megawatts to withdrawing megawatts).  Energy Storage Resource Model Participants 
operating in Continuous Mode are considered to have an unlimited ramp rate.  Continuous Mode 
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requires Discharge Economic Maximum Megawatts to be zero or correspond to an injection, and 
Charge Economic Maximum Megawatts to be zero or correspond to a withdrawal. 
 
Control Area: 
 
“Control Area” shall mean an electric power system or combination of electric power systems 
bounded by interconnection metering and telemetry to which a common automatic generation 
control scheme is applied in order to: 
 
 (1) match the power output of the generators within the electric power system(s) and 
energy purchased from entities outside the electric power system(s), with the load within the 
electric power system(s); 
 
 (2) maintain scheduled interchange with other Control Areas, within the limits of 
Good Utility Practice; 
 
 (3) maintain the frequency of the electric power system(s) within reasonable limits in 
accordance with Good Utility Practice; and 
 
 (4) provide sufficient generating capacity to maintain operating reserves in 
accordance with Good Utility Practice. 
 
Control Zone: 
 
“Control Zone” shall have the meaning given in the Operating Agreement. 
 
Controllable A.C. Merchant Transmission Facilities: 
 
“Controllable A.C. Merchant Transmission Facilities” shall mean transmission facilities that (1) 
employ technology which Transmission Provider reviews and verifies will permit control of 
the amount and/or direction of power flow on such facilities to such extent as to effectively 
enable the controllable facilities to be operated as if they were direct current transmission 
facilities, and (2) that are interconnected with the Transmission System pursuant to Tariff, Part 
IV and Tariff, Part VI. 
 
Coordinated External Transaction: 
 
“Coordinated External Transaction” shall mean a transaction to simultaneously purchase and sell 
energy on either side of a CTS Enabled Interface in accordance with the procedures of Operating 
Agreement, Schedule 1, section 1.13, and the parallel provisions of Tariff, Attachment K-
Appendix, section 1.13. 
 
Coordinated Transaction Scheduling: 
 
“Coordinated Transaction Scheduling” or “CTS” shall mean the scheduling of Coordinated 
External Transactions at a CTS Enabled Interface in accordance with the procedures of 
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Operating Agreement, Schedule 1, section 1.13, and the parallel provisions of Tariff, Attachment 
K-Appendix, section 1.13. 
 
Corporate Guaranty: 
 
“Corporate Guaranty” shall mean a legal document used by an entity to guaranty the obligations 
of another entity. 
 
Cost of New Entry: 
 
“Cost of New Entry” or “CONE” shall mean the nominal levelized cost of a Reference Resource, 
as determined in accordance with Tariff, Attachment DD, section 5. 
 
Costs: 
 
As used in Tariff, Part IV, Tariff, Part VI and related attachments, “Costs” shall mean costs and 
expenses, as estimated or calculated, as applicable, including, but not limited to, capital 
expenditures, if applicable, and overhead, return, and the costs of financing and taxes and any 
Incidental Expenses. 
 
Counterparty:  
 
“Counterparty” shall mean PJMSettlement as the contracting party, in its name and own right 
and not as an agent, to an agreement or transaction with a Market Participant or other entities, 
including the agreements and transactions with customers regarding transmission service and 
other transactions under the PJM Tariff and the Operating Agreement.  PJMSettlement shall not 
be a counterparty to (i) any bilateral transactions between Members, or (ii) any Member’s self-
supply of energy to serve its load, or (iii) any Member’s self-schedule of energy reported to the 
Office of the Interconnection to the extent that energy serves that Member’s own load . 
 
Credit Available for Export Transactions: 
 
“Credit Available for Export Transactions” shall mean a designation of credit to be used for 
Export Transactions that is allocated by each Market Participant from its Credit Available for 
Virtual Transactions, and which reduces the Market Participant's Credit Available for Virtual 
Transactions accordingly. 
 
Credit Available for Virtual Transactions: 
 
“Credit Available for Virtual Transactions” shall mean the Market Participant’s Working Credit 
Limit for Virtual Transactions calculated on its credit provided in compliance with its Peak 
Market Activity requirement plus available credit submitted above that amount, less any unpaid 
billed and unbilled amounts owed to PJMSettlement, plus any unpaid unbilled amounts owed by 
PJMSettlement to the Market Participant, less any applicable credit required for Minimum 
Participation Requirements, FTRs, RPM activity,  or other credit requirement determinants as 
defined in Tariff, Attachment Q. 
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Credit Breach: 
 
“Credit Breach” shall mean the status of a Participant that does not currently meet the 
requirements of Tariff, Attachment Q or other provisions of the Agreements. 
 
Credit-Limited Offer: 
 
“Credit-Limited Offer” shall mean a Sell Offer that is submitted by a Market Participant in an 
RPM Auction subject to a maximum credit requirement specified by such Market Participant. 
 
Credit Score: 
  
“Credit Score” shall mean a composite numerical score scaled from 0-100 as calculated by 
PJMSettlement that incorporates various predictors of creditworthiness. 
 
CTS Enabled Interface: 
 
“CTS Enabled Interface” shall mean an interface between the PJM Control Area and an adjacent 
Control Area at which the Office of the Interconnection has authorized the use of Coordinated 
Transaction Scheduling (“CTS”). The CTS Enabled Interfaces between the PJM Control Area 
and the New York Independent System Operator, Inc. Control Area shall be designated in the 
Joint Operating Agreement Among and Between New York Independent System Operator Inc. 
and PJM Interconnection, L.L.C., Schedule A (PJM Rate Schedule FERC No. 45).  The CTS 
Enabled Interfaces between the PJM Control Area and the Midcontinent Independent System 
Operator, Inc. shall be designated consistent with Attachment 3, section 2 of the Joint Operating 
Agreement between Midcontinent Independent System Operator, Inc. and PJM Interconnection, 
L.L.C. 
 
 
CTS Interface Bid: 
 
“CTS Interface Bid” shall mean a unified real-time bid to simultaneously purchase and sell 
energy on either side of a CTS Enabled Interface in accordance with the procedures of Operating 
Agreement, Schedule 1, section 1.13, and the parallel provisions of Tariff, Attachment K-
Appendix, section 1.13. 
 
Curtailment: 
 
“Curtailment” shall mean a reduction in firm or non-firm transmission service in response to a 
transfer capability shortage as a result of system reliability conditions. 
 
Curtailment Service Provider: 
 
“Curtailment Service Provider” or “CSP” shall mean a Member or a Special Member, which 
action on behalf of itself or one or more other Members or non-Members, participates in the PJM 
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Interchange Energy Market, Ancillary Services markets, and/or Reliability Pricing Model by 
causing a reduction in demand. 
 
Customer Facility: 
 
“Customer Facility” shall mean Generation Facilities or Merchant Transmission Facilities 
interconnected with or added to the Transmission System pursuant to an Interconnection Request 
under Tariff, Part IV. 
 
Customer-Funded Upgrade: 
 
“Customer-Funded Upgrade” shall mean any Network Upgrade, Local Upgrade, or Merchant 
Network Upgrade for which cost responsibility (i) is imposed on an Interconnection Customer or 
an Eligible Customer pursuant to Tariff, Part VI, section 217, or (ii) is voluntarily undertaken by 
a New Service Customer in fulfillment of an Upgrade Request.  No Network Upgrade, Local 
Upgrade or Merchant Network Upgrade or other transmission expansion or enhancement shall be 
a Customer-Funded Upgrade if and to the extent that the costs thereof are included in the rate 
base of a public utility on which a regulated return is earned. 
 
Customer Interconnection Facilities: 
 
“Customer Interconnection Facilities” shall mean all facilities and equipment owned and/or 
controlled, operated and maintained by Interconnection Customer on Interconnection Customer’s 
side of the Point of Interconnection identified in the appropriate appendices to the 
Interconnection Service Agreement and to the Interconnection Construction Service Agreement, 
including any modifications, additions, or upgrades made to such facilities and equipment, that 
are necessary to physically and electrically interconnect the Customer Facility with the 
Transmission System. 
 
Daily Deficiency Rate: 
 
“Daily Deficiency Rate” shall mean the rate employed to assess certain deficiency charges under 
Tariff, Attachment DD, section 7, Tariff, Attachment DD, section 8, Tariff, Attachment DD, 
section 9, or Tariff, Attachment DD, section 13. 
 
Daily Unforced Capacity Obligation: 
 
“Daily Unforced Capacity Obligation” shall mean the capacity obligation of a Load Serving 
Entity during the Delivery Year, determined in accordance with  Reliability Assurance 
Agreement, Schedule 8, or, as to an FRR entity, in Reliability Assurance Agreement, Schedule 
8.1. 
 
Day-ahead Congestion Price: 
 
“Day-ahead Congestion Price” shall mean the Congestion Price resulting from the Day-ahead 
Energy Market. 
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Day-ahead Energy Market: 
 
“Day-ahead Energy Market” shall mean the schedule of commitments for the purchase or sale of 
energy and payment of Transmission Congestion Charges developed by the Office of the 
Interconnection as a result of the offers and specifications submitted in accordance with 
Operating Agreement, Schedule 1, section 1.10 and the parallel provisions of Tariff, Attachment 
K-Appendix, section 1.10. 
 
Day-ahead Energy Market Injection Congestion Credits: 
 
“Day-ahead Energy Market Injection Congestion Credits” shall mean those congestion credits 
paid to Market Participants for supply transactions in the Day-ahead Energy Market including 
generation schedules, Increment Offers, Up-to Congestion Transactions, import transactions, and 
Day-Ahead Pseudo-Tie Transactions. 
 
Day-ahead Energy Market Transmission Congestion Charges: 
 
“Day-ahead Energy Market Transmission Congestion Charges” shall be equal to the sum of Day-
ahead Energy Market Withdrawal Congestion Charges minus [the sum of Day-ahead Energy 
Market Injection Congestion Credits plus any congestion charges calculated pursuant to the Joint 
Operating Agreement between the Midcontinent Independent Transmission System Operator, 
Inc. and PJM Interconnection, L.L.C. (PJM Rate Schedule FERC No. 38), plus any congestion 
charges calculated pursuant to the Joint Operating Agreement Among and Between New York 
Independent System Operator Inc. and PJM Interconnection, L.L.C. (PJM Rate Schedule FERC 
No. 45), plus any congestion charges calculated pursuant to agreements between the Office of 
the Interconnection and other entities, as applicable)]. 
 
Day-ahead Energy Market Withdrawal Congestion Charges: 
 
“Day-ahead Energy Market Withdrawal Congestion Charges” shall mean those congestion 
charges collected from Market Participants for withdrawal transactions in the Day-ahead Energy 
Market from transactions including Demand Bids, Decrement Bids, Up-to Congestion 
Transactions, Export Transactions, and Day-Ahead Pseudo-Tie Transactions. 
 
Day-ahead Loss Price: 
 
“Day-ahead Loss Price” shall mean the Loss Price resulting from the Day-ahead Energy Market. 
 
Day-ahead Prices: 
 
“Day-ahead Prices” shall mean the Locational Marginal Prices resulting from the Day-ahead 
Energy Market. 
 
Day-Ahead Pseudo-Tie Transaction:  
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“Day-Ahead Pseudo-Tie Transaction” shall mean a transaction scheduled in the Day-ahead 
Energy Market to the PJM-MISO interface from a generator within the PJM balancing authority 
area that Pseudo-Ties into the MISO balancing authority area. 
 
Day-ahead Scheduling Reserves: 
 
“Day-ahead Scheduling Reserves” shall mean thirty-minute reserves as defined by the 
ReliabilityFirst Corporation and SERC. 
 
Day-ahead Scheduling Reserves Market: 
 
“Day-ahead Scheduling Reserves Market” shall mean the schedule of commitments for the 
purchase or sale of Day-ahead Scheduling Reserves developed by the Office of the 
Interconnection as a result of the offers and specifications submitted in accordance with 
Operating Agreement, Schedule 1, section 1.10 and the parallel provisions of Tariff, Attachment 
K-Appendix, section 1.10. 
 
Day-ahead Scheduling Reserves Requirement: 
 
“Day-ahead Scheduling Reserves Requirement” shall mean the sum of Base Day-ahead 
Scheduling Reserves Requirement and Additional Day-ahead Scheduling Reserves Requirement. 
 
Day-ahead Scheduling Reserves Resources: 
 
“Day-ahead Scheduling Reserves Resources” shall mean synchronized and non-synchronized 
generation resources and Demand Resources electrically located within the PJM Region that are 
capable of providing Day-ahead Scheduling Reserves. 
 
Day-ahead Settlement Interval:  

 
“Day-ahead Settlement Interval” shall mean the interval used by settlements, which shall be 
every one clock hour.  
 
Day-ahead System Energy Price: 
 
“Day-ahead System Energy Price” shall mean the System Energy Price resulting from the Day-
ahead Energy Market. 
 
Deactivation: 
 
“Deactivation” shall mean the retirement or mothballing of a generating unit governed by Tariff, 
Part V. 
 
Deactivation Avoidable Cost Credit: 
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“Deactivation Avoidable Cost Credit” shall mean the credit paid to Generation Owners pursuant 
to Tariff, Part V, section 114. 
 
Deactivation Avoidable Cost Rate: 
 
“Deactivation Avoidable Cost Rate” shall mean the formula rate established pursuant to Tariff, 
Part V, section 115 . 
 
Deactivation Date: 
 
“Deactivation Date” shall mean the date a generating unit within the PJM Region is either retired 
or mothballed and ceases to operate. 
 
Decrement Bid: 
 
“Decrement Bid” shall mean a type of Virtual Transaction that is a bid to purchase energy at a 
specified location in the Day-ahead Energy Market.  A cleared Decrement Bid results in 
scheduled load at the specified location in the Day-ahead Energy Market. 
 
Default: 
 
As used in the Interconnection Service Agreement and Construction Service Agreement, 
“Default” shall mean the failure of a Breaching Party to cure its Breach in accordance with the 
applicable provisions of an Interconnection Service Agreement or Construction Service 
Agreement. 
 
Delivering Party: 
 
“Delivering Party” shall mean the entity supplying capacity and energy to be transmitted at 
Point(s) of Receipt. 
 
Delivery Year: 
 
“Delivery Year”  shall mean the Planning Period for which a Capacity Resource is committed 
pursuant to the auction procedures specified in Tariff, Attachment DD, or pursuant to an FRR 
Capacity Plan under Reliability Assurance Agreement, Schedule 8.1. 
 
Demand Bid: 
 
“Demand Bid” shall mean a bid, submitted by a Load Serving Entity in the Day-ahead Energy 
Market, to purchase energy at its contracted load location, for a specified timeframe and 
megawatt quantity, that if cleared will result in energy being scheduled at the specified location 
in the Day-ahead Energy Market and in the physical transfer of energy during the relevant 
Operating Day.   
 
Demand Bid Limit: 
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“Demand Bid Limit” shall mean the largest MW volume of Demand Bids that may be submitted 
by a Load Serving Entity for any hour of an Operating Day, as determined pursuant to Operating 
Agreement, Schedule 1, section 1.10.1B, and the parallel provisions of Tariff, Attachment K-
Appendix, section 1.10.1B. 
 
Demand Bid Screening: 
 
“Demand Bid Screening” shall mean the process by which Demand Bids are reviewed against 
the applicable Demand Bid Limit, and rejected if they would exceed that limit, as determined 
pursuant to Operating Agreement, Schedule 1, section 1.10.1B, and the parallel provisions of 
Tariff, Attachment K-Appendix, section 1.10.1B. 
 
Demand Resource: 
 
“Demand Resource” shall mean a resource with the capability to provide a reduction in demand. 
 
Demand Resource Factor or DR Factor: 
 
“Demand Resource Factor” or (“DR Factor”) shall have the meaning specified in the Reliability 
Assurance Agreement. 
 
Designated Agent: 
 
“Designated Agent” shall mean any entity that performs actions or functions on behalf of the 
Transmission Provider, a Transmission Owner, an Eligible Customer, or the Transmission 
Customer required under the Tariff. 
 
Designated Entity: 
 
“Designated Entity” shall have the same meaning provided in the Operating Agreement. 
 
Direct Assignment Facilities: 
 
“Direct Assignment Facilities” shall mean facilities or portions of facilities that are constructed 
for the sole use/benefit of a particular Transmission Customer requesting service under the 
Tariff.  Direct Assignment Facilities shall be specified in the Service Agreement that governs 
service to the Transmission Customer and shall be subject to Commission approval. 
 
Direct Charging Energy: 
 
“Direct Charging Energy” shall mean the energy that an Energy Storage Resource purchases 
from the PJM Interchange Energy Market and (i) later resells to the PJM Interchange Energy 
Market; or (ii) is lost to conversion inefficiencies, provided that such inefficiencies are an 
unavoidable component of the conversion, storage, and discharge process that is used to resell 
energy back to the PJM Interchange Energy Market. 
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Direct Load Control: 
 
“Direct Load Control” shall mean load reduction that is controlled directly by the Curtailment 
Service Provider’s market operations center or its agent, in response to PJM instructions. 
 
Discharge Economic Maximum Megawatts: 
 
“Discharge Economic Maximum Megawatts” shall mean the maximum megawatt power output 
available for discharge in economic dispatch by an Energy Storage Resource Model Participant 
in Continuous Mode or in Discharge Mode. Discharge Economic Maximum Megawatts shall be 
the Economic Maximum for an Energy Storage Resource in Discharge Mode or in Continuous 
Mode. 
 
Discharge Economic Minimum Megawatts: 
 
“Discharge Economic Minimum Megawatts” shall mean the minimum megawatt power output 
available for discharge in economic dispatch by an Energy Storage Resource Model Participant 
in Discharge Mode.  Discharge Economic Minimum Megawatts shall be the Economic 
Minimum for an Energy Storage Resource in Discharge Mode. 
 
Discharge Mode: 
 
“Discharge Mode” shall mean the mode of operation of an Energy Storage Resource Model 
Participant that only includes positive megawatt quantities (i.e., the Energy Storage Resource 
Model Participant is only injecting megawatts onto the grid).   
 
Discharge Ramp Rate: 
 
“Discharge Ramp Rate” shall mean the Ramping Capability of an Energy Storage Resource 
Model Participant in Discharge Mode. 
 
Dispatch Rate: 
 
“Dispatch Rate” shall mean the control signal, expressed in dollars per megawatt-hour, 
calculated and transmitted continuously and dynamically to direct the output level of all 
generation resources dispatched by the Office of the Interconnection in accordance with the 
Offer Data. 
 
Dispatched Charging Energy:   
 
“Dispatched Charging Energy” shall mean Direct Charging Energy that an Energy Storage 
Resource Model Participant receives from the electric grid pursuant to PJM dispatch while 
providing one of the following services in the PJM markets: Energy Imbalance Service pursuant 
to Tariff, Schedule 4; Regulation; Tier 2 Synchronized Reserves; or Reactive Service.  Energy 
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Storage Resource Model Participants shall be considered to be providing Energy Imbalance 
Service when they are dispatchable by PJM in real-time.   
 
Dynamic Schedule: 
 
“Dynamic Schedule” shall have the same meaning provided in the Operating Agreement. 
 
Dynamic Transfer: 
 
“Dynamic Transfer” shall have the same meaning provided in the Operating Agreement. 
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ATTACHMENT Q 
 

CREDIT RISK MANAGEMENT POLICY 
 
I. INTRODUCTION 
 
It is the policy of PJM that prior to an entity participating in any PJM Markets or in order to take 
Transmission Service, the entity must demonstrate its ability to meet the requirements in this 
Attachment Q.  This Attachment Q also sets forth PJM’s authority to deny, reject, or terminate a 
Participant’s right to participate in any PJM Markets in order to protect the PJM Markets and 
PJM Members from unreasonable credit risk from any Participant’s activities.  Given the 
interconnectedness and overlapping of their responsibilities, PJM Interconnection, L.L.C. and 
PJM Settlement, Inc. are referred to both individually and collectively herein as “PJM.” 
 
PURPOSE 
 
PJMSettlement is the counterparty to transactions in the PJM Markets.  As a consequence, if a 
Participant defaults on its obligations under this Attachment Q, or PJM determines a Participant 
represents unreasonable credit risk to the PJM Markets, and the Participant does not post 
Collateral, additional Collateral or Restricted Collateral in response to a Collateral Call, the 
result is that the Participant represents unsecured credit risk to the PJM Markets.  For this reason, 
PJM must have the authority to monitor and manage credit risk on an ongoing basis, and to act 
promptly to mitigate or reduce any unsecured credit risk, in order to protect the PJM Markets and 
PJM Members from losses. 
 
This Attachment Q describes requirements for: (1) eligibility to be a Market Participant, (2) 
establishment and maintenance of credit by Market Participants, and (3) collateral requirements 
and forms of credit support that will be deemed as acceptable to mitigate risk to any PJM 
Markets.  
 
This Attachment Q also sets forth (1) PJM’s authority to monitor and manage credit risk that a 
Participant may represent to the PJM Markets and/or PJM membership in general, (2) the basis 
for establishing limits that will be imposed on a Market Participant in order to minimize risk, and 
(3) various obligations and requirements the violation of which will result in an Event of Default 
pursuant to this Attachment Q and the Agreements.  
 
Attachment Q describes the types of data and information PJM will review in order to determine 
whether an Applicant or Market Participant presents an unreasonable risk to any PJM Markets 
and/or PJM membership in general, and the steps PJM may take in order to address that risk.   
 
APPLICABILITY 
 
This Attachment Q applies to all Applicants and Market Participants who take Transmission 
Service under this Tariff, or participate in any PJM Markets or market activities under the 
Agreements.  Notwithstanding anything to the contrary in this Attachment Q, simply taking 
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transmission service or procuring Ancillary Services via market-based rates does not imply 
market participation for purposes of applicability of this Attachment Q. 
 
II. RISK EVALUATION PROCESS 
 
PJM will conduct a risk evaluation to determine eligibility to become and/or remain a Market 
Participant or Guarantor that: (1) assesses the entity’s financial strength, risk profile, 
creditworthiness, and other relevant factors; (2) determines an Unsecured Credit Allowance, if 
appropriate; (3) determines appropriate levels of Collateral; and (4) evaluates any Credit 
Support, including Guaranties or Letters of Credit. 
 
A. Initial Risk Evaluation  
 
PJM will perform an initial risk evaluation of each Applicant and/or its Guarantor.  As part of the 
initial risk evaluation, PJM will consider certain Minimum Participation Requirements, assign an 
Internal Risk Score, establish an Unsecured Credit Allowance if appropriate, and make a 
determination regarding required levels of Collateral, creditworthiness, credit support, Restricted 
Collateral and other assurances for participation in certain PJM Markets.   
 
Each Applicant and/or its Guarantor must provide the information set forth below at the time of 
its initial application pursuant to this Attachment Q and on an ongoing basis in order to remain 
eligible to participate in any PJM Markets.  The same quantitative and qualitative factors will be 
used to evaluate Participants whether or not they have rated debt. 
 
1.  Rating Agency Reports  
 
PJM will review Rating Agency reports from Standard & Poor’s, Moody’s Investors Service, 
Fitch Ratings, or other Nationally Recognized Statistical Rating Organization for each Applicant 
and/or Guarantor.  The review will focus on the Applicant’s or its Guarantor’s senior unsecured 
debt ratings.  If senior unsecured debt ratings are not available, PJM may consider other ratings, 
including issuer ratings, corporate ratings and/or an implied rating based on an internally derived 
Internal Credit Score pursuant to section II.A.3 below.  
 
2.  Financial Statements and Related Information  
 
Each Applicant and/or its Guarantor must submit, or cause to be submitted, audited financial 
statements, except as otherwise indicated below, prepared in accordance with United States 
Generally Accepted Accounting Principles (“US GAAP”) or any other format acceptable to PJM 
for the three (3) fiscal years most recently ended, or the period of existence of the Applicant 
and/or its Guarantor, if shorter.  Applicants and/or their Guarantors must submit, or cause to be 
submitted, financial statements, which may be unaudited, for each completed fiscal quarter of the 
current fiscal year.  All audited financial statements provided by the Applicant and/or its 
Guarantor must be audited by an Independent Auditor.   
 
The information should include, but not be limited to, the following:  
 



 

Page 20 

(a)  If the Applicant and/or its Guarantor has publicly traded securities: 
 

(i) Annual reports on Form 10-K, together with any amendments thereto; 
 
(ii) Quarterly reports on Form 10-Q, together with any amendments thereto; 
 
(iii) Form 8-K reports, if any, that have been filed since the most recent Form 

10-K;   
 
(iv) A summary provided by the Principal responsible, or to be responsible, for 

PJM Market activity of: (1) the Participant’s primary purpose(s) of activity 
or anticipated activity in the PJM Markets (investment, trading or 
“hedging or mitigating commercial risks,” as such phrase has meaning in 
the CFTC’s regulations regarding the end-user exception to clearing); (2) 
the experience of the Participant (and its Principals) in managing risks in 
similar markets, including other organized RTO/ISO markets or on 
regulated commodity exchanges; and (3) a high level overview of the 
Participant’s intended participation in the PJM Markets.    

 
(v) All audited financial statements provided by an Applicant with publicly 

traded securities and/or its Guarantor with publicly traded securities must 
be audited by an Independent Auditor that satisfies the requirements set 
forth in the Sarbanes-Oxley Act of 2002. 

 
(b) If the Applicant and/or its Guarantor does not have publicly-traded securities:  

 
(i) Annual Audited Financial Statements or equivalent independently audited 

financials, and quarterly financial statements, generally found on: 
- Balance Sheets 
- Income Statements 
- Statements of Cash Flows 
- Statements of Stockholder’s or Member’s Equity or Net Worth; 

 
(ii) Notes to Annual Audited Financial Statements, and notes to quarterly 

financial statements if any, including disclosures of any material changes 
from the last report;  

 
(iii) Disclosure equivalent to a Management’s Discussion & Analysis, 

including an executive overview of operating results and outlook, and 
compliance with debt covenants and indentures, and off balance sheet 
arrangements, if any; 

 
(iv) Auditor’s Report with an unqualified opinion or written letter from auditor 

containing the opinion whether the annual audited financial statements 
comply with the US GAAP or any other format acceptable to PJM; and 
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(v) A summary provided by the Principal responsible or to be responsible for 
PJM Market activity of: (1) the Participant’s primary purpose(s) of activity 
or anticipated activity in the PJM Markets (investment, trading or 
“hedging or mitigating commercial risks,” as such phrase has meaning in 
the CFTC’s regulations regarding the end-user exception to clearing); (2) 
the experience of the Participant (and its Principals) in managing risks in 
similar markets, including other organized RTO/ISO markets or on 
regulated commodity exchanges; and (3) a high level overview of the 
Participant’s intended participation in the PJM Markets. 

 
(c) If Applicant and/or Guarantor is newly formed, does not yet have three (3) years 

of audited financials, or does not routinely prepare audited financial statements, 
PJM may specify other information to allow it to assess the entity’s 
creditworthiness, including but not limited to: 

 
(i) Equivalent financial information traditionally found in: 

- Balance Sheets 
- Income Statements 
- Statements of Cash Flows 

 
(ii) Disclosure equivalent to a Management’s Discussion & Analysis, 

including an executive overview of operating results and outlook, and 
compliance with debt covenants and indentures, and off balance sheet 
arrangements, if any; and 

 
(iii) A summary provided by the Principal responsible or to be responsible for 

PJM Market activity of: (1) the Participant’s primary purpose(s) of activity 
or anticipated activity in the PJM Markets (investment, trading or 
“hedging or mitigating commercial risks,” as such phrase has meaning in 
the CFTC’s regulations regarding the end-user exception to clearing); (2) 
the experience of the Participant (and its Principals) in managing risks in 
similar markets, including other organized RTO/ISO markets or on 
regulated commodity exchanges; and (3) a high level overview of the 
Participant’s intended participation in the PJM Markets. 

 
(d) During a two year transition period from June 1, 2020 to May 31, 2022, the 

Applicant or Guarantor may provide a combination of audited financial 
statements and/or equivalent financial information. 

 
If any of the above information in this section II.A.2 is available on the internet, the Applicant 
and/or its Guarantor may provide a letter stating where such statements can be located and 
retrieved by PJM.  If an Applicant and/or its Guarantor files Form 10-K, Form 10-Q, or Form 8-
K with the SEC, then the Applicant and/or its Guarantor will be deemed to have satisfied the 
requirement by indicating to PJM where the information in this section II.A.2 can be located on 
the internet.  
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If the Applicant and/or its Guarantor fails, for any reason, to provide the information required 
above in this section II.A.2, PJM has the right to (1) request Collateral and/or Restricted 
Collateral to cover the amount of risk reasonably associated with the Applicant and/or its 
Guarantor’s expected activity in any PJM Markets, and/or (2) restrict the Applicant from 
participating in certain PJM Markets, including but not limited to restricting the positions the 
Applicant (once it becomes a Market Participant) takes in the market. 
 
For certain Applicants and/or their Guarantors, some of the above submittals may not be 
applicable and alternate requirements for compliant submittals may be specified by PJM.  In the 
credit evaluation of Municipalities and Cooperatives, PJM may also request additional 
information as part of the initial and ongoing review process and will consider other qualitative 
factors in determining financial strength and creditworthiness. 
 
3. Credit Rating and Internal Credit Score 
 
PJM will use credit risk scoring methodologies as a tool in determining an Unsecured Credit 
Allowance for each Applicant and/or its Guarantor.  As its source for calculating the Unsecured 
Credit Allowance, PJM will rely on the ratings from a Rating Agency, if any, on the Applicant’s 
or Guarantor’s senior unsecured debt or their issuer ratings or corporate ratings if senior 
unsecured debt ratings are not available.  If there is a split rating between the Rating Agencies, 
the lower of the ratings shall apply.  If no external credit rating is available PJM will utilize its 
Internal Credit Score in order to calculate the Unsecured Credit Allowance.   
 
The model used to develop the Internal Credit Score will be quantitative, based on financial data 
found in the income statement, balance sheet, and cash flow statement, and it will be qualitative 
based on relevant factors that may be internal or external to a particular Applicant and/or its 
Guarantor. 
 
PJM will employ a framework, as outlined in Tables 1-5 below, based on metrics internal to the 
Applicant and/or its Guarantor, including capital and leverage, cash flow coverage of fixed 
obligations, liquidity, profitability, and other qualitative factors.  The particular metrics and 
scoring rules differ according to the Applicant’s or Guarantor’s line of business and the PJM 
Markets in which it anticipates participating, in order to account for varying sources and degrees 
of risk to the PJM Markets and PJM members.   
 
The formulation of each metric will be consistently applied to all Applicants and Guarantors 
across industries with slight variations based on identifiable differences in entity type, 
anticipated market activity, and risks to the PJM Markets and PJM members.  In instances where 
the external credit rating is used to calculate the unsecured credit allowance, PJM may also use 
the Internal Credit Score as an input into determining the overall risk profile of an Applicant 
and/or its Guarantor. 
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Table 1. 
Quantitative Metrics by Line of 
Business:  Leverage and Capital 
Structure 
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Debt / Total Capitalization (%)           
FFO / Debt (%)           
Debt / EBITDA (x)           
Debt / Property, Plant & Equipment 
(%)           

Retained Earnings / Total 
Assets (%) 

          

Debt / Avg Daily Production or KwH 
($)           

Tangible Net Worth ($)           
Core Capital / Total Assets (%)           
Risk-Based Capital / RWA 
(%) 

          

Tier 1 Capital / RWA (%)           
Equity / Investments (%)           
Debt / Investments (%)           
 primary metric  secondary metric  FFO = Funds From Operations      RWA = Risk-Weighted Asserts 
 
 
Table 2. 
Quantitative Metrics by 
Line of Business:  Fixed 
Charge Coverage and 
Funding In
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EBIT / Interest Expense (x)           
EBITDA / Interest Expense (x)           
EBITDA / [Interest Exp + 
CPLTD] (x) 

          

[FFO + Interest Exp] / 
Interest Exp (x) 

          

Loans / Total Deposits (%)           
NPL / Gross Loans (%)           
NPL / [Net Worth + LLR] 
(%) 

          

Market Funding / Tangible Bank 
Assets (%)           

primary metric  secondary metric  CPLTD = Current Portion of Long-Term Debt   EBIT = Earnings Before Interest and Taxes  EBITDA = 
Earnings Before Interest, Taxes, Depreciation and Amortization   LLR = Loan Loss Reserves   NPL = Non-Performing Loans 
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Table 3. 
Quantitative Metrics by Line of 
Business:  Liquidity 
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CFFO / Total Debt (x)           
Current Assets / Current 
Liabilities (x) 

          

Liquid Assets / Tangible Bank Assets 
(%)           

Sources / Uses of Funds (x)           
Weighted Avg Maturity of Debt (yrs)           
Floating Rate Debt / Total 
Debt (%) 

          

primary metric  secondary metric   CFFO = Cash Flow From Operations 
 
 
Table 4. 
Quantitative Metrics by 
Line of Business:  
Profitability In
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Return on Assets (%)           
Return on Equity (%)           
Profit Volatility (%)           
Return on Revenue (%)           
Net Income / Tangible 
Assets (%) 

          

Net Profit ($)           
Net Income / Dividends (x)           
primary metric  secondary metric   
 
 
 
Table 5. 
Qualitative 
Factors:  
Industry 
Level 
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Need for 
PJM Markets 
to Achieve 
Business 
Goals 
 
 

Rating 
Agency 
criteria or 
other 
industry 
analysis 
 
 
 

High 
 
 

High 
 
 

Hig
h 
 
 

High 
 
 

Med  
 
 

Low 
 
 

Med  
 
 

Low 
 
 

Low 
 
 

N/A 
 
 

 
 
 
Ability to 
Grow/Enter 
Markets 
other than 
PJM 
 
 

Rating 
Agency 
criteria or 
other 
industry 
analysis 
 
 

Very 
Low 
 
 

Very 
Low 
 
 

Ver
y 
Lo
w 
 
 

Very 
Low 
 
 

High 
 
 

High 
 
 

Med  
 
 

Med 
 
 

High 
 
 

N/A 
 
 

 
 
 
Other 
Participants’ 
Ability to 
Serve 
Customers 
 
 

Rating 
Agency 
criteria or 
other 
industry 
analysis 
 
 

Low 
 
 

Lo
w 
 
 

Low 
 
 

Low 
 
 

Low 
 
 

Med 
 
 

Low 
 
 

Low 
 
 

High 
 
 

N/A 
 
 

 
 
 
Regulation of 
Participant’s 
Business 
 
 

RRA 
regulatory 
climate 
scores, S&P 
BICRA 
 
 

PUC
S 
 
 

Govt 
 
 

N/A 
 
 

FERC 
PUCs 
 
 

N/A 
 
 

N/A 
 
 

N/A 
 
 

N/A 
 
 

N/A 
 
 

N/A 
 

Primary 
Purpose of 
PJM Activity 

Investme
nt 
(“Inv.”)/ 
Trading 
(“Trade”)
/ Hedging 
or 
Mitigatin

CRH  CR
H 

CRH CRH
/ 
Trade 

CRH
/ 
Trade 

CRH
/ 
Trad
e 

CRH/
Trade Inv./ 

Trade 
Inv./ 
Trad
e 

Inv./ 
Trade 
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g 
Commerc
ial Risk 
of 
Operatio
ns 
(“CRH”) 

 
RRA = Regulatory Research Associates, a division of S&P Global, Inc.     BICRA = Bank Industry Country Risk Assessment 
 
The scores developed will range from 1-6, with the following mappings:  
 

1 = Very Low Risk (S&P/Fitch: AAA to AA-; Moody’s: Aaa to Aa3) 
2 = Low Risk (S&P/Fitch: A+ to BBB+; Moody’s: A1 to Baa1) 
3 = Low to Medium Risk (S&P/Fitch: BBB; Moody’s: Baa2) 
4 = Medium Risk (S&P/Fitch: BBB-; Moody’s: Baa3) 
5 = Medium to High Risk (S&P/Fitch: BB+ to BB; Moody’s Ba1 to Ba2) 
6 = High Risk (S&P/Fitch: BB- and below; Moody’s: Ba3 and below) 

 
4.  Trade References  
 
If deemed necessary by PJM, whether because the Applicant is newly or recently formed or for 
any other reason, each Applicant and/or its Guarantor shall provide at least one (1) bank 
reference and three (3) Trade References to provide PJM with evidence of Applicant’s 
understanding of the markets in which the Applicant is seeking to participate and the Applicant’s 
experience and ability to manage risk.   PJM may contact the bank references and Trade 
References provided by the Applicant to verify their business experience with the Applicant.   
 
5.  Litigation and Contingencies  
 
Unless prohibited by law, each Applicant and Guarantor is also required to disclose and provide 
information as to the occurrence of, within the five (5) years prior to the submission of the 
information to PJM (i) any litigation, arbitration, investigation (formal inquiry initiated by a 
governmental or regulatory entity), or proceeding,  pending or, to the knowledge of the 
involving, Applicant or its Guarantor or any of their Principals that would likely have a material 
adverse impact on its financial condition and/or would likely materially affect the risk of non-
payment by the Applicant or Guarantor, or (ii) any finding of material defalcation, market 
manipulation or fraud by or involving the Applicant, Guarantor, or any of their Principals, 
predecessors, subsidiaries, or Credit Affiliates that participate in any United States power 
markets based upon a final adjudication of regulatory and/or legal proceedings, (iii) any 
bankruptcy declarations or petitions by or against an Applicant and/or Guarantor, or (iv) any 
violation by any of the foregoing of any federal or state regulations or laws regarding energy 
commodities, U.S. Commodity Futures Trading Commission (“CFTC”) or FERC requirements, 
the rules of any exchange monitored by the National Futures Association, any self-regulatory 
organization or any other governing, regulatory, or standards body responsible for regulating 
activity in North American markets for electricity, natural gas or electricity-related commodity 
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products.  Each Applicant and Guarantor shall take reasonable measures to obtain permission to 
disclose information related to a non-public investigation.  These disclosures shall be made by 
Applicant and Guarantor upon application, and within ten (10) Business Days of any material 
change with respect to any of the above matters. 
 
6.  History of Defaults in Energy Projects 
 
Each Applicant and Guarantor shall disclose their current default status and default history for 
any energy related generation or transmission project (e.g. generation, solar, development), and 
within any wholesale or retail energy market, including but not limited to within PJM, any 
Independent System Operator or Regional Transmission Organization, and exchange that has not 
been cured within the past five (5) years.  Defaults of a non-recourse project financed entity may 
not be included in the default history.   
 
7.  Other Disclosures and Additional Information  
 
Each Applicant and Guarantor is required to disclose any Credit Affiliates that are currently 
Members of PJM, applying for membership with PJM, Transmission Customers, Participants, 
applying to become Market Participants, or that participate directly or indirectly in any PJM 
Markets or any other North American markets for electricity, natural gas or electricity-related 
commodity products.  Each Applicant and Guarantor shall also provide a copy of its limited 
liability company agreement or equivalent agreement, certification of formation, articles of 
incorporation or other similar organization document, offering memo or equivalent, the names of 
its five (5) most senior Principals, and information pertaining to any non-compliance with debt 
covenants and indentures. 
 
Applicants shall provide PJM the credit application referenced in section III.A and any other 
information or documentation reasonably required for PJM to perform the initial risk evaluation 
of Applicant’s or Guarantor’s creditworthiness and ability to comply with the requirements 
contained in the Agreements related to settlements, billing, credit requirements, and other 
financial matters. 
 
B. Supplemental Risk Evaluation Process 
 
As described in section VI below, PJM will conduct a supplemental risk evaluation process for 
Applicants, Participants, and Guarantors applying to conduct virtual and export transactions or 
participate in any PJM Markets. 
 
C. Unsecured Credit Allowance  
 
A Market Participant may request that PJM consider it for an Unsecured Credit Allowance 
pursuant to the provisions herein.  Notwithstanding the foregoing, an FTR Participant shall not 
be considered for an Unsecured Credit Allowance for participation in the FTR markets. 
 
1. Unsecured Credit Allowance Evaluation 
 



 

Page 28 

PJM will perform a credit evaluation on each Participant that has requested an Unsecured Credit 
Allowance, both initially and at least annually thereafter.  PJM shall determine the amount of 
Unsecured Credit Allowance, if any, that can be provided to the Market Participant in 
accordance with the creditworthiness and other requirements set forth in this Attachment Q.  In 
completing the credit evaluation, PJM will consider: 
 

(a)  Rating Agency Reports 
 
PJM will review Rating Agency reports as for each Market Participant on the same basis as 
described in section II.A.1 above and section II.E.1 below.    
 

(b) Financial Statements and Related Information 
 
All financial statements and related information considered for an Unsecured Credit Allowance 
must satisfy all of the same requirements described in section II.A.2 above and section II.E.2 
below. 
 
2.  Material Adverse Changes 
 
Each Market Participant is responsible for informing PJM, in writing, of any Material Adverse 
Change in its financial condition (or the financial condition of its Guarantor) since the date of the 
Market Participant or Guarantor’s most recent annual financial statements provided to PJM, 
pursuant to the requirements reflected in section II.A.2 above and section II.E.3 below.  
 
In the event that PJM determines that a Material Adverse Change in the financial condition of a 
Market Participant warrants a requirement to provide Collateral, additional Collateral or 
Restricted Collateral, PJM shall comply with the process and requirements described in section 
II.A above and section II.E below. 
 
3. Other Disclosures  
 
Each Market Participant desiring an Unsecured Credit Allowance is required to make the 
disclosures and upon the same requirements reflected in section II.A.7 above and section II.E.7 
below. 
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D. Determination of Unreasonable Credit Risk 
 
Unreasonable credit risk shall be determined by the likelihood that an Applicant will default on a 
financial obligation arising from its participation in any PJM Markets.  Indicators of potentially 
unreasonable credit risk include, but are not limited to, a history of market manipulation based 
upon a final adjudication of regulatory and/or legal proceedings, a history of financial defaults, a 
history of bankruptcy or insolvency within the past five (5) years, or a combination of current 
market and financial risk factors such as low capitalization, a reasonably likely future material 
financial liability, a low Internal Credit Score (derived pursuant to section II.A.3 above) and/or a 
low externally derived credit score.  PJM’s determination will be based on, but not limited to, 
information and material provided to PJM during its initial risk evaluation process, information 
and material provided to PJM in the Officer’s Certification, and/or information gleaned by PJM 
from public and non-public sources.    
 
If PJM determines that an Applicant poses an unreasonable credit risk to the PJM Markets, PJM 
may require Collateral, additional Collateral, or Restricted Collateral commensurate with the 
Applicant’s risk of financial default, reject an application, and/or limit or deny Applicant’s 
participation in the PJM Markets, to the extent and for the time period it determines is necessary 
to mitigate the unreasonable credit risk to the PJM Markets.  PJM will reject an application if it 
determines that Collateral, additional Collateral, or Restricted Collateral cannot address the risk.   
 
PJM will communicate its concerns regarding whether the Applicant presents an unreasonable 
credit risk, if any, in writing to the Applicant and attempt to better understand the circumstances 
surrounding that Applicant’s financial and credit position before making its determination.  In 
the event PJM determines that an Applicant presents an unreasonable credit risk that warrants a 
requirement to provide Collateral of any type, or some action to mitigate risk, PJM shall provide 
the Applicant with a written explanation of why such determination was made.    
 
E. Ongoing Risk Evaluation 
 
In addition to the initial risk evaluation set forth in sections II.A through II.D above and the 
annual certification requirements set forth in section III.A below, each Market Participant and/or 
its Guarantor has an ongoing obligation to provide PJM with the information required in section 
IV.A described in more detail below.  PJM may also review public information regarding a 
Market Participant and/or its Guarantor as part of its ongoing risk evaluation.  If appropriate, 
PJM will revise the Market Participant’s Unsecured Credit Allowance and/or change its 
determination of creditworthiness, credit support, Restricted Collateral, required Collateral or 
other assurances pursuant to PJM’s ongoing risk evaluation process. 
 
Each Market Participant and/or its Guarantor must provide the information set forth below on an 
ongoing basis in order to remain eligible to participate in any PJM Markets.  The same 
quantitative and qualitative factors will be used to evaluate Market Participants whether or not 
they have rated debt. 
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1.  Rating Agency Reports  
 
PJM will review Rating Agency reports for each Market Participant and/or Guarantor on the 
same basis as described in section II.A.1 above.  
 
2.  Financial Statements and Related Information  
 
On an ongoing basis, Market Participants and/or their Guarantors shall provide the information 
they are required to provide as described in section II.A.2 above, pursuant to the schedule 
reflected below, with one exception.  With regard to the summary that is required to be provided 
by the Principal responsible for PJM Market activity, with respect to experience of the 
Participant or its Principals in managing risks in similar markets, the Principal only needs to 
provide that information for a new Principal that was not serving in the position when the prior 
summary was provided.  PJM will review financial statements and related information for each 
Market Participant and/or Guarantor on the same basis as described in section II.A.2 above.    
 
Each Market Participant and/or its Guarantor must submit, or cause to be submitted, annual 
audited financial statements, except as otherwise indicated below, prepared in accordance with 
US GAAP or any other format acceptable to PJM for the fiscal year most recently ended within 
ten (10) calendar days of the financial statements becoming available and no later than one 
hundred twenty (120) calendar days after its fiscal year end.  Market Participants and/or their 
Guarantors must submit, or cause to be submitted, financial statements, which may be unaudited, 
for each completed fiscal quarter of the current fiscal year, promptly upon their issuance, but no 
later than sixty (60) calendar days after the end of each fiscal quarter.  All audited financial 
statements provided by the Market Participant and/or its Guarantor must be audited by an 
Independent Auditor.   
 
Notwithstanding the foregoing, PJM may upon request, grant a Market Participant or Guarantor 
an extension of time, if the financials are not available within the time frame stated above. 
 
3. Material Adverse Changes 
 
Each Market Participant and each Guarantor is responsible for informing PJM, in writing, of any 
Material Adverse Change in its or its Guarantor’s financial condition within five (5) Business 
Days of any Principal becoming aware of the occurrence of a Material Adverse Change since the 
date of the Market Participant or Guarantor’s most recent annual financial statements provided to 
PJM.  However, PJM may also independently establish from available information that a 
Participant and/or its Guarantor has experienced a Material Adverse Change in its financial 
condition without regard to whether such Market Participant or Guarantor  has informed PJM of 
the same. 
 
For the purposes of this Attachment Q, a Material Adverse Change in financial condition may 
include, but is not be limited to, any of the following: 
 

(a) a bankruptcy filing; 
(b) insolvency; 
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(c) a significant decrease in market capitalization; 
(d) restatement of prior financial statements unless required due to regulatory 

changes; 
(e) the resignation or removal of a Principal unless there is a new Principal appointed 

or expected to be appointed, a transition plan in place pending the appointment of 
a new Principal, or a planned restructuring of such roles;  

(f) the filing of a lawsuit or initiation of an arbitration, investigation, or other 
proceeding that would likely have a material adverse effect on any current or 
future financial results or financial condition or increase the likelihood of non-
payment; 

(g) a material financial default in any other organized energy, ancillary service, 
financial transmission rights and/or capacity markets including but not limited to 
those of another Regional Transmission Organization or Independent System 
Operator, or on any commodity exchange, futures exchange or clearing house, 
that has not been cured or remedied after any required notice has been given and 
any cure period has elapsed;   

(h) a revocation of a license or other authority by any Federal or State regulatory 
agency; where such license or authority is necessary or important to the 
Participant’s continued business, for example, FERC market-based rate authority, 
or State license to serve retail load;  

(i) a significant change in credit default swap spreads, market capitalization, or other 
market-based risk measurement criteria, such as a recent increase in Moody’s 
KMV Expected Default Frequency (EDFtm) that is materially greater than the 
increase in its peers’ EDFtm rates, or a collateral default swap (CDS) premium 
normally associated with an entity rated lower than investment grade;  

(j) a confirmed, undisputed material financial default in a bilateral arrangement with 
another Participant or counterparty that has not been cured or remedied after any 
required notice has been given and any cure period has elapsed;  

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

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

(m) any adverse changes, events or occurrences which, individually or in the 
aggregate, could affect the ability of the entity to pay its debts as they become due 
or could reasonably be expected to have a material adverse effect on any current 
or future financial results or financial condition. 

 
Upon identification of a Material Adverse Change, PJM shall evaluate the financial strength and 
risk profile of the Market Participant and/or its Guarantor at that time and may do so on a more 
frequent basis going forward. If the result of such evaluation identifies unreasonable credit risk 
to any PJM Market as further described in section II.E.8 below, PJM will take steps to mitigate 
the financial exposure to the PJM Markets. These steps include, but are not limited to requiring 
the Market Participant and/or each Guarantor to provide Collateral, additional Collateral or 
additional Restricted Collateral that is commensurate with the amount of risk in which the 
Market Participant wants to engage, and/or limiting the Market Participant’s ability to participate 
in any PJM Market to the extent, and for the time-period necessary to mitigate the unreasonable 
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credit risk. In the event PJM determines that a Material Adverse Change in the financial 
condition or risk profile of a Market Participant and/or Guarantor, warrants a requirement to 
provide Collateral of any type, or some action to mitigate risk, PJM shall provide the Market 
Participant and/or Guarantor, a written explanation of why such determination was made.  
Conversely, in the event PJM determines there has been an improvement in the financial 
condition or risk profile of a Market Participant and/or Guarantor such that the amount of 
Collateral needed for that Market Participant  and/or Guarantor can be reduced, PJM shall 
provide a written explanation why such determination was made, including the amount of the 
Collateral reduction and indicating when and how the reduction will be made. 

 
4. Litigation and Contingencies  

 
Each Market Participant and/or Guarantor is required to disclose and provide information 
regarding litigation and contingencies as outlined in section II.A.5 above. 
 
5. History of Defaults in Energy Projects 
 
Each Market Participant and/or Guarantor is required to disclose current default status and 
default history as outlined in section II.A.6 above. 
 
6. Internal Credit Score 
 
As part of its ongoing risk evaluation, PJM will use credit risk scoring methodologies as a tool in 
determining an Internal Credit Score for each Market Participant and/or Guarantor, utilizing the 
same model and framework outlined in section II.A.3 above.   
 
7.  Other Disclosures and Additional Information  
 
Each Market Participant and/or Guarantor is required to make other disclosures and provide 
additional information outlined in section II.A.7 above. 
 
PJM will monitor each Market Participant’s use of services and associated financial obligations 
on a regular basis to determine their total potential financial exposure and for credit monitoring 
purposes, and may require the Market Participant and/or Guarantor to provide additional 
information, pursuant to the terms and provisions described herein.  
 
Market Participants shall provide PJM, upon request, any information or documentation 
reasonably required for PJM to monitor and evaluate a Market Participant’s creditworthiness and 
compliance with the Agreements related to settlements, billing, credit requirements, and other 
financial matters. 
 
8. Unreasonable Credit Risk 
 
If PJM has reasonable grounds to believe that a Market Participant and/or its Guarantor poses an 
unreasonable credit risk to any PJM Markets, PJM may immediately notify the Market 
Participant of such unreasonable credit risk and (1) issue a Collateral Call to demand Collateral, 
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additional Collateral, or Restricted Collateral or other assurances commensurate with the Market 
Participant’s and/or its Guarantor’s risk of financial default or other risk posed by the Market 
Participant’s or Guarantor’s financial condition or risk profile to the PJM Markets and PJM 
members, or (2) limit or suspend the Market Participant’s participation in any PJM Markets, to 
the extent and for such time period PJM determines is necessary to mitigate the unreasonable 
credit risk to any PJM Markets.  PJM will only limit or suspend a Market Participant’s market 
participation if Collateral, additional Collateral or Restricted Collateral cannot address the 
unreasonable credit risk. 
 
PJM’s determination will be based on, but not limited to, information and material provided to 
PJM during its ongoing risk evaluation process or in the Officer’s Certification, and/or 
information gleaned by PJM from public and non-public sources.  PJM will communicate its 
concerns, if any, in writing to the Market Participant and attempt to better understand the 
circumstances surrounding the Market Participant’s financial and credit position before making 
its determination.  At PJM’s request or upon its own initiative, the Market Participant or its 
Guarantor may provide supplemental information to PJM that would allow PJM to consider 
reducing the additional Collateral requested or reducing the severity of limitations or other 
restrictions designed to mitigate the Market Participant’s credit risk.  Such information shall 
include, but not be limited to: (i) the Market Participant’s estimated exposure, (ii) explanations 
for any recent change in the Market Participant’s market activity, (iii) any relevant new load or 
unit outage information; or (iv) any default or supply contract expiration, termination or 
suspension.   
 
The Market Participant shall have five (5) Business Days to respond to PJM’s request for 
supplemental information.  If the requested information is provided in full to PJM’s satisfaction 
during said period, the additional Collateral requirement shall reflect the Market Participant’s 
anticipated exposure based on the information provided.  Notwithstanding the foregoing, any 
additional Collateral requested by PJM in a Collateral Call must be provided by the Market 
Participant within the applicable cure period.  
 
In the event PJM determines that an Market Participant and/or its Guarantor presents an 
unreasonable credit risk, as described above, that warrants a requirement to provide Collateral of 
any type, or some action to mitigate risk, PJM shall provide the Market Participant with a written 
explanation of why such final determination was made.   
 
PJM has the right at any time to modify any Unsecured Credit Allowance and/or require 
additional Collateral as may be deemed reasonably necessary to support current or anticipated 
market activity as set forth in Tariff, Attachment Q, sections II.A.2 and II.C.1.b.  Failure to remit 
the required amount of additional Collateral within the applicable cure period shall constitute an 
Event of Default. 
 
F. Collateral and Credit Restrictions  
 
PJM may establish certain restrictions on available credit by requiring that some amounts of 
credit, i.e. Restricted Collateral, may not be available to satisfy credit requirements.  Such 
designations shall be construed to be applicable to the calculation of credit requirements only, 
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and shall not restrict PJM’s ability to apply such designated credit to any obligation(s) in case of 
a default.  Any such Restricted Collateral will be held by PJM, as applicable.  Such Restricted 
Collateral will not be returned to the Participant until PJM has determined that the risk for which 
such Restricted Collateral is being held has subsided or been resolved. 
 
PJM may post on PJM's web site, and may reference on OASIS, a supplementary document 
which contains additional business practices (such as algorithms for credit scoring) that are not 
included in this Attachment Q.  Changes to the supplementary document will be subject to 
stakeholder review and comment prior to implementation.  PJM may specify a required 
compliance date, not less than fifteen (15) calendar days from notification, by which time all 
Participants and their Guarantors must comply with provisions that have been revised in the 
supplementary document.  
 
PJM will regularly post each Participant’s and/or its Guarantor’s credit requirements and credit 
provisions on the PJM web site in a secure, password-protected location.  Each Participant and/or 
its Guarantor is responsible for monitoring such information, and maintaining sufficient credit to 
satisfy the credit requirements described herein. Failure to maintain credit sufficient to satisfy the 
credit requirements of the Attachment Q shall constitute a Credit Breach, and the Participant will 
be subject to the remedies established herein and in any of the Agreements. 
 
G. Unsecured Credit Allowance Calculation 
 
The external rating from a Rating Agency will be used as the source for calculating the 
Unsecured Credit Allowance, unless no external credit rating is available in which case PJM will 
utilize its Internal Credit Score for such purposes.  If there is a split rating between the Rating 
Agencies, the lower of the ratings shall apply.   
 
Where two or more entities, including Participants, are considered Credit Affiliates, Unsecured 
Credit Allowances will be established for each individual Participant, subject to an aggregate 
maximum amount for all Credit Affiliates as provided for in Attachment Q, section II.G.3. 
 
In its credit evaluation of Municipalities and Cooperatives, PJM may request additional 
information as part of the ongoing risk evaluation process and will also consider qualitative 
factors in determining financial strength and creditworthiness.   
 
1. Credit Rating and Internal Credit Score 
 
As previously described in section II.A.3 above, PJM will determine the Internal Credit Score for 
an Applicant, Market Participant and/or its Guarantor using the credit risk scoring methodologies 
contained therein.  Internal Credit Scores, ranging from 1-6, for each Applicant, Market 
Participant and/or its Guarantor, will be determined with the following mappings:  
 

1 = Very Low Risk (S&P/Fitch: AAA to AA-; Moody’s: Aaa to Aa3) 
2 = Low Risk (S&P/Fitch: A+ to BBB+; Moody’s: A1 to Baa1) 
3 = Low to Medium Risk (S&P/Fitch: BBB; Moody’s: Baa2) 
4 = Medium Risk (S&P/Fitch: BBB-; Moody’s: Baa3) 
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5 = Medium to High Risk (S&P/Fitch: BB+ to BB; Moody’s Ba1 to Ba2) 
6 = High Risk (S&P/Fitch: BB- and below; Moody’s: Ba3 and below)  

 
In instances where the external credit rating is used to calculate the unsecured credit allowance, 
PJM may also use the Internal Credit Score as an input into its determination of the overall risk 
profile of an Applicant and/or its Guarantor   
 
2. Unsecured Credit Allowance 
 
PJM will determine a Participant’s Unsecured Credit Allowance based on its external rating or 
its Internal Credit Score, as applicable, and the parameters in the table below.  The maximum 
Unsecured Credit Allowance is the lower of: 
 

(a) A percentage of the Participant’s Tangible Net Worth, as stated in the table 
below, with the percentage based on the Participant’s external rating or Internal 
Credit Score, as applicable;  and  

 
(b) A dollar cap based on the external rating or Internal Credit Score, as applicable, as 

stated in the table below: 
 
 

Internal Credit Score Risk Ranking Tangible Net 
Worth Factor 

Maximum Unsecured 
Credit Allowance 
 
($ Million) 

1.00 – 1.99 1 – Very Low 
(AAA to AA-) 

Up to 10.00% $50 

2.00 – 2.99 2 – Low (A+ to 
BBB+) 

Up to 8.00% $42 

3.00 – 3.49 3 – Low to 
Medium (BBB) 

Up to 6.00% $33 

3.50 – 4.49 4 – Medium 
(BBB-) 

Up to 5.00% $7 

4.50 – 5.49 5 – Medium to 
High (BB+ to BB) 

0% $0 

 > 5.49 6 – High (BB- and 
below) 

0% $0 

 
If a Corporate Guaranty is utilized to establish an Unsecured Credit Allowance for a Participant, 
the value of a Corporate Guaranty will be the lesser of: 

 
(a) The limit imposed in the Corporate Guaranty; 
 
(b) The Unsecured Credit Allowance calculated for the Guarantor; and 
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(c) A portion of the Unsecured Credit Allowance calculated for the Guarantor in the 
case of Credit Affiliates. 

 
PJM has the right at any time to modify any Unsecured Credit Allowance and/or require 
additional Collateral as may be deemed reasonably necessary to support current market activity.  
Failure to remit the required amount of additional Collateral within the applicable cure period 
shall be deemed an Event of Default. 

 
PJM will maintain a posting of each Participant’s Unsecured Credit Allowance, along with 
certain other credit related parameters, on the PJM website in a secure, password-protected 
location.  Each Participant will be responsible for monitoring such information and recognizing 
changes that may occur.   

3. Unsecured Credit Limits For Credit Affiliates 
 
If two or more Participants are Credit Affiliates and have requested an Unsecured Credit 
Allowance, PJM will consider the overall creditworthiness of the Credit Affiliates when 
determining the Unsecured Credit Allowances in order not to establish more Unsecured Credit 
for the Credit Affiliates collectively than the overall corporate family could support. 
 

Example: Participants A and B each have a $10.0 million Corporate Guaranty from their 
common parent, a holding company with an Unsecured Credit Allowance calculation of 
$12.0 million.  PJM may limit the Unsecured Credit Allowance for each Participant to 
$6.0 million, so the total Unsecured Credit Allowance does not exceed the corporate 
family total of $12.0 million. 
 

PJM will work with the Credit Affiliates to allocate the total Unsecured Credit Allowance among 
the Credit Affiliates while assuring that no individual Participant, nor common guarantor, 
exceeds the Unsecured Credit Allowance appropriate for its credit strength.  The aggregate 
Unsecured Credit for a Participant, including Unsecured Credit Allowance granted based on its 
own creditworthiness and risk profile, and any Unsecured Credit Allowance conveyed through a 
Guaranty shall not exceed $50 million. The aggregate Unsecured Credit for a Credit Affiliates 
corporate family shall not exceed $50 million.  A Credit Affiliate corporate family subject to this 
cap shall request PJM to allocate the maximum Unsecured Credit amongst the corporate family, 
assuring that no individual Participant or common guarantor, shall exceed the Unsecured Credit 
level appropriate for its credit strength and activity. 

 
H. Contesting an Unsecured Credit Evaluation 
 
PJM will provide to a Participant, upon request, a written explanation for any determination of or 
change in Unsecured Credit or credit requirement within ten (10) Business Days of receiving 
such request. 
 
If a Participant believes that either its level of Unsecured Credit or its credit requirement has 
been incorrectly determined, according to this Attachment Q, then the Participant may send a 
request for reconsideration in writing to PJM.  Such a request should include: 
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(1) A citation to the applicable section(s) of this Attachment Q along with an explanation of 

how the respective provisions of this Attachment Q were not carried out in the 
determination as made; and 

 
(2) A calculation of what the Participant believes should be the appropriate Unsecured Credit 

or Collateral requirement, according to terms of this Attachment Q. 
 
PJM will provide a written response as promptly as practical, but no more than ten (10) Business 
Days after receipt of the request.  If the Participant still feels that the determination is incorrect, 
then the Participant may contest that determination.  Such contest should be in written form, 
addressed to PJM, and should contain: 
 
(1) A complete copy of the Participant’s earlier request for reconsideration, including 

citations and calculations; 
 
(2) A copy of PJM’s written response to its request for reconsideration; and 
 
(3) An explanation of why it believes that the determination still does not comply with this 

Attachment Q. 
 
PJM will investigate and will respond to the Participant with a final determination on the matter 
as promptly as practical, but no more than twenty (20) Business Days after receipt of the request. 
 
Neither requesting reconsideration nor contesting the determination following such request shall 
relieve or delay Participant's responsibility to comply with all provisions of this Attachment Q, 
including without limitation posting Collateral, additional Collateral or Restricted Collateral in 
response to a Collateral Call.   
 
If a Corporate Guaranty is being utilized to establish credit for a Participant, the Guarantor will 
be evaluated and the Unsecured Credit Allowance granted, if any, based on the financial strength 
and creditworthiness, and risk profile of the Guarantor. Any utilization of a Corporate Guaranty 
will only be applicable to non-FTR credit requirements, and will not be applicable to cover FTR 
credit requirements. 
 
PJM will identify any necessary Collateral requirements and establish a Working Credit Limit 
for each Participant.  Any Unsecured Credit Allowance will only be applicable to non-FTR 
credit requirements, for positions in PJM Markets other than the FTR market, because all FTR 
credit requirements must be satisfied by posting Collateral. 
 
III. MINIMUM PARTICIPATION REQUIREMENTS 
 
A Participant seeking to participate in any PJM Markets shall submit to PJM any information or 
documentation reasonably required for PJM to evaluate its experience and resources.  If PJM 
determines, based on its review of the relevant information and after consultation with the 
Participant, that the Participant’s participation in any PJM Markets presents an unreasonable 
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credit risk, PJM may reject the Participant’s application to become a Market Participant, 
notwithstanding applicant’s ability to meet other minimum participation criteria, registration 
requirements and creditworthiness requirements.   
 
A.  Annual Certification  
 
Before they are eligible to transact in any PJM Market, all Applicants shall provide to PJM (i) an 
executed copy of a credit application and (ii) a copy of the annual certification set forth in 
Attachment Q, Appendix 1. As a condition to continued eligibility to transact in any PJM 
Market, Market Participants shall provide to PJM the annual certification set forth in Attachment 
Q, Appendix 1.   
 
After the initial submission, the annual certification must be submitted each calendar year by all 
Market Participants between January 1 and April 30.  PJM will accept such certifications as a 
matter of course and the Market Participants will not need further notice from PJM before 
commencing or maintaining their eligibility to participate in any PJM Markets.   
 
A Market Participant that fails to provide its annual certification by April 30 shall be ineligible to 
transact in any PJM Markets and PJM will disable the Market Participant’s access to any PJM 
Markets until such time as PJM receives the certification.  In addition, failure to provide an 
executed annual certification in a form acceptable to PJM and by the specified deadlines may 
result in a default under the Tariff. 
 
Market Participants acknowledge and understand that the annual certification constitutes a 
representation upon which PJM will rely. Such representation is additionally made under the 
Tariff, filed with and accepted by FERC, and any false, misleading or incomplete statement 
knowingly made by the Market Participant and that is material to the Market Participant’s ability 
to perform may be considered a violation of the Tariff and subject the Market Participant to 
action by FERC.  Failure to comply with any of the criteria or requirements listed herein or in the 
certification may result in suspension or limitation of a Market Participant’s transaction rights in 
any PJM Markets. 
 
Applicants and Market Participants shall submit to PJM, upon request, any information or 
documentation reasonably and/or legally required to confirm Applicant’s or Market Participant’s 
compliance with the Agreements and the annual certification.   
 
B. PJM Market Participation Eligibility Requirements 
 
PJM may conduct periodic verification to confirm that Applicants and Market Participants can 
demonstrate that they meet the definition of “appropriate person” to further ensure minimum 
criteria are in place.  Such demonstration will consist of the submission of evidence and an 
executed Annual Officer Certification form as set forth in Attachment Q, Appendix 1 in a form 
acceptable to PJM.  If an Applicant or Market Participant does not provide sufficient evidence 
for verification to PJM within five (5) Business Days of written request, then such Applicant or 
Market Participant may result in a default under this Tariff.  Demonstration of “appropriate 
person” status and support of other certifications on the annual certification is one part of the 
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Minimum Participation Requirements for any PJM Markets and does not obviate the need to 
meet the other Minimum Participation Requirements such as those for minimum capitalization 
and risk profile as set forth in this Attachment Q.  
 
To be eligible to transact in any PJM Markets, an Applicant or Participant must demonstrate in 
accordance with the Risk Management and Verification processes set forth below that it qualifies 
in one of the following ways: 
 

1. an “appropriate person,” as that term is defined under Commodity Exchange Act, 
section 4(c)(3), or successor provision, or; 
 

2. an “eligible contract participant,” as that term is defined in Commodity Exchange 
Act, section 1a(18), or successor provision, or; 

 
3. a business entity or person who is in the business of:  (1) generating, transmitting, or 

distributing electric energy, or (2) providing electric energy services that are 
necessary to support the reliable operation of the transmission system, or; 

 
4. an Applicant or Market Participant seeking eligibility as an “appropriate person” 

providing an unlimited Corporate Guaranty in a form acceptable to PJM as described 
in section V below from a Guarantor that has demonstrated it is an “appropriate 
person,” and has at least $1 million of total net worth or $5 million of total assets per 
Applicant and Market Participant for which the Guarantor has issued an unlimited 
Corporate Guaranty, or; 

 
5. an Applicant or Market Participant providing a Letter of Credit of at least $5 million 

to PJM in a form acceptable to PJM as described in section V below, that the 
Applicant or Market Participant acknowledges is separate from, and cannot be 
applied to meet, its credit requirements to PJM, or;. 

 
6. an Applicant or Market Participant providing a surety bond of at least $5 million to 

PJM in a form acceptable to PJM as described in section V below, that the Applicant 
or Market Participant acknowledges is separate from, and cannot be applied to meet, 
its credit requirements to PJM. 

 
If, at any time, a Market Participant cannot meet the eligibility requirements set forth above, it 
shall immediately notify PJM and immediately cease conducting transactions in any PJM 
Markets.  PJM may terminate a Market Participant’s transaction rights in any PJM Markets if, at 
any time, it becomes aware that the Market Participant does not meet the minimum eligibility 
requirements set forth above. 
 
In the event that a Market Participant is no longer able to demonstrate it meets the minimum 
eligibility requirements set forth above, and possesses, obtains or has rights to possess or obtain, 
any open or forward positions in any PJM Markets, PJM may take any such action it deems 
necessary with respect to such open or forward positions, including, but not limited to, 
liquidation, transfer, assignment or sale; provided, however, that the Market Participant will, 
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notwithstanding its ineligibility to participate in any PJM Markets, be entitled to any positive 
market value of those positions, net of any obligations due and owing to PJM. 
 
C. Risk Management and Verification 
 
All Market Participants must maintain current written risk management policies, procedures, or 
controls to address how market and credit risk is managed, and are required to submit to PJM (at 
the time they make their annual certification) a copy of their current governing risk control 
policies, procedures and controls applicable to their market activities.  PJM will review such 
documentation to verify that it appears generally to conform to prudent risk management 
practices for entities participating in any PJM Markets.   
 
All Market Participants subject to this provision shall make a one-time payment of $1,500.00 to 
PJM to cover administrative costs.  Thereafter, if such Participant’s risk policies, procedures and 
controls applicable to its market activities change substantively, it shall submit such modified 
documentation, with applicable administrative charge determined by PJM, to PJM for review and 
verification at the time it makes its annual certification.  All Market Participant’s continued 
eligibility to participate in any PJM Markets is conditioned on PJM notifying a Participant that 
its annual certification, including the submission of its risk policies, procedures and controls, has 
been accepted by PJM.  PJM may retain outside expertise to perform the review and verification 
function described in this section, however, in all circumstances, PJM and any third-party it may 
retain will treat as confidential the documentation provided by a Participant under this section, 
consistent with the applicable provisions of the Operating Agreement. 
 
Participants must demonstrate that they have implemented prudent risk management policies and 
procedures in order to be eligible to participate in any PJM Markets.  Participants must 
demonstrate on at least an annual basis that they have implemented and maintained prudent risk 
management policies and procedures in order to continue to participate in any PJM Markets.  
Upon written request, the Participant will have fourteen (14) calendar days to provide to PJM 
current governing risk management policies, procedures, or controls applicable to Participant’s 
activities in any PJM Markets.   
 
D. Capitalization 
 
In advance of certification, Applicants shall meet the minimum capitalization requirements 
below.  In addition to the annual certification requirements in Attachment Q, Appendix 1, a 
Market Participant shall satisfy the minimum capitalization requirements on an annual basis 
thereafter.  A Participant must demonstrate that it meets the minimum financial requirements 
appropriate for the PJM Markets in which it transacts by satisfying either the minimum 
capitalization or the provision of Collateral requirements listed below: 
 
1. Minimum Capitalization 
 
Minimum capitalization may be met by demonstrating minimum levels of Tangible Net Worth or 
tangible assets.  FTR Participants must demonstrate a Tangible Net Worth in excess of $1 
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million or tangible assets in excess of $10 million.  Other Market Participants must demonstrate 
a Tangible Net Worth in excess of $500,000 or tangible assets in excess of $5 million. 

 
(a) Consideration of tangible assets and Tangible Net Worth shall exclude assets which PJM 
reasonably believes to be restricted, highly risky, or potentially unavailable to settle a claim in 
the event of default.  Examples include, but are not limited to, restricted assets, derivative assets, 
goodwill, and other intangible assets. 

 
(b) Demonstration of “tangible” assets and Tangible Net Worth may be satisfied through 
presentation of an acceptable Corporate Guaranty, provided that both: 

 
(i) the Guarantor is a Credit Affiliate company that satisfies the Tangible Net Worth 

or tangible assets requirements herein, and; 
 

 (ii) the Corporate Guaranty is either unlimited or at least $500,000. 
 

If the Corporate Guaranty presented by the Participant to satisfy these 
capitalization requirements is limited in value, then the Participant’s resulting 
Unsecured Credit Allowance shall be the lesser of: 

 
(1) the applicable Unsecured Credit Allowance available to the Participant by 

the Corporate Guaranty pursuant to the creditworthiness provisions of this 
Attachment Q, or,: 
 

(2) the face value of the Corporate Guaranty, reduced by $500,000 and further 
reduced by 10%.  (For example, a $10.5 million Corporate Guaranty 
would be reduced first by $500,000 to $10 million and then further 
reduced 10% more to $9 million.  The resulting $9 million would be the 
Participant’s Unsecured Credit Allowance available through the Corporate 
Guaranty). 
 

 In the event that a Participant provides Collateral in addition to a limited 
Corporate Guaranty to increase its available credit, the value of such 
Collateral shall be reduced by 10%.  This reduced value shall be 
considered the amount available to satisfy requirements of this Attachment 
Q. 
 

(c) Demonstrations of minimum capitalization (minimum Tangible Net Worth or tangible 
assets) must be presented in the form of audited financial statements for the Participant’s most 
recent fiscal year during the initial risk evaluation process and ongoing risk evaluation process. 

 
2. Provision of Collateral 
 
If a Participant does not demonstrate compliance with its applicable minimum capitalization 
requirements above, it may still qualify to participate in any PJM Markets by posting Collateral, 
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additional Collateral, and/or Restricted Collateral, subject to the terms and conditions set forth 
herein. 

 
Any Collateral provided by a Participant unable to satisfy the minimum capitalization 
requirements above will also be restricted in the following manner:  

(a) Collateral provided by Market Participants that engage in FTR transactions shall 
be reduced by an amount of the current risk plus any future risk to any PJM 
Markets and PJM membership in general, and may coincide with limitations on 
market participation.  The amount of this Restricted Collateral shall not be 
available to cover any credit requirements from market activity.  The remaining 
value shall be considered the amount available to satisfy requirements of this 
Attachment Q. 

(b) Collateral provided by other Participants that engage in Virtual Transactions or 
Export Transactions shall be reduced by $200,000 and then further reduced by 
10%.  The amount of this Restricted Collateral shall not be available to cover any 
credit requirements from market activity.  The remaining value shall be 
considered the amount available to satisfy requirements of this Attachment Q. 

(c) Collateral provided by other Participants that do not engage in Virtual 
Transactions or Export Transactions shall be reduced by 10%.  The amount of this 
Restricted Collateral shall not be available to cover any credit requirements from 
market activity.  The remaining value shall be considered the amount available to 
satisfy requirements of this Attachment Q. 

In the event a Participant that satisfies the minimum capital requirement through provision of 
Collateral also provides a Corporate Guaranty to increase its available credit, then the 
Participant’s resulting Unsecured Credit Allowance conveyed through such Corporate Guaranty 
shall be the lesser of: 

(a) the applicable Unsecured Credit Allowance available to the Participant by the 
Corporate Guaranty pursuant to the creditworthiness provisions of this 
Attachment Q; or  

(b) the face value of the Corporate Guaranty, reduced commensurate with the amount 
of the current risk plus any anticipated future risk to any PJM Markets and PJM membership in 
general, and may coincide with limitations on market participation.  
 

 
IV.   ONGOING COVENANTS  
 
A. Ongoing Obligation to Provide Information to PJM 
 
So long as a Participant is eligible to participate, or participates or holds positions, in any PJM 
Markets, it shall deliver to PJM, in form and detail satisfactory to PJM: 
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(1) All financial statements and other financial disclosures as required by section II.E.2 by 
the deadline set forth therein; 

(2) Notice, within five (5) Business Days, of any Principal becoming aware that the 
Participant does not meet the Minimum Participation Requirements set forth in section 
III;  

(3) Notice when any Principal becomes aware of any matter that has resulted or would 
reasonably be expected to result in a Material Adverse Change in the financial condition 
of the Participant or its Guarantor, if any, a description of such Material Adverse Change 
in detail reasonable to allow PJM to determine its potential effect on, or any change in, 
the Participant’s risk profile as a participant in any PJM Markets, by the deadline set forth 
in section II.E.3 above; 

(4) Notice, within the deadline set forth therein, of any Principal becoming aware of a 
litigation or contingency event described in section II.E.4, or of a Material Adverse 
Change in any such litigation or contingency event previously disclosed to PJM, 
information in detail reasonable to allow PJM to determine its potential effect on, or any 
change in, the Market Participant’s risk profile as a participant in any PJM Markets by 
the deadline set forth therein; 

(5) Notice, within two (2) Business Days after any Principal becomes aware of a Credit 
Breach, Financial Default, or Credit Support Default, that includes a description of such 
default or event and the Participant’s proposals for addressing the default or event; 

(6)   As soon as available but not later than April 30th of any calendar year, the annual 
Certification described in section III.A in a form set forth in Attachment Q, Appendix 1; 

(7) Concurrently with submission of the annual certification, demonstration that the 
Participant meets the minimum capitalization requirements set forth in section III.D;  

(8) Concurrently with submission of the annual certification and within the applicable 
deadline of any substantive change, or within the applicable deadline of a request from 
PJM, a copy of the Participant’s written risk management policies, procedures or controls 
addressing how the Participant manages market and credit risk in the PJM Markets in 
which it participates, as well as a high level summary by the chief risk officer or other 
Principal regarding any material violations, breaches, or compliance or disciplinary 
actions related to the risk management policies, by the Participant under the policies, 
procedures or controls within the prior 12 months, as set forth in section IV.B below;  

(9) Within five (5) Business Days of request by PJM, evidence demonstrating the Participant 
meets the definition of “appropriate person” or “eligible contract participant,” as those 
terms are defined in the Commodity Exchange Act and the CFTC regulations 
promulgated thereunder, or of any other certification in the annual Certification; or 

(10) Within a reasonable time after PJM requests, any other information or documentation 
reasonably and/or legally required by PJM to confirm Participant’s compliance with the 
Tariff and its eligibility to participate in any PJM Markets. 

Participants acknowledge and understand that the deliveries constitute representations upon 
which PJM will rely in allowing the Participant to continue to participate in its markets, with the 
Internal Credit Score and Unsecured Credit Allowance, if any, previously determined by PJM.   
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B. Risk Management Review 
PJM shall also conduct a periodic compliance verification process to review and verify, as 
applicable, Participants’ risk management policies, practices, and procedures pertaining to the 
Participant’s activities in any PJM Markets.  PJM shall review such documentation to verify that 
it appears generally to conform to prudent risk management practices for entities trading in any 
PJM Markets. Participant shall also provide a high level summary by the chief risk officer or 
other Principal regarding any material violations, breaches, or compliance or disciplinary actions 
in connection with such risk management policies, practices and procedures within the prior 
twelve (12) months. 
If a third-party industry association publishes or modifies principles or best practices relating to 
risk management in North American markets for electricity, natural gas or electricity-related 
commodity products, PJM may, following stakeholder discussion and with no less than six (6) 
months prior notice to stakeholders, consider such principles or best practices in evaluating the 
Participant’s risk controls.   
 
PJM will prioritize the verification of risk management policies based on a number of criteria, 
including but not limited to how long the entity has been in business, the Participant’s and its 
Principals’ history of participation in any PJM Markets, and any other information obtained in 
determining the risk profile of the Participant. 
 
Each Participant’s continued eligibility to participate in any PJM Markets is conditioned upon 
PJM notifying the Participant of successful completion of PJM’s verification of the Participant’s 
risk management policies, practices and procedures, as discussed herein.  However, if PJM 
notifies the Participant in writing that it could not successfully complete the verification process, 
PJM shall allow such Participant fourteen (14) calendar days to provide sufficient evidence for 
verification prior to declaring the Participant as ineligible to continue to participate in any PJM 
Markets, which declaration shall be in writing with an explanation of why PJM could not 
complete the verification.  If the Participant does not provide sufficient evidence for verification 
to PJM within the required cure period, such Participant will be considered in default under this 
Tariff. PJM may retain outside expertise to perform the review and verification function 
described in this paragraph.  PJM and any third party it may retain will treat as confidential the 
documentation provided by a Participant under this paragraph, consistent with the applicable 
provisions of the Agreements.  If PJM retains such outside expertise, a Participant may direct in 
writing that PJM perform the risk management review and verification for such Participant 
instead of utilizing a third party, provided however, that employees and contract employees of 
PJM and PJM shall not be considered to be such outside expertise or third parties.   
 
Participants are solely responsible for the positions they take and the obligations they assume in 
any PJM Markets.  PJM hereby disclaims any and all responsibility to any Participant or PJM 
Member associated with Participant’s submitting or failure to submit its annual certification or 
PJM’s review and verification of a Participant’s risk policies, procedures and controls.  Such 
review and verification is limited to demonstrating basic compliance by a Participant showing 
the existence of written policies, procedures and controls to limit its risk in any PJM Markets and 
does not constitute an endorsement of the efficacy of such policies, procedures or controls. 
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V.   FORMS OF CREDIT SUPPORT 
 
In order to satisfy their PJM credit requirements Participants may provide credit support in a 
PJM-approved form and amount pursuant to the guidelines herein, provided that, 
notwithstanding anything to the contrary in this section, a Market Participant in PJM’s FTR 
markets shall meet its credit support requirements related to those FTR markets with either cash 
or Letters of Credit.   
 
Unless otherwise restricted by PJM, credit support provided may be used by PJM to secure the 
payment of Participant’s financial obligations under the Agreements.  
 
Collateral which may no longer be required to be maintained under provisions of the 
Agreements, shall be returned at the request of a Participant, no later than two (2) Business Days 
following determination by PJM within a commercially reasonable period of time that such 
Collateral is not required. 
 
Except when an Event of Default has occurred, a Participant may substitute an approved PJM 
form of Collateral for another PJM approved form of Collateral of equal value.   
 
A. Cash Deposit 
 
Cash provided by a Participant as Collateral will be held in a depository account by PJM.  
Interest shall accrue to the benefit of the Participant, provided that PJM may require Participants 
to provide appropriate tax and other information in order to accrue such interest credits.   
 
PJM may establish an array of investment options among which a Participant may choose to 
invest its cash deposited as Collateral.  The depository account shall be held in PJM’s name in a 
banking or financial institution acceptable to PJM.  Where practicable, PJM may establish a 
means for the Participant to communicate directly with the bank or financial institution to permit 
the Participant to direct certain activity in the PJM account in which its Collateral is held.  PJM 
will establish and publish procedural rules, identifying the investment options and respective 
discounts in Collateral value that will be taken to reflect any liquidation, market and/or credit 
risk presented by such investments.   
 
Cash Collateral may not be pledged or in any way encumbered or restricted from full and timely 
use by PJM in accordance with terms of the Agreements.   
 
PJM has the right to liquidate all or a portion of the Collateral account balance at its discretion to 
satisfy a Participant’s Total Net Obligation to PJM in the Event of Default under this Attachment 
Q or one or more of the Agreements.   
 
B. Letter of Credit   
 
An unconditional, irrevocable standby Letter of Credit can be utilized to meet the Collateral 
requirement.  As stated below, the form, substance, and provider of the Letter of Credit must all 
be acceptable to PJM.  
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(1) The Letter of Credit will only be accepted from U.S.-based financial institutions or U.S. 

branches of foreign financial institutions (“financial institutions”) that have a minimum 
corporate debt rating of “A” by Standard & Poor’s or Fitch Ratings, or “A2” from 
Moody’s Investors Service, or an equivalent short term rating from one of these agencies.  
PJM will consider the lowest applicable rating to be the rating of the financial institution.  
If the rating of a financial institution providing a Letter of Credit is lowered below A/A2 
by any Rating Agency, then PJM may require the Participant to provide a Letter of Credit 
from another financial institution that is rated A/A2 or better, or to provide a cash 
deposit.  If a Letter of Credit is provided from a U.S. branch of a foreign institution, the 
U.S. branch must itself comply with the terms of this Attachment Q, including having its 
own acceptable credit rating. 

 
(2) The Letter of Credit shall state that it shall renew automatically for successive one-year 

periods, until terminated upon at least ninety (90) calendar days prior written notice from 
the issuing financial institution.  If PJM or PJM receives notice from the issuing financial 
institution that the current Letter of Credit is being cancelled or expiring, the Participant 
will be required to provide evidence, acceptable to PJM, that such Letter of Credit will be 
replaced with appropriate Collateral, effective as of the cancellation date of the Letter of 
Credit, no later than thirty (30) calendar days before the cancellation date of the Letter of 
Credit, and no later than ninety (90) calendar days after the notice of cancellation.  
Failure to do so will constitute a default under this Attachment Q and one or more of the 
Agreements.  

 
(3) PJM will post on its web site an acceptable standard form of a Letter of Credit that should 

be utilized by a Participant choosing to submit a Letter of Credit to establish credit at 
PJM.  If the Letter of Credit varies in any way from the standard format, it must first be 
reviewed and approved by PJM.  All costs associated with obtaining and maintaining a 
Letter of Credit and meeting the Attachment Q provisions are the responsibility of the 
Participant. 

 
(4) PJM may accept a Letter of Credit from a financial institution that does not meet the 

credit standards of this Attachment Q provided that the Letter of Credit has third-party 
support, in a form acceptable to PJM, from a financial institution that does meet the credit 
standards of this Attachment Q. 

 
C. Corporate Guaranty  
 
An irrevocable and unconditional Corporate Guaranty may be utilized to establish an Unsecured 
Credit Allowance for a Participant.  Such credit will be considered a transfer of Unsecured Credit 
from the Guarantor to the Participant, and will not be considered a form of Collateral.  
 
PJM will post on its web site an acceptable form that should be utilized by a Participant choosing 
to establish its credit with a Corporate Guaranty.  If the Corporate Guaranty varies in any way 
from the PJM format, it must first be reviewed and approved by PJM before it may be applied to 
satisfy the Participant’s credit requirements.   
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The Corporate Guaranty must be signed by an officer of the Guarantor, and must demonstrate 
that it is duly authorized in a manner acceptable to PJM.  Such demonstration may include either 
a corporate seal on the Corporate Guaranty itself, or an accompanying executed and sealed 
secretary’s certificate from the Guarantor’s corporate secretary noting that the Guarantor was 
duly authorized to provide such Corporate Guaranty and that the person signing the Corporate 
Guaranty is duly authorized, or other manner acceptable to PJM.  
  
PJM will evaluate the creditworthiness of a Guarantor and will establish any Unsecured Credit 
granted through a Corporate Guaranty using the methodology and requirements established for 
Participants requesting an Unsecured Credit Allowance as described herein.  Foreign Guaranties 
and Canadian Guaranties shall be subject to additional requirements as established herein.  
If PJM determines at any time that a Material Adverse Change in the financial condition of the 
Guarantor has occurred, or if the Corporate Guaranty comes within thirty (30) calendar days of 
expiring without renewal, PJM may reduce or eliminate any Unsecured Credit afforded to the 
Participant through the guaranty.  Such reduction or elimination may require the Participant to 
provide Collateral within the applicable cure period. If the Participant fails to provide the 
required Collateral, the Participant shall be in default under this Attachment Q. 
 
All costs associated with obtaining and maintaining a Corporate Guaranty and meeting the 
Attachment Q provisions are the responsibility of the Participant.   
 
1. Foreign Guaranties 
 
A Foreign Guaranty is a Corporate Guaranty that is provided by a Credit Affiliate entity that is 
domiciled in a country other than the United States or Canada. The entity providing a Foreign 
Guaranty on behalf of a Participant is a Foreign Guarantor.  A Participant may provide a Foreign 
Guaranty in satisfaction of part of its credit obligations or voluntary credit provision at PJM 
provided that all of the following conditions are met: 
 
PJM reserves the right to deny, reject, or terminate acceptance of any Foreign Guaranty at any 
time, including for material adverse circumstances or occurrences.  
 
(a) A Foreign Guaranty: 

(i) Must contain provisions equivalent to those contained in PJM’s standard form of 
Foreign Guaranty with any modifications subject to review and approval by PJM 
counsel. 

(ii) Must be denominated in US currency. 
(iii) Must be written and executed solely in English, including any duplicate originals. 
(iv) Will not be accepted towards a Participant’s Unsecured Credit Allowance for 

more than the following limits, depending on the Foreign Guarantor's credit 
rating: 
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(v) May not exceed 50% of the Participant’s total credit, if the Foreign Grantor is 

rated less than BBB+. 
 
(b) A Foreign Guarantor: 

(i) Must satisfy all provisions of this Attachment Q applicable to domestic 
Guarantors. 

(ii) Must be a Credit Affiliate of the Participant. 
(iii) Must maintain an agent for acceptance of service of process in the United States; 

such agent shall be situated in the Commonwealth of Pennsylvania, absent legal 
constraint. 

(iv) Must be rated by at least one Rating Agency acceptable to PJM; the credit 
strength of a Foreign Guarantor may not be determined based on an evaluation of 
its audited financial statements without an actual credit rating as well. 

(v) Must have a senior unsecured (or equivalent, in PJM’s sole discretion) rating of 
BBB (one notch above BBB-) or greater by any and all agencies that provide 
rating coverage of the entity. 

(vi) Must provide audited financial statements, in US GAAP format or any other 
format acceptable to PJM, with clear representation of net worth, intangible 
assets, and any other information PJM may require in order to determine the 
entity’s Unsecured Credit Allowance. 

(vii) Must provide a Secretary’s Certificate from the Participant’s corporate secretary 
certifying the adoption of Corporate Resolutions: 
1. Authorizing and approving the Guaranty; and 
2. Authorizing the Officers to execute and deliver the Guaranty on behalf of 

the Guarantor.   
(viii) Must be domiciled in a country with a minimum long-term sovereign (or 

equivalent) rating of AA+/Aa1, with the following conditions: 
1. Sovereign ratings must be available from at least two rating agencies 

acceptable to PJM (e.g. S&P, Moody’s, Fitch, DBRS).  
2. Each agency’s sovereign rating for the domicile will be considered to be 

the lowest of: country ceiling, senior unsecured government debt, long-
term foreign currency sovereign rating, long-term local currency sovereign 
rating, or other equivalent measures, at PJM’s sole discretion.  

3. Whether ratings are available from two or three agencies, the lowest of the 
two or three will be used. 

(ix) Must be domiciled in a country that recognizes and enforces judgments of US 
courts. 

 

Rating of Foreign Guarantor 

Maximum Accepted 
Guaranty if Country Rating is 

AAA 

Maximum Accepted 
Guaranty if Country 

Rating is AA+ 
A- and above USD50,000,000 USD30,000,000 

BBB+ USD30,000,000 USD20,000,000 
BBB USD10,000,000 USD10,000,000 

BBB- or below USD 0 USD 0 
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(x) Must demonstrate financial commitment to activity in the United States as 
evidenced by one of the following: 
1. American Depository Receipts (ADR) are traded on the New York Stock 

Exchange, American Stock Exchange, or NASDAQ. 
2. Equity ownership worth over USD 100,000,000 in the wholly-owned or 

majority owned subsidiaries in the United States. 
(xi) Must satisfy all other applicable provisions of the PJM Tariff and/or Operating 

Agreement, including this Attachment Q. 
(xii) Must pay for all expenses incurred by PJM related to reviewing and accepting a 

foreign guaranty beyond nominal in-house credit and legal review. 
(xiii) Must, at its own cost, provide PJM with independent legal opinion from an 

attorney/solicitor of PJM’s choosing and licensed to practice law in the United 
States and/or Guarantor’s domicile, in form and substance acceptable to PJM in 
its sole discretion, confirming the enforceability of the Foreign Guaranty, the 
Guarantor’s legal authorization to grant the Guaranty, the conformance of the 
Guaranty, Guarantor, and Guarantor's domicile to all of these requirements, and 
such other matters as PJM may require in its sole discretion. 

 
2. Canadian Guaranties 
 
The entity providing a Canadian Guaranty on behalf of a Participant is a Canadian Guarantor.  A 
Participant may provide a Canadian Guaranty in satisfaction of part of its credit obligations or 
voluntary credit provision at PJM provided that all of the following conditions are met. 
 
PJM reserves the right to deny, reject, or terminate acceptance of any Canadian Guaranty at any 
time for reasonable cause, including material adverse circumstances or occurrences. 
 
(a) A Canadian Guaranty: 

(i) Must contain provisions equivalent to those contained in PJM’s standard form of 
Foreign Guaranty with any modifications subject to review and approval by PJM 
counsel. 

(ii) Must be denominated in US currency. 
(iii) Must be written and executed solely in English, including any duplicate originals. 

 
(b) A Canadian Guarantor: 

(i) Must be a Credit Affiliate of the Participant. 
(ii) Must satisfy all provisions of this Attachment Q applicable to domestic 

Guarantors. 
(iii) Must maintain an agent for acceptance of service of process in the United States; 

such agent shall be situated in the Commonwealth of Pennsylvania, absent legal 
constraint. 

(iv) Must be rated by at least one Rating Agency acceptable to PJM; the credit 
strength of a Canadian Guarantor may not be determined based on an evaluation 
of its audited financial statements without an actual credit rating as well. 

(v) Must provide audited financial statements, in US GAAP format or any other 
format acceptable to PJM with clear representation of net worth, intangible assets, 
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and any other information PJM may require in order to determine the entity's 
Unsecured Credit Allowance. 

(vi) Must satisfy all other applicable provisions of the PJM Tariff and/or Operating 
Agreement, including this Attachment Q.  

 
D. Surety Bond   
 
An unconditional, irrevocable surety bond can be utilized to meet the Collateral requirement for 
Participants.  As stated below, the form, substance, and provider of the surety bond must all be 
acceptable to PJM. 
 

(i) An acceptable surety bond must be payable immediately upon demand without 
prior demonstration of the validity of the demand.  The surety bond will only be 
accepted from a U.S. Treasury-listed approved surety that has either (i) a 
minimum corporate debt rating of “A” by Standard & Poor’s or Fitch Ratings, or 
“A2” from Moody’s Investors Service, or an equivalent short term rating from 
one of these agencies, or (ii) a minimum insurer rating of “A” by A.M. Best.  
PJMSettlement will consider the lowest applicable rating to be the rating of the 
surety.  If the rating of a surety providing a surety bond is lowered below A/A2 by 
any rating agency, then PJMSettlement may require the Participant to provide a 
surety bond from another surety that is rated A/A2 or better, or to provide another 
form of Collateral.  
 

(ii) The surety bond shall have an initial period of at least one year, and shall state 
that it shall renew automatically for successive one-year periods, until terminated 
upon at least ninety (90) days prior written notice from the issuing surety.  If PJM 
receives notice from the issuing surety that the current surety bond is being 
cancelled, the Participant will be required to provide evidence, acceptable to PJM, 
that such surety bond will be replaced with appropriate Collateral, effective as of 
the cancellation date of the surety bond, no later than thirty (30) days before the 
cancellation date of the surety bond, and no later than ninety (90) days after the 
notice of cancellation.  Failure to do so will constitute a default under this 
Attachment Q and one of more of the Agreements enabling PJM to immediately 
demand payment of the full value of the surety bond.  

 
(iii) PJM will post on its web site an acceptable standard form of a surety bond that 

should be utilized by a Participant choosing to submit a surety bond to establish 
credit at PJM. If the surety bond varies in any way from the standard format, it 
must first be reviewed and approved by PJM.  PJM shall not accept any surety 
bond that varies in any material way from the standard format.  All costs 
associated with obtaining and maintaining a surety bond and meeting the 
Attachment Q provisions are the responsibility of the Participant. 

 
(iv) PJM shall not accept surety bonds with an aggregate value greater than $10 

million dollars ($10,000,000) issued by any individual surety on behalf of any 
individual Participant.  
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(v) PJM shall not accept surety bonds with an aggregate value greater than $50 

million dollars ($50,000,000) issued by any individual surety. 
 
E.  PJM Administrative Charges 
 
Collateral or credit support held by PJM shall also secure obligations to PJM for PJM 
administrative charges, and may be liquidated to satisfy all such obligations in an Event of 
Default. 
 
E.F. Collateral and Credit Support Held by PJM  
 
Collateral or credit support submitted by Participants and held by PJM shall be held by PJM for 
the benefit of PJM. 
 
VI. SUPPLEMENTAL CREDIT REQUIREMENTS FOR SCREENED 

TRANSACTIONS 
 
A. Virtual and Export Transaction Screening 
 
1. Credit for Virtual and Export Transactions 
 
Export Transactions and Virtual Transactions both utilize Credit Available for Virtual 
Transactions to support their credit requirements.   
 
PJM does not require a Market Participant to establish separate or additional credit for 
submitting Virtual or Export Transactions; however, once transactions are submitted and 
accepted by PJM, PJM may require credit supporting those transactions to be held until the 
transactions are completed and their financial impact incorporated into the Market Participant’s 
Obligations.  If a Market Participant chooses to establish additional Collateral and/or Unsecured 
Credit Allowance in order to increase its Credit Available for Virtual Transactions, the Market 
Participant’s Working Credit Limit for Virtual Transactions shall be increased in accordance 
with the definition thereof.  The Collateral and/or Unsecured Credit Allowance available to 
increase a Market Participant’s Credit Available for Virtual Transactions shall be the amount of 
Collateral and/or Unsecured Credit Allowance available after subtracting any credit required for 
Minimum Participation Requirements, FTR, RPM or other credit requirement determinants 
defined in this Attachment Q, as applicable. 
 
If a Market Participant chooses to provide additional Collateral in order to increase its Credit 
Available for Virtual Transactions PJM may establish a reasonable timeframe, not to exceed 
three months, for which such Collateral must be maintained.  PJM will not impose such 
restriction on a deposit unless a Market Participant is notified prior to making the deposit.  Such 
restriction, if applied, shall be applied to all future deposits by all Market Participants engaging 
in Virtual Transactions. 
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A Market Participant may increase its Credit Available for Virtual Transactions by providing 
additional Collateral to PJM.  PJM will make a good faith effort to make new Collateral 
available as Credit Available for Virtual Transactions as soon as practicable after confirmation of 
receipt.  In any event, however, Collateral received and confirmed by noon on a Business Day 
will be applied (as provided under this Attachment Q) to Credit Available for Virtual 
Transactions no later than 10:00 am on the following Business Day.  Receipt and acceptance of 
wired funds for cash deposit shall mean actual receipt by PJM’s bank, deposit into PJM’s 
customer deposit account, confirmation by PJM that such wire has been received and deposited, 
and entry into PJM’s credit system.  Receipt and acceptance of letters of credit or surety bonds 
shall mean receipt of the original Letter of Credit or surety bond, or amendment thereto, 
confirmation from PJM’s credit and legal staffs that such Letter of Credit or surety bond, or 
amendment thereto conforms to PJM’s requirements, which confirmation shall be made in a 
reasonable and practicable timeframe, and entry into PJM’s credit system.  To facilitate this 
process, bidders submitting additional Collateral for the purpose of increasing their Credit 
Available for Virtual Transactions are advised to submit such Collateral well in advance of the 
desired time, and to specifically notify PJM of such submission. 
 
A Market Participant wishing to submit Virtual or Export Transactions must allocate within 
PJM’s credit system the appropriate amount of Credit Available for Virtual Transactions to the 
virtual and export allocation sections within each customer account in which it wishes to submit 
such transactions.  
 
2. Virtual Transaction Screening  
 
All Virtual Transactions submitted to PJM shall be subject to a credit screen prior to acceptance 
in the Day-ahead Energy Market.  The credit screen is applied separately for each of a Market 
Participant’s customer accounts.  The credit screen process will automatically reject Virtual 
Transactions submitted by the Market Participant in a customer account if the Market 
Participant’s Credit Available for Virtual Transactions, allocated on a customer account basis, is 
exceeded by the Virtual Credit Exposure that is calculated based on the Market Participant’s 
Virtual Transactions submitted, as described below. 
 
A Market Participant’s Virtual Credit Exposure will be calculated separately for each customer 
account on a daily basis for all Virtual Transactions submitted by the Market Participant for the 
next Operating Day using the following equation: 
 
Virtual Credit Exposure = INC and DEC Exposure + Up-to Congestion Exposure  
Where: 
 
(a) INC and DEC Exposure for each customer account is calculated as: 
 
 (i) ((the total MWh bid or offered, whichever is greater, hourly at each node) x the Nodal 
Reference Price x 1 day) summed over all nodes and all hours; plus (ii) ((the difference between 
the total bid MWh cleared and total offered MWh cleared hourly at each node) x Nodal 
Reference Price) summed over all nodes and all hours for the previous cleared Day-ahead 
Energy Market. 
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(b) Up-to Congestion Exposure for each customer account is calculated as: 
 

(i) Total MWh bid hourly for each Up-to Congestion Transaction x (price bid – Up-to 
Congestion Reference Price) summed over all Up-to Congestion Transactions and all hours; plus 
(ii) Total MWh cleared hourly for each Up-to Congestion Transaction x (cleared price – Up-to 
Congestion Reference Price) summed over all Up-to Congestion Transactions and all hours for 
the previous cleared Day-ahead Energy Market, provided that hours for which the calculation for 
an Up-to Congestion Transaction is negative, it shall be deemed to have a zero contribution to 
the sum. 

 
3. Export Transaction Screening 
 
Export Transactions in the Real-time Energy Market shall be subject to Export Transaction 
Screening.  Export Transaction Screening may be performed either for the duration of the entire 
Export Transaction, or separately for each time interval comprising an Export Transaction.  PJM 
will deny or curtail all or a portion (based on the relevant time interval) of  an Export Transaction  
if that Export Transaction, or portion thereof, would otherwise cause the Market Participant's 
Export Credit Exposure to exceed its Credit Available for Export Transactions.  Export 
Transaction Screening shall be applied separately for each Operating Day and shall also be 
applied to each Export Transaction one or more times prior to the market clearing process for 
each relevant time interval.  Export Transaction Screening shall not apply to transactions 
established directly by and between PJM and a neighboring Balancing Authority for the purpose 
of maintaining reliability. 
 
A Market Participant’s credit exposure for an individual Export Transaction shall be the MWh 
volume of the Export Transaction for each relevant time interval multiplied by each relevant 
Export Transaction Price Factor and summed over all relevant time intervals of the Export 
Transaction. 
 
B. RPM Auction and Price Responsive Demand Credit Requirements 
 
Settlement during any Delivery Year of cleared positions resulting or expected to result from any 
RPM Auction shall be included as appropriate in Peak Market Activity, and the provisions of this 
Attachment Q shall apply to any such activity and obligations arising therefrom.  In addition, the 
provisions of this section shall apply to any entity seeking to participate in any RPM Auction, to 
address credit risks unique to such auctions.  The provisions of this section also shall apply under 
certain circumstances to PRD Providers that seek to commit Price Responsive Demand pursuant 
to the provisions of the Reliability Assurance Agreement. 
 
Credit requirements described herein for RPM Auctions and RPM bilateral transactions are 
applied separately for each customer account of a Market Participant.  Market Participants 
wishing to participate in an RPM Auction or enter into RPM bilateral transactions must designate 
the appropriate amount of credit to each account in which their offers are submitted.   
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1. Applicability 
 
A Market Participant seeking to submit a Sell Offer in any RPM Auction based on any Capacity 
Resource for which there is a materially increased risk of nonperformance must satisfy the credit 
requirement specified herein before submitting such Sell Offer.  A PRD Provider seeking to 
commit Price Responsive Demand for which there is a materially increased risk of non-
performance must satisfy the credit requirement specified herein before it may commit the Price 
Responsive Demand.  Credit must be maintained until such risk of non-performance is 
substantially eliminated, but may be reduced commensurate with the reduction in such risk, as 
set forth in section IV.B.3 below.   
 
For purposes of this provision, a resource for which there is a materially increased risk of 
nonperformance shall mean:  (i) a Planned Generation Capacity Resource; (ii) a Planned 
Demand Resource or an Energy Efficiency Resource; (iii) a Qualifying Transmission Upgrade; 
(iv) an existing or Planned Generation Capacity Resource located outside the PJM Region that at 
the time it is submitted in a Sell Offer has not secured firm transmission service to the border of 
the PJM Region sufficient to satisfy the deliverability requirements of the Reliability Assurance 
Agreement; or (v) Price Responsive Demand to the extent the responsible PRD Provider has not 
registered PRD-eligible load at a PRD Substation level to satisfy its Nominal PRD Value 
commitment, in accordance with Reliability Assurance Agreement, Schedule 6.1. 
 
2. Reliability Pricing Model Auction and Price Responsive Demand Credit 

Requirement 
 
Except as provided for Credit-Limited Offers below, for any resource specified in section IV.B.1 
above, other than Price Responsive Demand, the credit requirement shall be the RPM Auction 
Credit Rate, as provided in section IV.B.4 below, times the megawatts to be offered for sale from 
such resource in an RPM Auction.  For Qualified Transmission Upgrades, the credit 
requirements shall be based on the Locational Deliverability Area in which such upgrade was to 
increase the Capacity Emergency Transfer Limit.  However, the credit requirement for Planned 
Financed Generation Capacity Resources and Planned External Financed Generation Capacity 
Resources shall be one half of the product of the RPM Auction Credit Rate, as provided in 
section IV.B.4 below, times the megawatts to be offered for sale from such resource in a 
Reliability Pricing Model Auction.  The RPM Auction Credit Requirement for each Market 
Participant shall be determined on a customer account basis, separately for each customer 
account of a Market Participant, and shall be the sum of the credit requirements for all such 
resources to be offered by such Market Participant in the auction or, as applicable, cleared by 
such Market Participant in the relevant auctions.  For Price Responsive Demand, the credit 
requirement shall be based on the Nominal PRD Value (stated in Unforced Capacity terms) times 
the Price Responsive Demand Credit Rate as set forth in section IV.B.5 below.  Except for 
Credit-Limited Offers, the RPM Auction Credit requirement for a Market Participant will be 
reduced for any Delivery Year to the extent less than all of such Market Participant’s offers clear 
in the Base Residual Auction or any Incremental Auction for such Delivery Year. Such reduction 
shall be proportional to the quantity, in megawatts, that failed to clear in such Delivery Year. 
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A Sell Offer based on a Planned Generation Capacity Resource, Planned Demand Resource, or 
Energy Efficiency Resource may be submitted as a Credit-Limited Offer.  A Market Participant 
electing this option shall specify a maximum amount of Unforced Capacity, in megawatts, and a 
maximum credit requirement, in dollars, applicable to the Sell Offer.  A Credit-Limited Offer 
shall clear the RPM Auction in which it is submitted (to the extent it otherwise would clear based 
on the other offer parameters and the system’s need for the offered capacity) only to the extent of 
the lesser of:  (i) the quantity of Unforced Capacity that is the quotient of the division of the 
specified maximum credit requirement by the Auction Credit Rate resulting from section 
IV.B.4.b. below; and (ii) the maximum amount of Unforced Capacity specified in the Sell Offer.  
For a Market Participant electing this alternative, the RPM Auction Credit requirement 
applicable prior to the posting of results of the auction shall be the maximum credit requirement 
specified in its Credit-Limited Offer, and the RPM Auction Credit requirement subsequent to 
posting of the results will be the Auction Credit Rate, as provided in section IV.B.4.b, c. or d. of 
this Attachment Q, as applicable, times the amount of Unforced Capacity from such Sell Offer 
that cleared in the auction. The availability and operational details of Credit-Limited Offers shall 
be as described in the PJM Manuals. 
 
As set forth in section IV.B.4 below, a Market Participant's Auction Credit requirement shall be 
determined separately for each Delivery Year. 
 
3. Reduction in Credit Requirement 
 
As specified below, the RPM Auction Credit Rate may be reduced under certain circumstances 
after the auction has closed. 
 
The Price Responsive Demand credit requirement shall be reduced as and to the extent the PRD 
Provider registers PRD-eligible load at a PRD Substation level to satisfy its Nominal PRD Value 
commitment, in accordance with Reliability Assurance Agreement, Schedule 6.1. 
 
In addition, the RPM Auction Credit requirement for a Market Participant for any given Delivery 
Year shall be reduced periodically, after the Market Participant has provided PJM a written 
request for each reduction, accompanied by documentation sufficient for PJM to verify 
attainment of required milestones or satisfaction of other requirements, and PJM has verified that 
the Market Participant has successfully met progress milestones for its Capacity Resource that 
reduce the risk of non-performance, as follows:  
 
(a) For Planned Demand Resources and Energy Efficiency Resources, the RPM Auction 
Credit requirement will be reduced in direct proportion to the megawatts of such Demand 
Resource that the Resource Provider qualifies as a Capacity Resource, in accordance with the 
procedures established under the Reliability Assurance Agreement. 
 
(b) For Existing Generation Capacity Resources located outside the PJM Region that have 
not secured sufficient firm transmission to the border of the PJM Region prior to the auction in 
which such resource is first offered, the RPM Auction Credit requirement shall be reduced in 
direct proportion to the megawatts of firm transmission service secured by the Market Participant 
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that qualify such resource under the deliverability requirements of the Reliability Assurance 
Agreement.   
 
(c) For Planned Generation Capacity Resources located in the PJM Region, the RPM 
Auction Credit requirement shall be reduced as the Capacity Resource attains the milestones 
stated in the following table and as further described in the PJM Manuals.  
 

Milestones 
Increment of reduction 

from initial RPM Auction 
Credit requirement  

Effective Date of Interconnection Service Agreement 50% 
Financial Close 15% 
Full Notice to Proceed and Commencement of 
Construction (e.g., footers poured) 5% 

Main Power Generating Equipment Delivered 5% 
Commencement of Interconnection Service 25% 

 
For externally financed projects, the Market Participant must submit with its request for 
reduction a sworn, notarized certification of a duly authorized independent engineer for the 
Financial Close, Full Notice to Proceed and Commencement of Construction, and Main Power 
Generating Equipment Delivered milestones.  

 
For internally financed projects, the Market Participant must submit with its request for reduction 
a sworn, notarized certification of a duly authorized officer of the Market Participant for the 
Financial Close milestone and either a duly authorized independent engineer or Professional 
Engineer for the Full Notice to Proceed and Commencement of Construction and the Main 
Power Generating Equipment Delivered milestones. 

 
The required certifications must be in a form acceptable to PJM, certifying that the engineer or 
officer, as applicable, has personal knowledge, or has engaged in a diligent inquiry to determine, 
that the milestone has been achieved and that, based on its review of the relevant project 
information, the engineer or officer, as applicable, is not aware of any information that could 
reasonably cause it to believe that the Capacity Resource will not be in-service by the beginning 
of the applicable Delivery Year.  The Market Participant shall, if requested by PJM, supply to 
PJM on a confidential basis all records and documents relating to the engineer’s and/or officer’s 
certifications.   
 
(d) For Planned External Generation Capacity Resources, the RPM Auction Credit 
requirement shall be reduced as the Capacity Resource attains the milestones stated in the 
following table and as further described in the PJM Manuals; provided, however, that the total 
percentage reduction in the RPM Auction Credit requirement shall be no greater than the 
quotient of (i) the MWs of firm transmission service that the Market Participant has secured for 
the complete transmission path divided by (ii) the MWs of firm transmission service required to  
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qualify such resource under the deliverability requirements of the Reliability Assurance 
Agreement. 
 

Credit Reduction Milestones for Planned External Generation Capacity Resources 

Milestones 
Increment of reduction from 
initial RPM Auction Credit 
requirement 

Effective Date of the equivalent of an Interconnection 
Service Agreement 50% 

Financial Close 15% 
Full Notice to Proceed and Commencement of 
Construction (e.g., footers poured) 5% 

Main Power Generating Equipment Delivered 5% 
Commencement of Interconnection Service 25% 

 
To obtain a reduction in its RPM Auction Credit requirement, the Market Participant must 
demonstrate satisfaction of the applicable milestone in the same manner as set forth for Planned 
Generation Capacity Resources in subsection (c) above.   
 
(e) For Planned Financed Generation Capacity Resources located in the PJM Region, the 
RPM Auction Credit requirement shall be reduced as the Capacity Resource attains the 
milestones stated in the following table and as further described in the PJM Manuals.  
  

Credit Reduction Milestones for Planned Financed Generation Capacity Resources 

Milestones 
Increment of reduction from 
initial RPM Auction Credit 

requirement 
Full Notice to Proceed 50% 
Commencement of Construction (e.g., footers poured) 15% 
Main Power Generating Equipment Delivered 10% 
Commencement of Interconnection Service 25% 

 
To obtain a reduction in its RPM Auction Credit requirement, the Market Participant must 
demonstrate satisfaction of the applicable milestone in the same manner as set forth for Planned 
Generation Capacity Resources in subsection (c) above. 
 
(f) For Planned External Financed Generation Capacity Resources, the RPM Auction Credit 
Requirement shall be reduced as the Capacity Resource attains the milestones stated in the 
following table and as further described in the PJM Manuals; provided, however, that the total 
percentage reduction in the RPM Auction Credit requirement, including the initial 50% reduction 
for being a Planned External Financed Generation Capacity Resources, shall be no greater than 
the quotient of (i) the MWs of firm transmission service that the Market Participant has secured 
for the complete transmission path divided by (ii) the MWs of firm transmission service required 
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to qualify such resource under the deliverability requirements of the Reliability Assurance 
Agreement.  
 

Credit Reduction Milestones for Planned External Financed Generation Capacity  

Milestones 
Increment of reduction from 
initial RPM Auction Credit 

requirement  
Full Notice to Proceed  50% 
Commencement of Construction (e.g., footers poured)  15% 
Main Power Generating Equipment Delivered  10% 
Commencement of Interconnection Service  25% 

 
To obtain a reduction in its RPM Auction Credit requirement, the Market Participant must 
demonstrate satisfaction of the applicable milestone in the same manner as set forth for Planned 
Generation Capacity Resources in subsection (c) above. 
 
(g) For Qualifying Transmission Upgrades, the RPM Auction Credit requirement shall be 
reduced to 50% of the amount calculated under section IV.B.2 above beginning as of the 
effective date of the latest associated Interconnection Service Agreement (or, when a project will 
have no such agreement, an Upgrade Construction Service Agreement), and shall be reduced to 
zero on the date the Qualifying Transmission Upgrade is placed in service.   
 
4. RPM Auction Credit Rate 
 
As set forth in the PJM Manuals, a separate Auction Credit Rate shall be calculated for each 
Delivery Year prior to each RPM Auction for such Delivery Year, as follows: 
 
(a)  Prior to the posting of the results of a Base Residual Auction for a Delivery Year, the 
Auction Credit Rate shall be: 
 

(i) For all Capacity Resources other than Capacity Performance Resources,  (the 
greater of (A) 0.3 times the Net Cost of New Entry for the PJM Region for such 
Delivery Year, in MW-day or (B) $20 per MW-day) times the number of calendar 
days in such Delivery Year; and 

 
(ii) For Capacity Performance Resources, the greater of ((A) 0.5 times the Net Cost of 

New Entry for the PJM Region for such Delivery Year or for the Relevant LDA, 
in MW-day or (B) $20 per MW-day) times the number of calendar days in such 
Delivery Year. 

 
(iii) For Seasonal Capacity Performance Resources, the same as the Auction Credit 

Rate for Capacity Performance Resources, but reduced to be proportional to the 
number of calendar days in the relevant season. 
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(b) Subsequent to the posting of the results from a Base Residual Auction, the Auction Credit 
Rate used for ongoing credit requirements for supply committed in such auction shall be: 
 

(i) For all Capacity Resources other than Capacity Performance Resources, (the 
greater of (A) $20/MW-day or (B) 0.2 times the Capacity Resource Clearing Price 
in such auction for the Locational Deliverability Area within which the resource is 
located) times the number of calendar days in such Delivery Year; and 
 

(ii) For Capacity Performance Resources, the (greater of [(A) $20/MW-day or (B) 0.2 
times the Capacity Resource Clearing Price in such auction for the Locational 
Deliverability Area within which the resource is located) or (C) the lesser of (1) 
0.5 times the Net Cost of New Entry for the PJM Region for such Delivery Year 
or for the Relevant LDA, in $/MW-day or (2) 1.5 times the Net Cost of New 
Entry (stated on an installed capacity basis) for the PJM Region for such Delivery 
year or for the Relevant LDA, in $/MW-day minus (the Capacity Resource 
Clearing Price in such auction for the Locational Deliverability Area within which 
the resource is located)] times the number of calendar days in such Delivery 
Year). 

 
(iii) For Seasonal Capacity Performance Resources, the same as the Auction Credit 

Rate for Capacity Performance Resources, but reduced to be proportional to the 
number of calendar days in the relevant season. 

 
(c) For any resource not previously committed for a Delivery Year that seeks to participate in 
an Incremental Auction, the Auction Credit Rate shall be: 
 

(i) For all Capacity Resources other than Capacity Performance Resources, (the greater of 
(A) 0.3 times the Net Cost of New Entry for the PJM Region for such Delivery Year, in MW-day 
or (B) 0.24 times the Capacity Resource Clearing Price in the Base Residual Auction for such 
Delivery Year for the Locational Deliverability Area within which the resource is located or (C) 
$20 per MW-day) times the number of calendar days in such Delivery Year; and 

 
(ii) For Capacity Performance Resources, the (greater of (A) 0.5 times Net Cost of 

New Entry for the PJM Region for such Delivery Year or for the Relevant LDA or (B) $20/MW-
day) times the number of calendar days in such Delivery Year. 
 
(d) Subsequent to the posting of the results of an Incremental Auction, the Auction Credit 
Rate used for ongoing credit requirements for supply committed in such auction shall be: 
 

(i) For Base Capacity Resources: (the greater of (A) $20/MW-day or (B) 0.2 times 
the Capacity Resource Clearing Price in such auction for the Locational 
Deliverability Area within which the resource is located) times the number of 
calendar days in such Delivery Year, but no greater than the Auction Credit Rate 
previously established for such resource’s participation in such Incremental 
Auction pursuant to subsection (c) above) times the number of calendar days in 
such Delivery Year;  
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(ii) For Capacity Performance Resources, the greater of [(A) $20/MW-day or (B) 0.2 

times the Capacity Resource Clearing Price in such auction for the Locational 
Deliverability Area within which the resource is located or (C) the lesser of (1) 
0.5 times the Net Cost of New Entry for the PJM Region for such Delivery Year 
or for the Relevant LDA, in $/MW-day or (2) 1.5 times the Net Cost of New 
Entry (stated on an installed capacity basis) for the PJM Region for such Delivery 
Year or for the Relevant LDA, in $/MW-day minus (the Capacity Resource 
Clearing Price in such auction for the Locational Deliverability Area within which 
the resource is located)] times the number of calendar days in such Delivery 
Year); and  

 
(iii) For Seasonal Capacity Performance Resources, the same as the Auction Credit 

Rate for Capacity Performance Resources, but reduced to be proportional to the 
number of calendar days in the relevant season. 

 
(e) For the purposes of this section IV.B.4 and section IV.B.5 below, “Relevant LDA” means 
the Locational Deliverability Area in which the Capacity Performance Resource is located if a 
separate Variable Resource Requirement Curve has been established for that Locational 
Deliverability Area for the Base Residual Auction for such Delivery Year. 
 
5. Price Responsive Demand Credit Rate 
 
(a) For the 2018/2019 through 2022/2023 Delivery Years: 
 

(i) Prior to the posting of the results of a Base Residual Auction for a Delivery Year, 
the Price Responsive Demand Credit Rate shall be (the greater of (A) 0.3 times 
the Net Cost of New Entry for the PJM Region for such Delivery Year, in MW-
day or (B) $20 per MW-day) times the number of calendar days in such Delivery 
Year; 

 
(ii) Subsequent to the posting of the results from a Base Residual Auction, the Price 

Responsive Demand Credit Rate used for ongoing credit requirements for Price 
Responsive Demand committed in such auction shall be (the greater of (A) 
$20/MW-day or (B) 0.2 times the Capacity Resource Clearing Price in such 
auction for the Locational Deliverability Area within which the Price Responsive 
Demand load is located, in $/MW-day) times the number of calendar days in such 
Delivery Year times a final price uncertainty factor of 1.05; 

 
(iii) For any additional Price Responsive Demand that seeks to commit in a Third 

Incremental Auction in response to a qualifying change in the final LDA load 
forecast, the Price Responsive Demand Credit Rate shall be the same as the rate 
for Price Responsive Demand that had cleared in the Base Residual Auction; and 

 
(iv) Subsequent to the posting of the results of the Third Incremental Auction, the 

Price Responsive Demand Credit Rate used for ongoing credit requirements for 
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all Price Responsive Demand, shall be (the greater of (i) $20/MW-day or (ii) 0.2 
times the Final Zonal Capacity Price for the Locational Deliverability Area within 
which the Price Responsive Demand is located) times the number of calendar 
days in such Delivery Year, but no greater than the Price Responsive Demand 
Credit Rate previously established under subsections (a)(i), (a)(ii), or (a)(iii) of 
this section for such Delivery Year. 

 
(b) For the 2022/2023 Delivery Year and Subsequent Delivery Years: 
 

(i) Prior to the posting of the results of a Base Residual Auction for a Delivery Year, 
the Price Responsive Demand Credit Rate shall be (the greater of (A) 0.5 times 
the Net Cost of New Entry for the PJM Region for such Delivery Year or for the 
Relevant LDA, in $/MW-day or (B) $20 per MW-day) times the number of 
calendar days in such Delivery Year; 

 
(ii) Subsequent to the posting of the results from a Base Residual Auction, the Price 

Responsive Demand Credit Rate used for ongoing credit requirements for Price 
Responsive Demand committed in such auction shall be (the greater of [(A) 
$20/MW-day or (B) 0.2 times the Capacity Resource Clearing Price in such 
auction for the Locational Deliverability Area within which the Price Responsive 
Demand is located, in $/MW-day or (C) the lesser of (1) 0.5 times the Net Cost of 
New Entry for the PJM Region for such Delivery Year or for the Relevant LDA, 
in $/MW-day or (2) 1.5 times the Net Cost of New Entry (stated on an installed 
capacity basis) for the PJM Region for such Delivery year or for the Relevant 
LDA, in $/MW-day minus (the Capacity Resource Clearing Price in such auction 
for the Locational Deliverability Area within which the Price Responsive Demand 
is located)] times the number of calendar days in such Delivery Year; 

 
(iii) For any additional Price Responsive Demand that seeks to commit in a Third 

Incremental Auction in response to a qualifying change in the final LDA load 
forecast, the Price Responsive Demand Credit Rate shall be (the greater of (A) 0.5 
times Net Cost of New Entry for the PJM Region for such Delivery Year or for 
the Relevant LDA, in $/MW-day or (B) $20/MW-day) times the number of 
calendar days in such Delivery Year; and 

 
(iv) Subsequent to the posting of the results of the Third Incremental Auction, the 

Price Responsive Demand Credit Rate used for ongoing credit requirements for 
all Price Responsive Demand committed in such auction shall be the greater of 
[(A) $20/MW-day or (B) 0.2 times the Capacity Resource Clearing Price in such 
auction for the Locational Deliverability Area within which the Price Responsive 
Demand is located or (C) the lesser of (1) 0.5 times the Net Cost of New Entry for 
the PJM Region for such Delivery Year or for the Relevant LDA, in $/MW-day or 
(2) 1.5 times the Net Cost of New Entry (stated on an installed capacity basis) for 
the PJM Region for such Delivery Year or for the Relevant LDA, in $/MW-day 
minus (the Capacity Performance Resource Clearing Price in such Incremental 
Auction for  the Locational Deliverability Areas within which the Price 
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Responsive Demand is located)] times the number of calendar days in such 
Delivery Year. 

 
6. RPM Seller Credit - Additional Form of Unsecured Credit for RPM 
 
In addition to the forms of credit specified elsewhere in this Attachment Q, RPM Seller Credit 
shall be available to Market Participants, but solely for purposes of satisfying RPM Auction 
Credit requirements.  If a supplier has a history of being a net seller into PJM Markets, on 
average, over the past 12 months, then PJM will count as available Unsecured Credit twice the 
average of that Market Participant’s total net monthly PJM bills over the past 12 months.  This 
RPM Seller Credit shall be subject to the cap on available Unsecured Credit as established in 
section II.G.3 above.   
 
RPM Seller Credit is calculated as a single value for each Market Participant, not separately by 
account, and must be designated to specific customer accounts in order to be available to satisfy 
RPM Auction Credit requirements that are calculated in each such customer account. 
 
7. Credit Responsibility for Traded Planned RPM Capacity Resources 
 
PJM may require that credit and financial responsibility for planned Capacity Resources that are 
traded remain with the original party (which for these purposes, means the party bearing credit 
responsibility for the planned Capacity Resource immediately prior to trade) unless the receiving 
party independently establishes consistent with this Attachment Q, that it has sufficient credit 
with PJM and agrees by providing written notice to PJM that it will fully assume the credit 
responsibility associated with the traded planned Capacity Resource. 
 
C. Financial Transmission Right Auctions 
 
Credit requirements described herein for FTR activity are applied separately for each customer 
account of a Market Participant, unless specified otherwise in this section C.  FTR Participants 
must designate the appropriate amount of credit to each separate customer account in which any 
activity occurs or will occur. 
 
1. FTR Credit Limit. 
 
Participants must maintain their FTR Credit Limit at a level equal to or greater than their FTR 
Credit Requirement for each applicable account.  FTR Credit Limits will be established only by a 
Participant providing Collateral and designating the available credit to specific accounts. 
 
2. FTR Credit Requirement. 
 
For each Market Participant with FTR activity, PJM shall calculate an FTR Credit Requirement.  
The FTR Credit Requirement shall be based on FTR cost, FTR Historical Value and MWh 
volume, anticipated FTR activity for new Market Participants, and anticipated change in 
exposure for existing Market Participants newly participating in the FTR market, and may be 
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increased to reflect any change in exposure based on the most recent applicable FTR auction 
prices, as further described below.   
 
FTR Historical Values shall be calculated separately for on-peak, off-peak, and 24-hour FTRs 
for each month of the year.  FTR Historical Values shall be adjusted by plus or minus ten percent 
for cleared counter flow or prevailing flow FTRs, respectively, in order to mitigate exposure due 
to uncertainty and fluctuations in actual FTR value.  Historical values used in the calculation of 
FTR Historical Values shall be adjusted when the network simulation model utilized in PJM's 
economic planning process indicates that transmission congestion will decrease due to certain 
transmission upgrades that are in effect or planned to go into effect for the following Planning 
Period.  The transmission upgrades to be modeled for this purpose shall only include those 
upgrades that, individually, or together, have 10% or more impact on the transmission congestion 
on an individual constraint or constraints with congestion of $5 million or more affecting a 
common congestion path.  The adjustments to historical values shall be the dollar amount of the 
adjustment shown in the network simulation model.   
 
If FTR cost less the FTR Historical Value, plus any applicable increase related to portfolio 
diversification as described in section C.6 below, results in a value that is less than ten cents 
(10¢) per MWh, the FTR Credit Requirement shall be increased to ten cents (10¢) per MWh.  
When calculating the portfolio MWh for this comparison, for cleared “Sell” FTRs, the MWh 
shall be subtracted from the portfolio total; prior to clearing, the MWh for “Sell” FTRs shall not 
be included in the portfolio total.  FTR Credit Requirements shall be further adjusted by ARR 
credits available and by an amount based on portfolio diversification, if applicable.  The 
requirement will be based on individual monthly exposures which are then used to derive a total 
requirement. 
 
The FTR Credit Requirement shall be calculated by first adding for each month the FTR 
Monthly Credit Requirement Contribution for each submitted, accepted, and cleared FTR and 
then subtracting the prorated value of any ARRs held by the Market Participant for that month.  
The resulting twelve monthly subtotals represent the expected value of net payments between 
PJM and the Market Participant for FTR activity each month during the Planning Period.  
Subject to later adjustment by an amount based on portfolio diversification, if applicable, and 
subject to later adjustment for auction prices, the FTR Credit Requirement shall be the sum of 
the individual positive monthly subtotals, representing months in which net payments to PJM are 
expected. 
 
3. Rejection of FTR Bids. 
 
Bids submitted into an auction will be rejected if the Market Participant’s FTR Credit 
Requirement including such submitted bids would exceed the Market Participant’s FTR Credit 
Limit, or if the Market Participant fails to provide additional credit support or additional 
Collateral as required pursuant to provisions related to portfolio diversification and mark-to-
auction. 
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4. FTR Credit Collateral Returns. 
 
A Market Participant may request from PJM the return of any Collateral no longer required for 
the FTR markets.  PJM is permitted to limit the frequency of such requested Collateral returns, 
provided that Collateral returns shall be made by PJM at least once per calendar quarter, if 
requested by a Market Participant. 
 
5. Credit Responsibility for Bilateral Transfers of FTRs. 
 
PJM may require that credit responsibility associated with an FTR bilaterally transferred to a 
new Market Participant remain with the original party (which for these purposes, means the party 
bearing credit responsibility for the FTR immediately prior to bilateral transfer) unless and until 
the receiving party independently establishes, consistent with this Attachment Q, sufficient credit 
with PJM and agrees through confirmation of the bilateral transfer in PJM’s FTR reporting tool 
that it will meet in full the credit requirements associated with the transferred FTR. 
 
6. Portfolio Diversification. 
 
Portfolio diversification shall be calculated, and the appropriate provisions herein applied, 
separately for each customer account of a Market Participant, and separately for each month.   
 
Subsequent to calculating a tentative cleared solution for an FTR auction (or auction round), 
PJM shall determine the FTR Portfolio Auction Value for each customer account of a Market 
Participant, including the tentative cleared solution.  Any customer accounts with such FTR 
Portfolio Auction Values that are negative in one or more months shall be deemed “FTR Flow 
Undiversified.” 
 
For customer accounts that are FTR Flow Undiversified in a month, PJM shall increment the 
FTR Credit Requirement by an amount equal to three times the absolute value of the FTR 
Portfolio Auction Value in that month, including the tentative cleared solution.  For portfolios 
that are FTR Flow Undiversified in months subsequent to the current planning year, these 
incremental amounts, calculated on a monthly basis, shall be reduced (but not below zero) by an 
amount up to 25% of the monthly value of ARR credits that are held by a Market Participant. 
Subsequent to the ARR allocation process preceding an annual FTR auction, such ARRs credits 
shall be reduced to zero for months associated with that ARR allocation process.  PJM may 
recalculate such ARR credits at any time, but at a minimum shall do so subsequent to each 
annual FTR auction.  If a reduction in such ARR credits at any time increases an FTR 
Participant’s FTR Credit Requirements beyond its credit available for FTR activity, the FTR 
Participant must increase its credit to eliminate the shortfall in the applicable customer 
account(s). 
 
If the FTR Credit Requirement for any Market Participant’s customer account exceeds its credit 
available for FTRs as a result of these diversification requirements for the tentatively cleared 
portfolio of FTRs, PJM shall immediately issue a demand for additional credit, and such demand 
must be fulfilled before 4:00 p.m. on the Business Day following the demand.  If any Market 
Participant does not timely satisfy such demand, PJM shall cause the removal of that Market 
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Participant's entire set of bids in that account for that FTR auction (or auction round) and a new 
cleared solution shall be calculated for the entire auction (or auction round).   
 
If necessary, PJM shall repeat the auction clearing calculation.  PJM shall repeat these portfolio 
diversification calculations subsequent to any secondary clearing calculation, and PJM shall 
require affected Market Participants to establish additional credit.  
 
7. FTR Administrative Charge Credit Requirement 
 
In addition to any other credit requirements, PJM may apply a credit requirement to cover the 
maximum administrative fees that may be charged to a Market Participant for its bids and offers. 
 
8. Long-Term FTR Credit Recalculation 
 
Long-term FTR Credit Requirement calculations shall be updated annually for known history, 
consistent with updating of historical values used for FTR Credit Requirement calculations in the 
annual auctions.  If the historical value update results in an FTR Credit Requirement for any 
Market Participant’s customer account that exceeds its credit available for FTR activity, then 
PJM shall issue a Collateral Call equal to the lesser of the increase in the FTR Credit 
Requirement from the historical value adjustment and the credit shortfall after the historical 
value adjustment. 
 
9. Mark-to-Auction 
 
A Mark-to-Auction Value shall be calculated separately for each customer account of a Market 
Participant.  For each such customer account, the Mark-to-Auction Value shall be a single 
number equal to the sum, over all months remaining in the applicable FTR period and for all 
cleared FTRs in the customer account, of the most recently available cleared auction price 
applicable to the FTR minus the original transaction price of the FTR, multiplied by the 
transacted quantity. 
 
The FTR Credit Requirement, as otherwise described above, shall be increased when the Mark-
to-Auction Value is negative.  The increase shall equal the absolute value of the negative Mark-
to-Auction Value less the value of ARR credits that are held in the customer account and have 
not been used to reduce the FTR Credit Requirement prior to application of the Mark-to-Auction 
Value.  PJM shall recalculate ARR credits held by each Market Participant after each annual 
FTR auction and may also recalculate such ARR credits at any other additional time intervals it 
deems appropriate.  Application of the Mark-to-Auction Value, including the effect from ARR 
application, shall not decrease the FTR Credit Requirement. 
 
For Market Participant customer accounts for which FTR bids have been submitted into the 
current FTR auction, if the Market Participant’s FTR Credit Requirement exceeds its credit 
available for FTRs as a result of the mark-to-auction requirements for the Market Participant’s 
portfolio of FTRs in the tentative cleared solution for an FTR auction (or auction round), PJM 
shall issue a Collateral Call to the Market Participant, and the Market Participant must fulfill 
such demand before 4:00 p.m. on the following Business Day.  If a Market Participant does not 
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timely satisfy such Collateral Call, PJM shall, in coordination with PJM, cause the removal of all 
of that Market Participant's bids in that FTR auction (or auction round), submitted from such 
Market Participant’s customer account, and a new cleared solution shall be calculated for the 
FTR auction (or auction round).   
 
If necessary, PJM shall repeat the auction clearing calculation.  PJM shall repeat these mark-to-
auction calculations subsequent to any secondary clearing calculation, and PJM shall require 
affected Market Participants to establish additional credit.  
 
Subsequent to final clearing of an FTR auction or an annual FTR auction round, PJM shall 
recalculate the FTR Credit Requirement for all FTR portfolios, and, as applicable, issue to each 
Market Participant an MTA Collateral Call for the total amount by which the FTR Credit 
Requirement exceeds the credit allocated in any of the Market Participant's accounts.   
 
If the MTA Collateral Call is not satisfied within the applicable cure period referenced in 
Operating Agreement, section 15, then such Market Participant shall be restricted in all of its 
credit-screened transactions.  Specifically, such Market Participant may not engage in any 
Virtual Transactions or Export Transactions, or participate in RPM Auctions or other RPM 
activity.  Such Market Participant may engage only in the selling of open FTR positions, either in 
FTR auctions or bilaterally, provided such sales would reduce the Market Participant's FTR 
Credit Requirements.  PJM shall not return any Collateral to such Market Participant, and no 
payment shall be due or payable to such Market Participant, until its credit shortfall is remedied.  
Market Participant shall allocate any excess or unallocated Collateral to any of its account in 
which there is a credit shortfall.  Market Participants may remedy their credit shortfall at any 
time through provision of sufficient Collateral. 
 
If a Market Participant fails to satisfy MTA Collateral Calls for two consecutive auctions of 
overlapping periods, e.g. two balance of Planning Period auctions, an annual FTR auction and a 
balance of Planning Period auction, or two long term FTR auctions, (for this purpose the four 
rounds of an annual FTR auction shall be considered a single auction), the Market Participant 
shall be declared in default of this Attachment Q.   
 
VII.  PEAK MARKET ACTIVITY AND WORKING CREDIT LIMIT 
 
A. Peak Market Activity Credit Requirement 
 
PJM shall calculate a Peak Market Activity credit requirement for each Participant.  Each 
Participant must maintain sufficient Unsecured Credit Allowance and/or Collateral, as 
applicable, and subject to the provisions herein, to satisfy its Peak Market Activity credit 
requirement. 
 
Peak Market Activity for Participants will be determined semi-annually, utilizing an initial Peak 
Market Activity, as explained below, calculated after the first complete billing week in the 
months of April and October.  Peak Market Activity shall be the greater of the initial Peak 
Market Activity, or the greatest amount invoiced for the Participant’s transaction activity for all 
PJM Markets and services in any rolling one, two, or three week period, ending within a 



 

Page 67 

respective semi-annual period.  However, Peak Market Activity shall not exceed the greatest 
amount invoiced for the Participant’s transaction activity for all PJM Markets and services in any 
rolling one, two or three week period in the prior 52 weeks.  
Peak Market Activity shall exclude FTR Net Activity, Virtual Transactions Net Activity, and 
Export Transactions Net Activity. 
 
When calculating Peak Market Activity, PJM may attribute credits for Regulation service to the 
days on which they were accrued, rather than including them in the month-end invoice. 
 
The initial Peak Market Activity for Applicants will be determined by PJM based on a review of 
an estimate of their transactional activity for all PJM Markets and services over the next 52 
weeks, which the Applicant shall provide to PJM.   
 
The initial Peak Market Activity for Market Participants and Transmission Customers, calculated 
at the beginning of each semi-annual period, shall be the three-week average of all non-zero 
invoice totals over the previous 52 weeks. This calculation shall be performed and applied within 
three (3) Business Days following the day the invoice is issued for the first full billing week in 
the current semi-annual period.  
 
Prepayments shall not affect Peak Market Activity unless otherwise agreed to in writing pursuant 
to this Attachment Q. 
 
Peak Market Activity calculations shall take into account reductions of invoice values 
effectuated by early payments which are applied to reduce a Participant’s Peak Market Activity 
as contemplated by other terms of this Attachment Q; provided that the initial Peak Market 
Activity shall not be less than the average value calculated using the weeks for which no early 
payment was made.  
 
A Participant may reduce its Collateral requirement by agreeing in writing (in a form acceptable 
to PJM) to make additional payments, including prepayments, as and when necessary to ensure 
that such Participant’s Total Net Obligation at no time exceeds such reduced Collateral 
requirement. 
 
PJM may, at its discretion, adjust a Participant’s Peak Market Activity requirement if PJM 
determines that the Peak Market Activity is not representative of such Participant’s expected 
activity, as a consequence of known, measurable, and sustained changes.  Such changes may 
include, but shall not be limited to when a Participant makes PJM aware of federal, state or local 
law that could affect the allocation of charges or credits from a Participant to another party,  the 
loss (without replacement) of short-term load contracts, when such contracts had terms of three 
months or more and were acquired through state-sponsored retail load programs, but shall not 
include short-term buying and selling activities. 
 
PJM may waive the credit requirements for a Participant that has no outstanding transactions and 
agrees in writing that it shall not, after the date of such agreement, incur obligations under any of 
the Agreements.  Such entity’s access to all electronic transaction systems administered by PJM 
shall be terminated. 
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A Participant receiving unsecured credit may make early payments up to ten times in a rolling 
52-week period in order to reduce its Peak Market Activity for credit requirement purposes.  
Imputed Peak Market Activity reductions for credit purposes will be applied to the billing period 
for which the payment was received.  Payments used as the basis for such reductions must be 
received prior to issuance or posting of the invoice for the relevant billing period.  The imputed 
Peak Market Activity reduction attributed to any payment may not exceed the amount of 
Unsecured Credit for which the Participant is eligible. 
 
B. Working Credit Limit 
 
PJM will establish a Working Credit Limit for each Participant against which its Total Net 
Obligation will be monitored.  The Working Credit Limit is defined as 75% of the Collateral 
provided to PJM and/or 75% of the Unsecured Credit Allowance determined by PJM, as reduced 
by any applicable credit requirement allocations for the FTR and RPM markets.  A Participant’s 
Total Net Obligation should not exceed its Working Credit Limit.  
 
If a Participant’s Total Net Obligation approaches its Working Credit Limit, PJM may require 
the Participant to make an advance payment or increase its Collateral in order to maintain its 
Total Net Obligation below its Working Credit Limit.  Except as explicitly provided herein, 
advance payments shall not serve to reduce the Participant’s Peak Market Activity for the 
purpose of calculating credit requirements. 

Example:  After ten (10) calendar days, and with five (5) calendar days remaining before 
the bill is due to be paid, a Participant approaches its $4.0 million Working Credit Limit.  
PJM may require a prepayment of $2.0 million in order that the Total Net Obligation will 
not exceed the Working Credit Limit.   

If a Participant exceeds its Working Credit Limit or is required to make advance payments more 
than ten times during a 52-week period, PJM may require Collateral in an amount as may be 
deemed reasonably necessary to support its Total Net Obligation. 
When calculating Total Net Obligation, PJM may attribute credits for Regulation service to the 
days on which they were accrued, rather than including them in the month-end invoice. 
 
VIII. SUSPENSION OR LIMITATION ON MARKET PARTICIPATION 
 
If PJM determines that a Participant presents an unreasonable credit risk as determined pursuant 
to initial or ongoing risk evaluations, as described in section II above, or in the case of any other 
event which, after notice, lapse of time, or both, would result in an Event of Default, PJM will 
take steps to mitigate the exposure of any PJM Markets, which may include, but is not limited to, 
requiring Collateral, additional Collateral or Restricted Collateral or suspending or limiting the 
Market Participant’s ability to participate in the PJM Markets commensurate to the risk to any 
PJM Markets. 
 
If a Participant fails to reduce or eliminate any unreasonable credit risks to PJM’s satisfaction 
within the applicable cure period including without limitation by posting Collateral, additional 
Collateral or Restricted Collateral, PJM may treat such failure as an Event of Default.  
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Notwithstanding the foregoing, a Participant that transacts in FTRs will be eligible to request that 
PJM exempt or exclude FTR transactions of such Participant from the effect of any such 
limitations on market activity established by PJM, and PJM may but shall not be required to so 
exempt or exclude, any FTR transactions that the Participant reasonably demonstrates to PJM it 
has entered into to “hedge or mitigate commercial risk” arising from its transactions in the PJM 
Interchange Energy Market that are intended to result in the actual flow of physical energy or 
ancillary services in the PJM Region, as the phrase “hedge or mitigate commercial risks” is 
defined under the CFTC’s regulations defining the end-user exception to clearing set forth in 17 
C.F.R. §50.50(c).   
 
IX. REMEDIES FOR CREDIT BREACH, FINANCIAL DEFAULT OR CREDIT 

SUPPORT DEFAULT; REMEDIES FOR EVENTS OF DEFAULT 
 
If PJM determines that a Market Participant is in Credit Breach, or that a Financial Default or 
Credit Support Default exists, PJM may issue to the Market Participant a breach notice and/or a 
Collateral Call or demand for additional documentation or assurances. At such time, PJM may 
also suspend payments of any amounts due to the Participant and limit, restrict or rescind the 
Market Participant’s privileges to participate in any or all PJM Markets under the Agreements 
during any such cure period.  Failure to remedy the Credit Breach, Financial Default or to satisfy 
a Collateral Call or demand for additional documentation or assurances within the applicable 
cure period described in Operating Agreement, section 15.1.5, shall constitute an Event of 
Default.  If a Participant fails to meet the requirements of this Attachment Q, but then remedies 
the Credit Breach, Financial Default or Credit Support Default, or satisfies a Collateral Call or 
demand for additional documentation or assurances within the applicable cure period, then the 
Participant shall be deemed to again be in compliance with this Attachment Q, so long as no 
other Credit Breach, Financial Default, Credit Support Default or Collateral Call or demand for 
additional documentation or assurances has occurred and is continuing.   
 
Only one cure period shall apply to a single event giving rise to a Credit Breach, Financial 
Default or Credit Support Default.  Application of Collateral towards a Financial Default, Credit 
Breach or Credit Support Breach shall not be considered a cure of such Credit Breach, Financial 
Default or Credit Support Default unless the Participant is determined by PJM to be in full 
compliance with all requirements of this Attachment Q after such application. 
 
When an Event of Default under this Attachment Q or one or more of the Agreements has 
occurred and is continuing, PJM may take such actions as may be required or permitted under 
the Agreements to protect the PJM Markets and the PJM Members, including but not limited to 
(a) suspension and/or termination of the Participant’s ongoing Transmission Service, (b) 
limitation, suspension and/or termination of participation in any PJM Markets, (c) close out and 
liquidation of the Market Participant’s market portfolio, exercising judgment in the manner in 
which this is achieved in any PJM Markets.  When an Event of Default under this Attachment Q 
or one or more of the Agreements has occurred and is continuing, PJM also has the immediate 
right to liquidate all or a portion of a Participant’s Collateral at its discretion to satisfy Total Net 
Obligations to PJM under this Attachment Q or one or more of the Agreements.  No remedy for 
an Event of Default is or shall be deemed to be exclusive of any other available remedy or 



 

Page 70 

remedies by contract or under applicable laws and regulations.  Each such remedy shall be 
distinct, separate and cumulative, shall not be deemed inconsistent with or in exclusion of any 
other available remedy, and shall be in addition to and separate and distinct from every other 
remedy.   
 
When an Event of Default under this Attachment Q or one or more of the Agreements has 
occurred and is continuing, PJM may continue to retain all payments due to a Participant as a 
cash security for all such Participant’s obligations under the Agreements (regardless of any 
restrictions placed on such Participant’s use of Collateral for any account, market activity or 
capitalization purpose); provided, however, that an Event of Default will not be deemed cured or 
no longer continuing because PJM is retaining amounts due the Participant, or because PJM has 
not yet applied Collateral or credit support to any amounts due PJM, unless PJM determines that 
the Participant has again satisfied all the Collateral requirements and application requirements as 
a new Applicant for participation in the PJM Markets, and consistent with the requirements and 
limitations of Operating Agreement, section 15. 
 
In Event of Default by a Participant, PJM may exercise any remedy or action allowed or 
prescribed by this Attachment Q immediately or following investigation and determination of an 
orderly exercise of such remedy or action.  Delay in exercising any allowed remedy or action 
shall not preclude PJM from exercising such remedy or action at a later time. 
 
PJM may hold a defaulting Participant’s Collateral for as long as such party’s positions exist and 
consistent with this Attachment Q, in order to protect the PJM Markets and PJM’s membership, 
and minimize or mitigate the impacts or potential impacts or risks associated with such Event of 
Default when an Event of Default under this Attachment Q or one or more of the Agreements 
has occurred and is continuing. 
 
PJM may apply towards an ongoing Event of Default any amounts that are held or later become 
available or due to the defaulting Participant through PJM's markets and systems.  
 
In order to cover the Participant’s Obligations, PJM may hold a Participant's Collateral 
indefinitely and specifically through the end of the billing period which includes the 90th day 
following the last day a Participant had activity, open positions, or accruing obligations (other 
than reconciliations and true-ups), until such Participant has satisfactorily paid any obligations 
invoiced through such period and until PJM determines that the Participant’s positions represent 
no risk exposure to the PJM Markets or the PJM Members.  Obligations incurred or accrued 
through such period shall survive any withdrawal from PJM.  When an Event of Default under 
this Attachment Q or one or more of the Agreements has occurred and is continuing, PJM may 
apply any Collateral to such Participant's Obligations, even if Participant had previously 
announced and effected its withdrawal from PJM. 
 
X. FTRS UNDER THE COMMODITY EXCHANGE ACT AND THE 

BANKRUPTCY CODE 
 
Under the terms of the Tariff, PJM Settlement is the counterparty to all transactions in PJM 
Markets, including but not limited to all FTR transactions, other than (i) any bilateral 
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transactions between Participants, or (ii) with respect to self-supplied or self-scheduled 
transactions reported to the Office of the Interconnection.  Pursuant to the “Final Order in 
Response to a Petition From Certain Independent System Operators and Regional Transmission 
Organizations To Exempt Specified Transactions Authorized by a Tariff or Protocol Approved 
by the Federal Energy Regulatory Commission or the Public Utility Commission of Texas From 
Certain Provisions of the Commodity Exchange Act Pursuant to the Authority Provided in the 
Act” 78 Fed. Reg. 19880 (April 2, 2013) (the “CFTC RTO/ISO Order”), the Commodity Futures 
Trading Commission (the “CFTC”) exempts transactions offered or entered into in a market 
administered by PJM pursuant to the Tariff, including but not limited to FTR transactions, from 
the provisions of the Commodity Exchange Act and the CFTC’s rules applicable to “swaps,” 
with the exception of the CFTC’s general anti-fraud and anti-manipulation authority and 
scienter-based prohibitions. 
 
Notwithstanding the CFTC RTO/ISO Order, for purposes of the United States Bankruptcy Code 
(“Bankruptcy Code”), all FTR transactions constitute “swap agreements” and/or “forward 
contracts,” and PJM and each FTR Participant is a “forward contract merchant” and/or a “swap 
participant” within the meaning of the Bankruptcy Code for purposes of FTR transactions. 
 
Pursuant to this Attachment Q and other provisions of the Agreements, PJM  already has, and 
shall continue to have, the following rights (among other rights) with respect to a Market 
Participant’s Event of Default:  (a) the right to terminate and/or liquidate any FTR transaction 
held by that Market Participant; (b) the right to immediately proceed against any Collateral 
provided by the Market Participant; (c) the right to set-off any obligations due or owing to that 
Market Participant pursuant to any forward contract, swap agreement, or similar agreement 
against any amounts due and owing by that Market Participant pursuant to any forward contract, 
swap agreement, or similar agreement, such arrangement to constitute a “master netting 
agreement” within the meaning of the Bankruptcy Code; and (d) the right to suspend or limit that 
Market Participant from entering into further FTR transactions.   
 
For the avoidance of doubt, upon the commencement of a voluntary or involuntary proceeding 
for a Participant under the Bankruptcy Code, and without limiting any other rights of PJM  or 
obligations of any Participant under the Agreements, PJM  may exercise any of its rights against 
such Participant, including, without limitation (1) the right to terminate and/or liquidate any FTR 
transaction held by that Participant, (2) the right to immediately proceed against any Collateral 
provided by that Participant, (3) the right to set off any obligations due and owing to that 
Participant pursuant to any forward contract, swap agreement and/or master netting agreement 
against any amounts due and owing by that Participant with respect to an FTR transaction 
including as a result of the actions taken by PJM  pursuant to (a) above, and 4) the right to 
suspend or limit that Participant from entering into future FTR transactions. 
 
For purposes of the Bankruptcy Code, all transactions, including but not limited to FTR 
transactions, between PJM, on the one hand, and a Market Participant, on the other hand, are 
intended to be part of a single integrated agreement, and together with the Agreements constitute  
a “master netting agreement.” 
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PJM MINIMUM PARTICIPATION CRITERIA  
ANNUAL OFFICER CERTIFICATION FORM 

 
 
 
 
 
I, ______________________________________________, a duly authorized officer of 
Participant, understanding that PJM Interconnection, L.L.C. and PJMSettlement, Inc. 
(“PJMSettlement”) are relying on this certification as evidence that Participant meets the 
minimum requirements set forth in the PJM Open Access Transmission Tariff ("PJM Tariff"), 
Attachment Q hereby certify that I have full authority to represent on behalf of Participant and 
further represent as follows, as evidenced by my initialing each representation in the space 
provided below:  
 

1.  All employees or agents transacting in markets or services provided pursuant to the PJM 
Tariff or PJM Amended and Restated Operating Agreement (“PJM Operating 
Agreement”) on behalf of the Participant have received appropriate training and are 
authorized to transact on behalf of Participant.  As used in this representation, the term 
“appropriate” as used with respect to training means training that is (i) comparable to 
generally accepted practices in the energy trading industry, and (ii) commensurate and 
proportional in sophistication, scope and frequency to the volume of transactions and the 
nature and extent of the risk taken by the participant._________ 
 

2. Participant has written risk management policies, procedures, and controls, approved by 
Participant’s independent risk management function and applicable to transactions in any 
PJM Markets in which it participates and for which employees or agents transacting in 
markets or services provided pursuant to the PJM Tariff or PJM Operating Agreement 
have been trained, that provide an appropriate, comprehensive risk management 
framework that, at a minimum, clearly identifies and documents the range of risks to 
which Participant is exposed, including, but not limited to credit risks, liquidity risks and 
market risks.  As used in this representation, a Participant’s “independent risk 
management function” can include appropriate corporate persons or bodies that are 
independent of the Participant’s trading functions, such as a risk management committee, 
a risk officer, a Participant’s board or board committee, or a board or committee of the 
Participant’s parent company. 

 
a. Participant is providing to PJM or PJMSettlement, in accordance with Tariff, 
Attachment Q, section III, with this Annual Officer Certification Form, a copy of its 
current governing risk management policies, procedures and controls applicable to its 
activities in any PJM Markets pursuant to Attachment Q or because there have been 
substantive changes made to such policies, procedures and controls applicable to its 
market activities since they were last provided to PJM.__________    
 
b. If the risk management policies, procedures and controls applicable to 
Participant’s market activities submitted to PJM or PJMSettlement were submitted 
prior to the current certification, Participant certifies that no substantive changes have 

Participant Name: ____________________________________________ ("Participant") 
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been made to such policies, procedures and controls applicable to its market activities 
since such submission.__________ 

 
3. An FTR Participant must make either the following 3.a. or 3.b. additional representations, 

evidenced by the undersigned officer initialing either the one 3.a. representation or the 
four 3.b. representations in the spaces provided below:  

 
a.  Participant transacts in PJM’s FTR markets with the sole intent to hedge 
congestion risk in connection with either obligations Participant has to serve load 
or rights Participant has to generate electricity in the PJM Region (“physical 
transactions”) and monitors all of the Participant’s FTR market activity to 
endeavor to ensure that its FTR positions, considering both the size and pathways 
of the positions, are either generally proportionate to or generally do not exceed 
the Participant’s physical transactions, and remain generally consistent with the 
Participant’s intention to hedge its physical transactions.__________ 

 
b. On no less than a weekly basis, Participant values its FTR positions and 
engages in a probabilistic assessment of the hypothetical risk of such positions 
using analytically based methodologies, predicated on the use of industry 
accepted valuation methodologies.__________ 

 
Such valuation and risk assessment functions are performed either by persons 
within Participant’s organization independent from those trading in PJM’s FTR 
markets or by an outside firm qualified and with expertise in this area of risk 
management.__________  
 
Having valued its FTR positions and quantified their hypothetical risks, 
Participant applies its written policies, procedures and controls to limit its risks 
using industry recognized practices, such as value-at-risk limitations, 
concentration limits, or other controls designed to prevent Participant from 
purposefully or unintentionally taking on risk that is not commensurate or 
proportional to Participant’s financial capability to manage such risk.__________ 
 
Exceptions to Participant’s written risk policies, procedures and controls 
applicable to Participant’s FTR positions are documented and explain a reasoned 
basis for the granting of any exception.__________    
 

4. Participant has appropriate personnel resources, operating procedures and technical 
abilities to promptly and effectively respond to all PJM and PJMSettlement 
communications and directions.__________ 
 

5. Participant has demonstrated compliance with the Minimum Capitalization criteria set 
forth in Tariff, Attachment Q that are applicable to any PJM Markets in which Participant 
transacts, and is not aware of any change having occurred or being imminent that would 
invalidate such compliance.__________ 
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6. All Participants must certify and initial in at least one of the four sections below: 
 
a. I certify that Participant qualifies as an “appropriate person” as that term is defined 

under section 4(c)(3), or successor provision, of the Commodity Exchange Act or an 
“eligible contract participant” as that term is defined under section 1a(18), or 
successor provision, of the Commodity Exchange Act.  I certify that Participant will 
cease transacting in any PJM Markets and notify PJM and PJMSettlement 
immediately if Participant no longer qualifies as an “appropriate person” or “eligible 
contract participant.”__________ 

 
If providing audited financial statements, which shall be in US GAAP format or any 
other format acceptable to PJM, to support Participant’s certification of qualification 
as an “appropriate person:” 

 
I certify, to the best of my knowledge and belief, that the audited financial 
statements provided to PJM and/or PJMSettlement present fairly, pursuant to such 
disclosures in such audited financial statements, the financial position of 
Participant as of the date of those audited financial statements.  Further, I certify 
that Participant continues to maintain the minimum $1 million total net worth 
and/or $5 million total asset levels reflected in these audited financial statements 
as of the date of this certification.  I acknowledge that both PJM and 
PJMSettlement are relying upon my certification to maintain compliance with 
federal regulatory requirements.__________ 
 

If not providing audited financial statements to support Participant’s certification of 
qualification as an “appropriate person,” Participant certifies that they qualify as an 
“appropriate person” under one of the entities defined in section 4(c)(3)(A)-(J) of the 
Commodities Exchange Act. __________ 
 
If providing audited financial statements, which shall be in US GAAP format or any 
other format acceptable to PJM, to support Participant’s certification of qualification 
as an “eligible contract participant:” 
 

I certify, to the best of my knowledge and belief, that the audited financial 
statements provided to PJM and/or PJMSettlement present fairly, pursuant to such 
disclosures in such audited financial statements, the financial position of 
Participant as of the date of those audited financial statements.  Further, I certify 
that Participant continues to maintain the minimum $1 million total net worth 
and/or $10 million total asset levels reflected in these audited financial statements 
as of the date of this certification.  I acknowledge that both PJM and 
PJMSettlement are relying upon my certification to maintain compliance with 
federal regulatory requirements.__________ 
 
If not providing audited financial statements to support Participant’s certification 
of qualification as an “eligible contract participant,” Participant certifies that they 
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qualify as an “eligible contract participant” under one of the entities defined in 
section 1a(18)(A) of the Commodities Exchange Act. __________ 
 

b. I certify that Participant has provided an unlimited Corporate Guaranty in a form 
acceptable to PJM as described in Tariff, Attachment Q, section III.D from an issuer 
that has at least $1 million of total net worth or $5 million of total assets per 
Participant for which the issuer has issued an unlimited Corporate Guaranty.  I also 
certify, to the best of my knowledge and belief, that the audited financial statements 
provided to PJM and/or PJMSettlement present fairly, pursuant to such disclosures in 
such audited financial statements, the financial position of the issuer as of the date of 
those audited financial statements.  Further, I certify that Participant will cease 
transacting PJM’s Markets and notify PJM and PJMSettlement immediately if issuer 
of the unlimited Corporate Guaranty for Participant no longer has at least $1 million 
of total net worth or $5 million of total assets per Participant for which the issuer has 
issued an unlimited Corporate Guaranty.__________ 

 
I certify that the issuer of the unlimited Corporate Guaranty to Participant continues 
to have at least $1 million of total net worth or $5 million of total assets per 
Participant for which the issuer has issued an unlimited Corporate Guaranty.  I 
acknowledge that PJM and PJMSettlement are relying upon my certifications to 
maintain compliance with federal regulatory requirements.__________ 
 

c. I certify that Participant fulfills the eligibility requirements of the Commodity Futures 
Trading Commission exemption order (78 F.R. 19880 – April 2, 2013) by being in 
the business of at least one of the following in the PJM Region as indicated below 
(initial those applicable): 

 
1. Generating electric energy, including Participants that resell physical energy 

acquired from an entity generating electric energy:__________ 
 

2. Transmitting electric energy:__________ 
 

3. Distributing electric energy delivered under Point-to-Point or Network 
Integration Transmission Service, including scheduled import, export and 
wheel through transactions:__________ 
 

4. Other electric energy services that are necessary to support the reliable 
operation of the transmission system:__________ 

 
Description only if c(4) is initialed: 
 
______________________________________________________________ 

 
Further, I certify that Participant will cease transacting in any PJM Markets and notify 
PJM and PJMSettlement immediately if Participant no longer performs at least one of 
the functions noted above in the PJM Region.  I acknowledge that PJM and 
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PJMSettlement are relying on my certification to maintain compliance with federal 
energy regulatory requirements.__________ 

 
d. I certify that Participant has provided a Letter of Credit of $5 million or more to PJM 

or PJMSettlement in a form acceptable to PJM and/or PJMSettlement as described in 
Tariff, Attachment Q, section V.B that the Participant acknowledges cannot be 
utilized to meet its credit requirements to PJM and PJMSettlement.  I acknowledge 
that PJM and PJMSettlement are relying on the provision of this letter of credit and 
my certification to maintain compliance with federal regulatory 
requirements.__________ 

 
e. I certify that Participant has provided a surety bond of $5 million or more to PJM or 

PJMSettlement in a form acceptable to PJM and/or PJMSettlement as described in 
Tariff, Attachment Q, section V.D. that the Participant acknowledges cannot be 
utilized to meet its credit requirements to PJM and PJMSettlement.  I acknowledge 
that PJM and PJMSettlement are relying on the provision of this surety bond and my 
certification to maintain compliance with federal regulatory  
requirements. __________ 

 
 

7. I acknowledge that I have read and understood the provisions of Tariff, Attachment Q 
applicable to Participant's business in any PJM Markets, including those provisions 
describing PJM’s Minimum Participation Requirements and the enforcement actions 
available to PJM and PJMSettlement of a Participant not satisfying those requirements.  I 
acknowledge that the information provided herein is true and accurate to the best of my 
belief and knowledge after due investigation.  In addition, by signing this certification, I 
acknowledge the potential consequences of making incomplete or false statements in this 
Certification.__________ 

 
 
Date: ____________________________  __________________________________ 
        Participant (Signature) 
 
     Print Name: __________________________________ 
     Title:  __________________________________ 
 
 



 
 

 
 

Exhibit C 
Clean Tariff Language 
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Definitions – C-D 

 

Canadian Guaranty: 

 

“Canadian Guaranty” shall mean a Corporate Guaranty provided by an Affiliate of a Participant 

that is domiciled in Canada, and meets all of the provisions of Tariff, Attachment Q. 

 

Cancellation Costs: 

 

“Cancellation Costs” shall mean costs and liabilities incurred in connection with: (a) cancellation 

of supplier and contractor written orders and agreements entered into to design, construct and 

install Attachment Facilities, Direct Assignment Facilities and/or Customer-Funded Upgrades, 

and/or (b) completion of some or all of the required Attachment Facilities, Direct Assignment 

Facilities and/or Customer-Funded Upgrades, or specific unfinished portions and/or removal of 

any or all of such facilities which have been installed, to the extent required for the Transmission 

Provider and/or Transmission Owner(s) to perform their respective obligations under Tariff, Part 

IV and/or Tariff, Part VI. 

 

Capacity: 

 

“Capacity” shall mean the installed capacity requirement of the Reliability Assurance Agreement 

or similar such requirements as may be established. 

 

Capacity Emergency Transfer Limit: 

 

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

Reliability Assurance Agreement. 

 

Capacity Emergency Transfer Objective: 

 

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

Reliability Assurance Agreement. 

 

Capacity Export Transmission Customer: 

 

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

transmission service under Tariff, Part II to export capacity from a generation resource located in 

the PJM Region that has qualified for an exception to the RPM must-offer requirement as 

described in Tariff, Attachment DD, section 6.6(g). 

 

Capacity Import Limit: 
 

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

Agreement. 

 

Capacity Interconnection Rights: 
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“Capacity Interconnection Rights” shall mean the rights to input generation as a Generation 

Capacity Resource into the Transmission System at the Point of Interconnection where the 

generating facilities connect to the Transmission System. 

 

Capacity Market Buyer: 

 

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

any Incremental Auction.   

 

Capacity Market Seller: 

 

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

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

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

Incremental Auction. 

 

Capacity Performance Resource: 

 

“Capacity Performance Resource” shall mean a Capacity Resource as described in Tariff, 

Attachment DD, section 5.5A(a). 

 

Capacity Performance Transition Incremental Auction: 

 

“Capacity Performance Transition Incremental Auction” shall have the meaning specified in 

Tariff, Attachment DD, section 5.14D. 

 

Capacity Resource: 

 

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

 

Capacity Resource with State Subsidy:  

 

“Capacity Resource with State Subsidy” shall mean (1) a Capacity Resource that is offered into 

an RPM Auction or otherwise assumes an RPM commitment for which the Capacity Market 

Seller receives or is entitled to receive one or more State Subsidies for the applicable Delivery 

Year; (2) a Capacity Resource that has not cleared an RPM Auction for the Delivery Year for 

which the Capacity Market Seller last received a State Subsidy (or any subsequent Delivery 

Year) shall still be considered a Capacity Resource with State Subsidy upon the expiration of 

such State Subsidy until the resource clears an RPM Auction; (3) a Capacity Resource that is the 

subject of a bilateral transaction (including but not limited to those reported pursuant to Tariff, 

Attachment DD, section 4.6) shall be deemed a Capacity Resource with State Subsidy to the 

extent an owner of the facility supporting the Capacity Resource is entitled to a State Subsidy 

associated with such facility even if the Capacity Market Seller is not entitled to a State Subsidy; 

and (4) any Jointly Owned Cross-Subsidized Capacity Resource.  
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Capacity Resource Clearing Price: 

 

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

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

Tariff, Attachment DD, section 5.  

 

Capacity Storage Resource: 

 

“Capacity Storage Resource” shall mean any Energy Storage Resource that participates in the 

Reliability Pricing Model or is otherwise treated as capacity in PJM’s markets such as through a 

Fixed Resource Requirement Capacity Plan. 
 

Capacity Transfer Right: 

 

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

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

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

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

Delivery Area. 

 

Capacity Transmission Injection Rights: 

 

“Capacity Transmission Injection Rights” shall mean the rights to schedule energy and capacity 

deliveries at a Point of Interconnection of a Merchant Transmission Facility with the 

Transmission System. Capacity Transmission Injection Rights may be awarded only to a 

Merchant D.C. Transmission Facility and/or Controllable A.C. Merchant Transmission Facilities 

that connects the Transmission System to another control area. Deliveries scheduled using 

Capacity Transmission Injection Rights have rights similar to those under Firm Point-to-Point 

Transmission Service or, if coupled with a generating unit external to the PJM Region that 

satisfies all applicable criteria specified in the PJM Manuals, similar to Capacity Interconnection 

Rights. 

 

Charge Economic Maximum Megawatts: 

 

“Charge Economic Maximum Megawatts” shall mean the greatest magnitude of megawatt power 

consumption available for charging in economic dispatch by an Energy Storage Resource Model 

Participant in Continuous Mode or in Charge Mode.  Charge Economic Maximum Megawatts 

shall be the Economic Minimum for an Energy Storage Resource in Charge Mode or in 

Continuous Mode. 

 

Charge Economic Minimum Megawatts: 

 

“Charge Economic Minimum Megawatts” shall mean the smallest magnitude of megawatt power 

consumption available for charging in economic dispatch by an Energy Storage Resource Model 

Participant in Charge Mode.  Charge Economic Minimum Megawatts shall be the Economic 

Maximum for an Energy Storage Resource in Charge Mode. 
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Charge Mode: 

 

“Charge Mode” shall mean the mode of operation of an Energy Storage Resource Model 

Participant that only includes negative megawatt quantities (i.e., the Energy Storage Resource 

Model Participant is only withdrawing megawatts from the grid).   

 

Charge Ramp Rate: 

 

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

Participant in Charge Mode. 

 

Cleared Capacity Resource with State Subsidy: 

 

“Cleared Capacity Resource with State Subsidy” shall mean a Capacity Resource with State 

Subsidy that has cleared in an RPM Auction for a Delivery Year that is prior to the 2022/2023 

Delivery Year or, starting with 2022/2023 Delivery Year, the MWs (in installed capacity) 

comprising a Capacity Resource with State Subsidy that have cleared an RPM Auction pursuant 

to its Sell Offer at or above its resource-specific MOPR Floor Offer Price or the applicable 

default New Entry MOPR Floor Offer Price and since then, any of those MWs (in installed 

capacity) comprising a Capacity Resource with State Subsidy have been, the subject of a Sell 

Offer into the Base Residual Auction or included in an FRR Capacity Plan at the time of the 

Base Residual Auction for the relevant Delivery Year.   

 

Cold/Warm/Hot Notification Time: 

 

“Cold/Warm/Hot Notification Time” shall mean the time interval between PJM notification and 

the beginning of the start sequence for a generating unit that is currently in its cold/warm/hot 

temperature state. The start sequence may include steps such as any valve operation, starting feed 

water pumps, startup of auxiliary equipment, etc. 

 

Cold/Warm/Hot Start-up Time: 

 

For all generating units that are not combined cycle units, “Cold/Warm/Hot Start-up Time” shall 

mean the time interval, measured in hours, from the beginning of the start sequence to the point 

after generator breaker closure, which is typically indicated by telemetered or aggregated State 

Estimator megawatts greater than zero for a generating unit in its cold/warm/hot temperature 

state. For combined cycle units, “Cold/Warm/Hot Start-up Time” shall mean the time interval 

from the beginning of the start sequence to the point after first combustion turbine generator 

breaker closure in its cold/warm/hot temperature state, which is typically indicated by 

telemetered or aggregated State Estimator megawatts greater than zero. For all generating units, 

the start sequence may include steps such as any valve operation, starting feed water pumps, 

startup of auxiliary equipment, etc. Other more detailed actions that could signal the beginning of 

the start sequence could include, but are not limited to, the operation of pumps, condensers, fans, 

water chemistry evaluations, checklists, valves, fuel systems, combustion turbines, starting 

engines or systems, maintaining stable fuel/air ratios, and other auxiliary equipment necessary 

for startup. 
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Cold Weather Alert: 

 

“Cold Weather Alert” shall mean the notice that PJM provides to PJM Members, Transmission 

Owners, resource owners and operators, customers, and regulators to prepare personnel and 

facilities for expected extreme cold weather conditions. 

 

Collateral: 

 

“Collateral” shall be a cash deposit, including any interest, or letter of credit in an amount and 

form determined by and acceptable to PJMSettlement, provided by a Participant to 

PJMSettlement as security in order to participate in the PJM Markets or take Transmission 

Service. “Collateral” shall also include surety bonds, except for the purpose of satisfying the 

FTR Credit Requirement, in which case only a cash deposit or Letter of Credit will be 

acceptable. 

 

Collateral Call: 

 

“Collateral Call” shall mean a notice to a Participant that additional Collateral, or possibly early 

payment, is required in order to remain in, or to regain, compliance with Tariff, Attachment Q. 

 

Commencement Date: 

 

“Commencement Date” shall mean the date on which Interconnection Service commences in 

accordance with an Interconnection Service Agreement. 

 

Committed Offer: 

 

The “Committed Offer” shall mean 1) for pool-scheduled resources, an offer on which a resource 

was scheduled by the Office of the Interconnection for a particular clock hour for an Operating 

Day, and 2) for self-scheduled resources, either the offer on which the Market Seller has elected 

to schedule the resource or the applicable offer for the resource determined pursuant to Operating 

Agreement, Schedule 1, section 6.4, or Operating Agreement, Schedule 1, section 6.6 for a 

particular clock hour for an Operating Day.  

 

Completed Application: 

 

“Completed Application” shall mean an application that satisfies all of the information and other 

requirements of the Tariff, including any required deposit. 

 

Compliance Aggregation Area (CAA): 
 
“Compliance Aggregation Area” or “CAA” shall mean a geographic area of Zones or sub-Zones 

that are electrically-contiguous and experience for the relevant Delivery Year, based on Resource 

Clearing Prices of, for Delivery Years through May 31, 2018, Annual Resources and for the 

2018/2019 Delivery Year and subsequent Delivery Years, Capacity Performance Resources, the 
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same locational price separation in the Base Residual Auction, the same locational price 

separation in the First Incremental Auction, the same locational price separation in the Second 

Incremental Auction, the same locational price separation in the Third Incremental Auction. 

 

Conditional Incremental Auction: 

 

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

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

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

in the Base Residual Auction for such Delivery Year. 

 

CONE Area: 

 

“CONE Area” shall mean the areas listed in Tariff, Attachment DD, section 5.10(a)(iv)(A) and 

any LDAs established as CONE Areas pursuant to Tariff, Attachment DD, section 

5.10(a)(iv)(B).  

 

Confidential Information: 

 

“Confidential Information” shall mean any confidential, proprietary, or trade secret information 

of a plan, specification, pattern, procedure, design, device, list, concept, policy, or compilation 

relating to the present or planned business of a New Service Customer, Transmission Owner, or 

other Interconnection Party or Construction Party, which is designated as confidential by the 

party supplying the information, whether conveyed verbally, electronically, in writing, through 

inspection, or otherwise, and shall include, without limitation, all information relating to the 

producing party’s technology, research and development, business affairs and pricing, and any 

information supplied by any New Service Customer, Transmission Owner, or other 

Interconnection Party or Construction Party to another such party prior to the execution of an 

Interconnection Service Agreement or a Construction Service Agreement. 

 

Congestion Price: 

 

“Congestion Price” shall mean the congestion component of the Locational Marginal Price, 

which is the effect on transmission congestion costs (whether positive or negative) associated 

with increasing the output of a generation resource or decreasing the consumption by a Demand 

Resource, based on the effect of increased generation from or consumption by the resource on 

transmission line loadings, calculated as specified in Operating Agreement, Schedule 1, section 

2, and the parallel provisions of Tariff, Attachment K-Appendix, section 2. 

 

Consolidated Transmission Owners Agreement, PJM Transmission Owners Agreement or 

Transmission Owners Agreement: 

 

“Consolidated Transmission Owners Agreement,” “PJM Transmission Owners Agreement” or 

“Transmission Owners Agreement” shall mean the certain Consolidated Transmission Owners 

Agreement dated as of December 15, 2005, by and among the Transmission Owners and by and 
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between the Transmission Owners and PJM Interconnection, L.L.C. on file with the 

Commission, as amended from time to time. 

 

Constraint Relaxation Logic:  
 

“Constraint Relaxation Logic” shall mean the logic applied in the market clearing software 

where the transmission limit is increased to prevent the Transmission Constraint Penalty Factor 

from setting the Marginal Value of a transmission constraint.  

 

Constructing Entity: 

 

“Constructing Entity” shall mean either the Transmission Owner or the New Services Customer, 

depending on which entity has the construction responsibility pursuant to Tariff, Part VI and the 

applicable Construction Service Agreement; this term shall also be used to refer to an 

Interconnection Customer with respect to the construction of the Customer Interconnection 

Facilities. 

 

Construction Party: 

 

“Construction Party” shall mean a party to a Construction Service Agreement.  “Construction 

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

 

Construction Service Agreement: 

 

“Construction Service Agreement” shall mean either an Interconnection Construction Service 

Agreement or an Upgrade Construction Service Agreement. 

 

Contingent Facilities: 

 

“Contingent Facilities” shall mean those unbuilt Interconnection Facilities and Network 

Upgrades upon which the Interconnection Request’s costs, timing, and study findings are 

dependent and, if delayed or not built, could cause a need for restudies of the Interconnection 

Request or a reassessment of the Interconnection Facilities and/or Network Upgrades and/or 

costs and timing. 

 

Continuous Mode: 

 

“Continuous Mode” shall mean the mode of operation of an Energy Storage Resource Model 

Participant that includes both negative and positive megawatt quantities (i.e., the Energy Storage 

Resource Model Participant is capable of continually and immediately transitioning from 

withdrawing megawatt quantities from the grid to injecting megawatt quantities onto the grid or 

injecting megawatts to withdrawing megawatts).  Energy Storage Resource Model Participants 

operating in Continuous Mode are considered to have an unlimited ramp rate.  Continuous Mode 

requires Discharge Economic Maximum Megawatts to be zero or correspond to an injection, and 

Charge Economic Maximum Megawatts to be zero or correspond to a withdrawal. 
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Control Area: 

 

“Control Area” shall mean an electric power system or combination of electric power systems 

bounded by interconnection metering and telemetry to which a common automatic generation 

control scheme is applied in order to: 

 

 (1) match the power output of the generators within the electric power system(s) and 

energy purchased from entities outside the electric power system(s), with the load within the 

electric power system(s); 

 

 (2) maintain scheduled interchange with other Control Areas, within the limits of 

Good Utility Practice; 

 

 (3) maintain the frequency of the electric power system(s) within reasonable limits in 

accordance with Good Utility Practice; and 

 

 (4) provide sufficient generating capacity to maintain operating reserves in 

accordance with Good Utility Practice. 

 

Control Zone: 

 

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

 

Controllable A.C. Merchant Transmission Facilities: 

 

“Controllable A.C. Merchant Transmission Facilities” shall mean transmission facilities that (1) 

employ technology which Transmission Provider reviews and verifies will permit control of 

the amount and/or direction of power flow on such facilities to such extent as to effectively 

enable the controllable facilities to be operated as if they were direct current transmission 

facilities, and (2) that are interconnected with the Transmission System pursuant to Tariff, Part 

IV and Tariff, Part VI. 

 

Coordinated External Transaction: 

 

“Coordinated External Transaction” shall mean a transaction to simultaneously purchase and sell 

energy on either side of a CTS Enabled Interface in accordance with the procedures of Operating 

Agreement, Schedule 1, section 1.13, and the parallel provisions of Tariff, Attachment K-

Appendix, section 1.13. 

 

Coordinated Transaction Scheduling: 

 

“Coordinated Transaction Scheduling” or “CTS” shall mean the scheduling of Coordinated 

External Transactions at a CTS Enabled Interface in accordance with the procedures of 

Operating Agreement, Schedule 1, section 1.13, and the parallel provisions of Tariff, Attachment 

K-Appendix, section 1.13. 

 



 

Page 9 

Corporate Guaranty: 

 

“Corporate Guaranty” shall mean a legal document used by an entity to guaranty the obligations 

of another entity. 

 

Cost of New Entry: 

 

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

as determined in accordance with Tariff, Attachment DD, section 5. 

 

Costs: 

 

As used in Tariff, Part IV, Tariff, Part VI and related attachments, “Costs” shall mean costs and 

expenses, as estimated or calculated, as applicable, including, but not limited to, capital 

expenditures, if applicable, and overhead, return, and the costs of financing and taxes and any 

Incidental Expenses. 

 

Counterparty:  
 

“Counterparty” shall mean PJMSettlement as the contracting party, in its name and own right 

and not as an agent, to an agreement or transaction with a Market Participant or other entities, 

including the agreements and transactions with customers regarding transmission service and 

other transactions under the PJM Tariff and the Operating Agreement.  PJMSettlement shall not 

be a counterparty to (i) any bilateral transactions between Members, or (ii) any Member’s self-

supply of energy to serve its load, or (iii) any Member’s self-schedule of energy reported to the 

Office of the Interconnection to the extent that energy serves that Member’s own load. 

 

Credit Available for Export Transactions: 

 

“Credit Available for Export Transactions” shall mean a designation of credit to be used for 

Export Transactions that is allocated by each Market Participant from its Credit Available for 

Virtual Transactions, and which reduces the Market Participant's Credit Available for Virtual 

Transactions accordingly. 

 

Credit Available for Virtual Transactions: 

 

“Credit Available for Virtual Transactions” shall mean the Market Participant’s Working Credit 

Limit for Virtual Transactions calculated on its credit provided in compliance with its Peak 

Market Activity requirement plus available credit submitted above that amount, less any unpaid 

billed and unbilled amounts owed to PJMSettlement, plus any unpaid unbilled amounts owed by 

PJMSettlement to the Market Participant, less any applicable credit required for Minimum 

Participation Requirements, FTRs, RPM activity,  or other credit requirement determinants as 

defined in Tariff, Attachment Q. 

 

Credit Breach: 
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“Credit Breach” shall mean the status of a Participant that does not currently meet the 

requirements of Tariff, Attachment Q or other provisions of the Agreements. 

 

Credit-Limited Offer: 

 

“Credit-Limited Offer” shall mean a Sell Offer that is submitted by a Market Participant in an 

RPM Auction subject to a maximum credit requirement specified by such Market Participant. 

 

Credit Score: 

  

“Credit Score” shall mean a composite numerical score scaled from 0-100 as calculated by 

PJMSettlement that incorporates various predictors of creditworthiness. 

 

CTS Enabled Interface: 

 

“CTS Enabled Interface” shall mean an interface between the PJM Control Area and an adjacent 

Control Area at which the Office of the Interconnection has authorized the use of Coordinated 

Transaction Scheduling (“CTS”). The CTS Enabled Interfaces between the PJM Control Area 

and the New York Independent System Operator, Inc. Control Area shall be designated in the 

Joint Operating Agreement Among and Between New York Independent System Operator Inc. 

and PJM Interconnection, L.L.C., Schedule A (PJM Rate Schedule FERC No. 45).  The CTS 

Enabled Interfaces between the PJM Control Area and the Midcontinent Independent System 

Operator, Inc. shall be designated consistent with Attachment 3, section 2 of the Joint Operating 

Agreement between Midcontinent Independent System Operator, Inc. and PJM Interconnection, 

L.L.C. 

 

CTS Interface Bid: 

 

“CTS Interface Bid” shall mean a unified real-time bid to simultaneously purchase and sell 

energy on either side of a CTS Enabled Interface in accordance with the procedures of Operating 

Agreement, Schedule 1, section 1.13, and the parallel provisions of Tariff, Attachment K-

Appendix, section 1.13. 

 

Curtailment: 

 

“Curtailment” shall mean a reduction in firm or non-firm transmission service in response to a 

transfer capability shortage as a result of system reliability conditions. 

 

Curtailment Service Provider: 

 

“Curtailment Service Provider” or “CSP” shall mean a Member or a Special Member, which 

action on behalf of itself or one or more other Members or non-Members, participates in the PJM 

Interchange Energy Market, Ancillary Services markets, and/or Reliability Pricing Model by 

causing a reduction in demand. 

 

Customer Facility: 



 

Page 11 

 

“Customer Facility” shall mean Generation Facilities or Merchant Transmission Facilities 

interconnected with or added to the Transmission System pursuant to an Interconnection Request 

under Tariff, Part IV. 

 

Customer-Funded Upgrade: 

 

“Customer-Funded Upgrade” shall mean any Network Upgrade, Local Upgrade, or Merchant 

Network Upgrade for which cost responsibility (i) is imposed on an Interconnection Customer or 

an Eligible Customer pursuant to Tariff, Part VI, section 217, or (ii) is voluntarily undertaken by 

a New Service Customer in fulfillment of an Upgrade Request.  No Network Upgrade, Local 

Upgrade or Merchant Network Upgrade or other transmission expansion or enhancement shall be 

a Customer-Funded Upgrade if and to the extent that the costs thereof are included in the rate 

base of a public utility on which a regulated return is earned. 

 

Customer Interconnection Facilities: 

 

“Customer Interconnection Facilities” shall mean all facilities and equipment owned and/or 

controlled, operated and maintained by Interconnection Customer on Interconnection Customer’s 

side of the Point of Interconnection identified in the appropriate appendices to the 

Interconnection Service Agreement and to the Interconnection Construction Service Agreement, 

including any modifications, additions, or upgrades made to such facilities and equipment, that 

are necessary to physically and electrically interconnect the Customer Facility with the 

Transmission System. 

 

Daily Deficiency Rate: 

 

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

Tariff, Attachment DD, section 7, Tariff, Attachment DD, section 8, Tariff, Attachment DD, 

section 9, or Tariff, Attachment DD, section 13. 

 

Daily Unforced Capacity Obligation: 

 

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

Entity during the Delivery Year, determined in accordance with  Reliability Assurance 

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

8.1. 

 

Day-ahead Congestion Price: 

 

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

Energy Market. 

 

Day-ahead Energy Market: 
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“Day-ahead Energy Market” shall mean the schedule of commitments for the purchase or sale of 

energy and payment of Transmission Congestion Charges developed by the Office of the 

Interconnection as a result of the offers and specifications submitted in accordance with 

Operating Agreement, Schedule 1, section 1.10 and the parallel provisions of Tariff, Attachment 

K-Appendix, section 1.10. 

 

Day-ahead Energy Market Injection Congestion Credits: 

 

“Day-ahead Energy Market Injection Congestion Credits” shall mean those congestion credits 

paid to Market Participants for supply transactions in the Day-ahead Energy Market including 

generation schedules, Increment Offers, Up-to Congestion Transactions, import transactions, and 

Day-Ahead Pseudo-Tie Transactions. 

 

Day-ahead Energy Market Transmission Congestion Charges: 
 

“Day-ahead Energy Market Transmission Congestion Charges” shall be equal to the sum of Day-

ahead Energy Market Withdrawal Congestion Charges minus [the sum of Day-ahead Energy 

Market Injection Congestion Credits plus any congestion charges calculated pursuant to the Joint 

Operating Agreement between the Midcontinent Independent Transmission System Operator, 

Inc. and PJM Interconnection, L.L.C. (PJM Rate Schedule FERC No. 38), plus any congestion 

charges calculated pursuant to the Joint Operating Agreement Among and Between New York 

Independent System Operator Inc. and PJM Interconnection, L.L.C. (PJM Rate Schedule FERC 

No. 45), plus any congestion charges calculated pursuant to agreements between the Office of 

the Interconnection and other entities, as applicable)]. 

 

Day-ahead Energy Market Withdrawal Congestion Charges: 

 

“Day-ahead Energy Market Withdrawal Congestion Charges” shall mean those congestion 

charges collected from Market Participants for withdrawal transactions in the Day-ahead Energy 

Market from transactions including Demand Bids, Decrement Bids, Up-to Congestion 

Transactions, Export Transactions, and Day-Ahead Pseudo-Tie Transactions. 

 

Day-ahead Loss Price: 

 

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

 

Day-ahead Prices: 

 

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

Energy Market. 

 

Day-Ahead Pseudo-Tie Transaction:  

 

“Day-Ahead Pseudo-Tie Transaction” shall mean a transaction scheduled in the Day-ahead 

Energy Market to the PJM-MISO interface from a generator within the PJM balancing authority 

area that Pseudo-Ties into the MISO balancing authority area. 
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Day-ahead Scheduling Reserves: 

 

“Day-ahead Scheduling Reserves” shall mean thirty-minute reserves as defined by the 

ReliabilityFirst Corporation and SERC. 

 

Day-ahead Scheduling Reserves Market: 

 

“Day-ahead Scheduling Reserves Market” shall mean the schedule of commitments for the 

purchase or sale of Day-ahead Scheduling Reserves developed by the Office of the 

Interconnection as a result of the offers and specifications submitted in accordance with 

Operating Agreement, Schedule 1, section 1.10 and the parallel provisions of Tariff, Attachment 

K-Appendix, section 1.10. 

 

Day-ahead Scheduling Reserves Requirement: 

 

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

Scheduling Reserves Requirement and Additional Day-ahead Scheduling Reserves Requirement. 

 

Day-ahead Scheduling Reserves Resources: 

 

“Day-ahead Scheduling Reserves Resources” shall mean synchronized and non-synchronized 

generation resources and Demand Resources electrically located within the PJM Region that are 

capable of providing Day-ahead Scheduling Reserves. 

 

Day-ahead Settlement Interval:  

 

“Day-ahead Settlement Interval” shall mean the interval used by settlements, which shall be 

every one clock hour.  

 

Day-ahead System Energy Price: 

 

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

ahead Energy Market. 

 

Deactivation: 

 

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

Part V. 

 

Deactivation Avoidable Cost Credit: 

 

“Deactivation Avoidable Cost Credit” shall mean the credit paid to Generation Owners pursuant 

to Tariff, Part V, section 114. 

 

Deactivation Avoidable Cost Rate: 
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“Deactivation Avoidable Cost Rate” shall mean the formula rate established pursuant to Tariff, 

Part V, section 115 . 

 

Deactivation Date: 

 

“Deactivation Date” shall mean the date a generating unit within the PJM Region is either retired 

or mothballed and ceases to operate. 

 

Decrement Bid: 

 

“Decrement Bid” shall mean a type of Virtual Transaction that is a bid to purchase energy at a 

specified location in the Day-ahead Energy Market.  A cleared Decrement Bid results in 

scheduled load at the specified location in the Day-ahead Energy Market. 

 

Default: 

 

As used in the Interconnection Service Agreement and Construction Service Agreement, 

“Default” shall mean the failure of a Breaching Party to cure its Breach in accordance with the 

applicable provisions of an Interconnection Service Agreement or Construction Service 

Agreement. 

 

Delivering Party: 

 

“Delivering Party” shall mean the entity supplying capacity and energy to be transmitted at 

Point(s) of Receipt. 

 

Delivery Year: 

 

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

pursuant to the auction procedures specified in Tariff, Attachment DD, or pursuant to an FRR 

Capacity Plan under Reliability Assurance Agreement, Schedule 8.1. 

 

Demand Bid: 

 

“Demand Bid” shall mean a bid, submitted by a Load Serving Entity in the Day-ahead Energy 

Market, to purchase energy at its contracted load location, for a specified timeframe and 

megawatt quantity, that if cleared will result in energy being scheduled at the specified location 

in the Day-ahead Energy Market and in the physical transfer of energy during the relevant 

Operating Day.   

 

Demand Bid Limit: 

 

“Demand Bid Limit” shall mean the largest MW volume of Demand Bids that may be submitted 

by a Load Serving Entity for any hour of an Operating Day, as determined pursuant to Operating 
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Agreement, Schedule 1, section 1.10.1B, and the parallel provisions of Tariff, Attachment K-

Appendix, section 1.10.1B. 

 

Demand Bid Screening: 

 

“Demand Bid Screening” shall mean the process by which Demand Bids are reviewed against 

the applicable Demand Bid Limit, and rejected if they would exceed that limit, as determined 

pursuant to Operating Agreement, Schedule 1, section 1.10.1B, and the parallel provisions of 

Tariff, Attachment K-Appendix, section 1.10.1B. 

 

Demand Resource: 

 

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

 

Demand Resource Factor or DR Factor: 

 

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

Assurance Agreement. 

 

Designated Agent: 

 

“Designated Agent” shall mean any entity that performs actions or functions on behalf of the 

Transmission Provider, a Transmission Owner, an Eligible Customer, or the Transmission 

Customer required under the Tariff. 

 

Designated Entity: 

 

“Designated Entity” shall have the same meaning provided in the Operating Agreement. 

 

Direct Assignment Facilities: 

 

“Direct Assignment Facilities” shall mean facilities or portions of facilities that are constructed 

for the sole use/benefit of a particular Transmission Customer requesting service under the 

Tariff.  Direct Assignment Facilities shall be specified in the Service Agreement that governs 

service to the Transmission Customer and shall be subject to Commission approval. 

 

Direct Charging Energy: 
 

“Direct Charging Energy” shall mean the energy that an Energy Storage Resource purchases 

from the PJM Interchange Energy Market and (i) later resells to the PJM Interchange Energy 

Market; or (ii) is lost to conversion inefficiencies, provided that such inefficiencies are an 

unavoidable component of the conversion, storage, and discharge process that is used to resell 

energy back to the PJM Interchange Energy Market. 

 

Direct Load Control: 
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“Direct Load Control” shall mean load reduction that is controlled directly by the Curtailment 

Service Provider’s market operations center or its agent, in response to PJM instructions. 

 

Discharge Economic Maximum Megawatts: 
 

“Discharge Economic Maximum Megawatts” shall mean the maximum megawatt power output 

available for discharge in economic dispatch by an Energy Storage Resource Model Participant 

in Continuous Mode or in Discharge Mode. Discharge Economic Maximum Megawatts shall be 

the Economic Maximum for an Energy Storage Resource in Discharge Mode or in Continuous 

Mode. 

 

Discharge Economic Minimum Megawatts: 
 

“Discharge Economic Minimum Megawatts” shall mean the minimum megawatt power output 

available for discharge in economic dispatch by an Energy Storage Resource Model Participant 

in Discharge Mode.  Discharge Economic Minimum Megawatts shall be the Economic 

Minimum for an Energy Storage Resource in Discharge Mode. 

 

Discharge Mode: 

 

“Discharge Mode” shall mean the mode of operation of an Energy Storage Resource Model 

Participant that only includes positive megawatt quantities (i.e., the Energy Storage Resource 

Model Participant is only injecting megawatts onto the grid).   

 

Discharge Ramp Rate: 

 

“Discharge Ramp Rate” shall mean the Ramping Capability of an Energy Storage Resource 

Model Participant in Discharge Mode. 

 

Dispatch Rate: 

 

“Dispatch Rate” shall mean the control signal, expressed in dollars per megawatt-hour, 

calculated and transmitted continuously and dynamically to direct the output level of all 

generation resources dispatched by the Office of the Interconnection in accordance with the 

Offer Data. 

 

Dispatched Charging Energy:   

 

“Dispatched Charging Energy” shall mean Direct Charging Energy that an Energy Storage 

Resource Model Participant receives from the electric grid pursuant to PJM dispatch while 

providing one of the following services in the PJM markets: Energy Imbalance Service pursuant 

to Tariff, Schedule 4; Regulation; Tier 2 Synchronized Reserves; or Reactive Service.  Energy 

Storage Resource Model Participants shall be considered to be providing Energy Imbalance 

Service when they are dispatchable by PJM in real-time.   

 

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

 

Dynamic Transfer: 

 

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

 

CREDIT RISK MANAGEMENT POLICY 

 

I. INTRODUCTION 

 

It is the policy of PJM that prior to an entity participating in any PJM Markets or in order to take 

Transmission Service, the entity must demonstrate its ability to meet the requirements in this 

Attachment Q.  This Attachment Q also sets forth PJM’s authority to deny, reject, or terminate a 

Participant’s right to participate in any PJM Markets in order to protect the PJM Markets and 

PJM Members from unreasonable credit risk from any Participant’s activities.  Given the 

interconnectedness and overlapping of their responsibilities, PJM Interconnection, L.L.C. and 

PJM Settlement, Inc. are referred to both individually and collectively herein as “PJM.” 

 

PURPOSE 

 

PJMSettlement is the counterparty to transactions in the PJM Markets.  As a consequence, if a 

Participant defaults on its obligations under this Attachment Q, or PJM determines a Participant 

represents unreasonable credit risk to the PJM Markets, and the Participant does not post 

Collateral, additional Collateral or Restricted Collateral in response to a Collateral Call, the 

result is that the Participant represents unsecured credit risk to the PJM Markets.  For this reason, 

PJM must have the authority to monitor and manage credit risk on an ongoing basis, and to act 

promptly to mitigate or reduce any unsecured credit risk, in order to protect the PJM Markets and 

PJM Members from losses. 

 

This Attachment Q describes requirements for: (1) eligibility to be a Market Participant, (2) 

establishment and maintenance of credit by Market Participants, and (3) collateral requirements 

and forms of credit support that will be deemed as acceptable to mitigate risk to any PJM 

Markets.  

 

This Attachment Q also sets forth (1) PJM’s authority to monitor and manage credit risk that a 

Participant may represent to the PJM Markets and/or PJM membership in general, (2) the basis 

for establishing limits that will be imposed on a Market Participant in order to minimize risk, and 

(3) various obligations and requirements the violation of which will result in an Event of Default 

pursuant to this Attachment Q and the Agreements.  

 

Attachment Q describes the types of data and information PJM will review in order to determine 

whether an Applicant or Market Participant presents an unreasonable risk to any PJM Markets 

and/or PJM membership in general, and the steps PJM may take in order to address that risk.   

 

APPLICABILITY 
 

This Attachment Q applies to all Applicants and Market Participants who take Transmission 

Service under this Tariff, or participate in any PJM Markets or market activities under the 

Agreements.  Notwithstanding anything to the contrary in this Attachment Q, simply taking 
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transmission service or procuring Ancillary Services via market-based rates does not imply 

market participation for purposes of applicability of this Attachment Q. 

 

II. RISK EVALUATION PROCESS 
 

PJM will conduct a risk evaluation to determine eligibility to become and/or remain a Market 

Participant or Guarantor that: (1) assesses the entity’s financial strength, risk profile, 

creditworthiness, and other relevant factors; (2) determines an Unsecured Credit Allowance, if 

appropriate; (3) determines appropriate levels of Collateral; and (4) evaluates any Credit 

Support, including Guaranties or Letters of Credit. 

 

A. Initial Risk Evaluation  
 

PJM will perform an initial risk evaluation of each Applicant and/or its Guarantor.  As part of the 

initial risk evaluation, PJM will consider certain Minimum Participation Requirements, assign an 

Internal Risk Score, establish an Unsecured Credit Allowance if appropriate, and make a 

determination regarding required levels of Collateral, creditworthiness, credit support, Restricted 

Collateral and other assurances for participation in certain PJM Markets.   

 

Each Applicant and/or its Guarantor must provide the information set forth below at the time of 

its initial application pursuant to this Attachment Q and on an ongoing basis in order to remain 

eligible to participate in any PJM Markets.  The same quantitative and qualitative factors will be 

used to evaluate Participants whether or not they have rated debt. 

 

1.  Rating Agency Reports  
 

PJM will review Rating Agency reports from Standard & Poor’s, Moody’s Investors Service, 

Fitch Ratings, or other Nationally Recognized Statistical Rating Organization for each Applicant 

and/or Guarantor.  The review will focus on the Applicant’s or its Guarantor’s senior unsecured 

debt ratings.  If senior unsecured debt ratings are not available, PJM may consider other ratings, 

including issuer ratings, corporate ratings and/or an implied rating based on an internally derived 

Internal Credit Score pursuant to section II.A.3 below.  

 

2.  Financial Statements and Related Information  
 

Each Applicant and/or its Guarantor must submit, or cause to be submitted, audited financial 

statements, except as otherwise indicated below, prepared in accordance with United States 

Generally Accepted Accounting Principles (“US GAAP”) or any other format acceptable to PJM 

for the three (3) fiscal years most recently ended, or the period of existence of the Applicant 

and/or its Guarantor, if shorter.  Applicants and/or their Guarantors must submit, or cause to be 

submitted, financial statements, which may be unaudited, for each completed fiscal quarter of the 

current fiscal year.  All audited financial statements provided by the Applicant and/or its 

Guarantor must be audited by an Independent Auditor.   

 

The information should include, but not be limited to, the following:  
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(a)  If the Applicant and/or its Guarantor has publicly traded securities: 

 

(i) Annual reports on Form 10-K, together with any amendments thereto; 

 

(ii) Quarterly reports on Form 10-Q, together with any amendments thereto; 

 

(iii) Form 8-K reports, if any, that have been filed since the most recent Form 

10-K;   

 

(iv) A summary provided by the Principal responsible, or to be responsible, for 

PJM Market activity of: (1) the Participant’s primary purpose(s) of activity 

or anticipated activity in the PJM Markets (investment, trading or 

“hedging or mitigating commercial risks,” as such phrase has meaning in 

the CFTC’s regulations regarding the end-user exception to clearing); (2) 

the experience of the Participant (and its Principals) in managing risks in 

similar markets, including other organized RTO/ISO markets or on 

regulated commodity exchanges; and (3) a high level overview of the 

Participant’s intended participation in the PJM Markets.    

 

(v) All audited financial statements provided by an Applicant with publicly 

traded securities and/or its Guarantor with publicly traded securities must 

be audited by an Independent Auditor that satisfies the requirements set 

forth in the Sarbanes-Oxley Act of 2002. 

 

(b) If the Applicant and/or its Guarantor does not have publicly-traded securities:  

 

(i) Annual Audited Financial Statements or equivalent independently audited 

financials, and quarterly financial statements, generally found on: 

- Balance Sheets 

- Income Statements 

- Statements of Cash Flows 

- Statements of Stockholder’s or Member’s Equity or Net Worth; 

 

(ii) Notes to Annual Audited Financial Statements, and notes to quarterly 

financial statements if any, including disclosures of any material changes 

from the last report;  

 

(iii) Disclosure equivalent to a Management’s Discussion & Analysis, 

including an executive overview of operating results and outlook, and 

compliance with debt covenants and indentures, and off balance sheet 

arrangements, if any; 

 

(iv) Auditor’s Report with an unqualified opinion or written letter from auditor 

containing the opinion whether the annual audited financial statements 

comply with the US GAAP or any other format acceptable to PJM; and 
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(v) A summary provided by the Principal responsible or to be responsible for 

PJM Market activity of: (1) the Participant’s primary purpose(s) of activity 

or anticipated activity in the PJM Markets (investment, trading or 

“hedging or mitigating commercial risks,” as such phrase has meaning in 

the CFTC’s regulations regarding the end-user exception to clearing); (2) 

the experience of the Participant (and its Principals) in managing risks in 

similar markets, including other organized RTO/ISO markets or on 

regulated commodity exchanges; and (3) a high level overview of the 

Participant’s intended participation in the PJM Markets. 

 

(c) If Applicant and/or Guarantor is newly formed, does not yet have three (3) years 

of audited financials, or does not routinely prepare audited financial statements, 

PJM may specify other information to allow it to assess the entity’s 

creditworthiness, including but not limited to: 

 

(i) Equivalent financial information traditionally found in: 

- Balance Sheets 

- Income Statements 

- Statements of Cash Flows 

 

(ii) Disclosure equivalent to a Management’s Discussion & Analysis, 

including an executive overview of operating results and outlook, and 

compliance with debt covenants and indentures, and off balance sheet 

arrangements, if any; and 

 

(iii) A summary provided by the Principal responsible or to be responsible for 

PJM Market activity of: (1) the Participant’s primary purpose(s) of activity 

or anticipated activity in the PJM Markets (investment, trading or 

“hedging or mitigating commercial risks,” as such phrase has meaning in 

the CFTC’s regulations regarding the end-user exception to clearing); (2) 

the experience of the Participant (and its Principals) in managing risks in 

similar markets, including other organized RTO/ISO markets or on 

regulated commodity exchanges; and (3) a high level overview of the 

Participant’s intended participation in the PJM Markets. 

 

(d) During a two year transition period from June 1, 2020 to May 31, 2022, the 

Applicant or Guarantor may provide a combination of audited financial 

statements and/or equivalent financial information. 

 

If any of the above information in this section II.A.2 is available on the internet, the Applicant 

and/or its Guarantor may provide a letter stating where such statements can be located and 

retrieved by PJM.  If an Applicant and/or its Guarantor files Form 10-K, Form 10-Q, or Form 8-

K with the SEC, then the Applicant and/or its Guarantor will be deemed to have satisfied the 

requirement by indicating to PJM where the information in this section II.A.2 can be located on 

the internet.  
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If the Applicant and/or its Guarantor fails, for any reason, to provide the information required 

above in this section II.A.2, PJM has the right to (1) request Collateral and/or Restricted 

Collateral to cover the amount of risk reasonably associated with the Applicant and/or its 

Guarantor’s expected activity in any PJM Markets, and/or (2) restrict the Applicant from 

participating in certain PJM Markets, including but not limited to restricting the positions the 

Applicant (once it becomes a Market Participant) takes in the market. 
 

For certain Applicants and/or their Guarantors, some of the above submittals may not be 

applicable and alternate requirements for compliant submittals may be specified by PJM.  In the 

credit evaluation of Municipalities and Cooperatives, PJM may also request additional 

information as part of the initial and ongoing review process and will consider other qualitative 

factors in determining financial strength and creditworthiness. 

 

3. Credit Rating and Internal Credit Score 
 

PJM will use credit risk scoring methodologies as a tool in determining an Unsecured Credit 

Allowance for each Applicant and/or its Guarantor.  As its source for calculating the Unsecured 

Credit Allowance, PJM will rely on the ratings from a Rating Agency, if any, on the Applicant’s 

or Guarantor’s senior unsecured debt or their issuer ratings or corporate ratings if senior 

unsecured debt ratings are not available.  If there is a split rating between the Rating Agencies, 

the lower of the ratings shall apply.  If no external credit rating is available PJM will utilize its 

Internal Credit Score in order to calculate the Unsecured Credit Allowance.   

 

The model used to develop the Internal Credit Score will be quantitative, based on financial data 

found in the income statement, balance sheet, and cash flow statement, and it will be qualitative 

based on relevant factors that may be internal or external to a particular Applicant and/or its 

Guarantor. 

 

PJM will employ a framework, as outlined in Tables 1-5 below, based on metrics internal to the 

Applicant and/or its Guarantor, including capital and leverage, cash flow coverage of fixed 

obligations, liquidity, profitability, and other qualitative factors.  The particular metrics and 

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

Markets in which it anticipates participating, in order to account for varying sources and degrees 

of risk to the PJM Markets and PJM members.   

 

The formulation of each metric will be consistently applied to all Applicants and Guarantors 

across industries with slight variations based on identifiable differences in entity type, 

anticipated market activity, and risks to the PJM Markets and PJM members.  In instances where 

the external credit rating is used to calculate the unsecured credit allowance, PJM may also use 

the Internal Credit Score as an input into determining the overall risk profile of an Applicant 

and/or its Guarantor. 
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Table 1. 
Quantitative Metrics by Line of 

Business:  Leverage and Capital 
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Debt / Total Capitalization (%)           

FFO / Debt (%)           

Debt / EBITDA (x)           

Debt / Property, Plant & 

Equipment (%) 

          

Retained Earnings / Total 

Assets (%) 

          

Debt / Avg Daily Production or KwH 

($) 
          

Tangible Net Worth ($)           
Core Capital / Total Assets (%)           

Risk-Based Capital / RWA 

(%) 

          

Tier 1 Capital / RWA (%)           

Equity / Investments (%)           
Debt / Investments (%)           

 primary metric  secondary metric  FFO = Funds From Operations      RWA = Risk-Weighted 

Asserts 

 

 
Table 2. 
Quantitative Metrics by 

Line of Business:  Fixed 
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EBIT / Interest Expense (x)           
EBITDA / Interest Expense (x)           
EBITDA / [Interest Exp + CPLTD] 

(x) 
          

[FFO + Interest Exp] / Interest Exp (x)           
Loans / Total Deposits (%)           
NPL / Gross Loans (%)           

NPL / [Net Worth + LLR] 

(%) 

          

Market Funding / Tangible Bank 

Assets (%) 
          

primary metric  secondary metric  CPLTD = Current Portion of Long-Term Debt   EBIT = Earnings Before Interest and Taxes  EBITDA = 

Earnings Before Interest, Taxes, Depreciation and Amortization   LLR = Loan Loss Reserves   NPL = Non-Performing Loans 
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Table 3. 
Quantitative Metrics by Line of 

Business:  Liquidity 
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CFFO / Total Debt (x)           

Current Assets / Current 

Liabilities (x) 

          

Liquid Assets / Tangible Bank Assets 

(%) 
          

Sources / Uses of Funds (x)           

Weighted Avg Maturity of 

Debt (yrs) 

          

Floating Rate Debt / Total 

Debt (%) 

          

primary metric  secondary metric   CFFO = Cash Flow From Operations 

 

 

Table 4. 
Quantitative Metrics by Line of 

Business:  Profitability 
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Return on Assets (%)           

Return on Equity (%)           

Profit Volatility (%)           

Return on Revenue (%)           

Net Income / Tangible 

Assets (%) 

          

Net Profit ($)           

Net Income / Dividends (x)           

primary metric  secondary metric   

 

 

 

Table 5. 

Qualitative 

Factors:  

Industry 

Level 
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Need for PJM 

Markets to 

Achieve Business 

Goals 
 

Rating 

Agency 

criteria or 

other 

industry 

analysis 
 

High 
 

 

Hig

h 

 

 

High 
 

 

High 

 

 

Med  
 

 

Low 

 

 

Med  
 

 

Low 

 

 

Low 
 

 

N/A 

 

 

Ability to 

Grow/Enter 

Markets other 

than PJM 

Rating 

Agency 

criteria or 

other 

industry 

analysis 

Very 

Low 
 

 

Very 

Low 
 

 

Ver

y 

Lo

w 

 

 

Very 

Low 
 

 

High 

 

 

High 
 

 

Med  

 

 

Med 
 

 

High 

 

 

N/A 
 

 

Other 

Participants’ 

Ability to 

Serve 

Customers 

 

Rating 

Agency 

criteria or 

other 

industry 

analysis 

Low 
 

 

Lo

w 

 

 

Low 
 

 

Low 

 

 

Low 
 

 

Med 

 

 

Low 
 

 

Low 
 

 

High 

 

 

N/A 
 

 

Regulation of 

Participant’s 

Business 

RRA 

regulator

y climate 

scores, 

S&P 

BICRA 

PUC

S 

 

 

Govt 
 

 

N/A 
 

 

FER

C 

PUC

s 

 

 

N/A 
 

 

N/A 

 

 

N/A 
 

 

N/A 

 

 

N/A 
 

 

N/A 

 

Primary 

Purpose of 

PJM Activity 

Investment 

(“Inv.”)/ 

Trading 

(“Trade”)/ 

Hedging or 

Mitigating 

Commercial 

Risk of 

Operations 

(“CRH”) 

CRH  CRH CR

H 

CRH/ 

Trad

e 

CRH/ 

Trad

e 

CRH/ 

Trade 
CRH

/Tra

de 

Inv./ 

Trad

e 

Inv./ 

Trade 
Inv./ 

Trad

e 

 

RRA = Regulatory Research Associates, a division of S&P Global, Inc.     BICRA = Bank 

Industry Country Risk Assessment 

 

The scores developed will range from 1-6, with the following mappings:  

 

1 = Very Low Risk (S&P/Fitch: AAA to AA-; Moody’s: Aaa to Aa3) 

2 = Low Risk (S&P/Fitch: A+ to BBB+; Moody’s: A1 to Baa1) 

3 = Low to Medium Risk (S&P/Fitch: BBB; Moody’s: Baa2) 

4 = Medium Risk (S&P/Fitch: BBB-; Moody’s: Baa3) 

5 = Medium to High Risk (S&P/Fitch: BB+ to BB; Moody’s Ba1 to Ba2) 

6 = High Risk (S&P/Fitch: BB- and below; Moody’s: Ba3 and below) 

 

4.  Trade References  
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If deemed necessary by PJM, whether because the Applicant is newly or recently formed or for 

any other reason, each Applicant and/or its Guarantor shall provide at least one (1) bank 

reference and three (3) Trade References to provide PJM with evidence of Applicant’s 

understanding of the markets in which the Applicant is seeking to participate and the Applicant’s 

experience and ability to manage risk.   PJM may contact the bank references and Trade 

References provided by the Applicant to verify their business experience with the Applicant.   

 

5.  Litigation and Contingencies  
 

Unless prohibited by law, each Applicant and Guarantor is also required to disclose and provide 

information as to the occurrence of, within the five (5) years prior to the submission of the 

information to PJM (i) any litigation, arbitration, investigation (formal inquiry initiated by a 

governmental or regulatory entity), or proceeding,  pending or, to the knowledge of the 

involving, Applicant or its Guarantor or any of their Principals that would likely have a material 

adverse impact on its financial condition and/or would likely materially affect the risk of non-

payment by the Applicant or Guarantor, or (ii) any finding of material defalcation, market 

manipulation or fraud by or involving the Applicant, Guarantor, or any of their Principals, 

predecessors, subsidiaries, or Credit Affiliates that participate in any United States power 

markets based upon a final adjudication of regulatory and/or legal proceedings, (iii) any 

bankruptcy declarations or petitions by or against an Applicant and/or Guarantor, or (iv) any 

violation by any of the foregoing of any federal or state regulations or laws regarding energy 

commodities, U.S. Commodity Futures Trading Commission (“CFTC”) or FERC requirements, 

the rules of any exchange monitored by the National Futures Association, any self-regulatory 

organization or any other governing, regulatory, or standards body responsible for regulating 

activity in North American markets for electricity, natural gas or electricity-related commodity 

products.  Each Applicant and Guarantor shall take reasonable measures to obtain permission to 

disclose information related to a non-public investigation.  These disclosures shall be made by 

Applicant and Guarantor upon application, and within ten (10) Business Days of any material 

change with respect to any of the above matters. 

 

6.  History of Defaults in Energy Projects 
 

Each Applicant and Guarantor shall disclose their current default status and default history for 

any energy related generation or transmission project (e.g. generation, solar, development), and 

within any wholesale or retail energy market, including but not limited to within PJM, any 

Independent System Operator or Regional Transmission Organization, and exchange that has not 

been cured within the past five (5) years.  Defaults of a non-recourse project financed entity may 

not be included in the default history.   

 

7.  Other Disclosures and Additional Information  
 

Each Applicant and Guarantor is required to disclose any Credit Affiliates that are currently 

Members of PJM, applying for membership with PJM, Transmission Customers, Participants, 

applying to become Market Participants, or that participate directly or indirectly in any PJM 

Markets or any other North American markets for electricity, natural gas or electricity-related 

commodity products.  Each Applicant and Guarantor shall also provide a copy of its limited 
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liability company agreement or equivalent agreement, certification of formation, articles of 

incorporation or other similar organization document, offering memo or equivalent, the names of 

its five (5) most senior Principals, and information pertaining to any non-compliance with debt 

covenants and indentures. 

Applicants shall provide PJM the credit application referenced in section III.A and any other 

information or documentation reasonably required for PJM to perform the initial risk evaluation 

of Applicant’s or Guarantor’s creditworthiness and ability to comply with the requirements 

contained in the Agreements related to settlements, billing, credit requirements, and other 

financial matters. 

 

B. Supplemental Risk Evaluation Process 
 

As described in section VI below, PJM will conduct a supplemental risk evaluation process for 

Applicants, Participants, and Guarantors applying to conduct virtual and export transactions or 

participate in any PJM Markets. 

C. Unsecured Credit Allowance  
 

A Market Participant may request that PJM consider it for an Unsecured Credit Allowance 

pursuant to the provisions herein.  Notwithstanding the foregoing, an FTR Participant shall not 

be considered for an Unsecured Credit Allowance for participation in the FTR markets. 

 

1. Unsecured Credit Allowance Evaluation 

 

PJM will perform a credit evaluation on each Participant that has requested an Unsecured Credit 

Allowance, both initially and at least annually thereafter.  PJM shall determine the amount of 

Unsecured Credit Allowance, if any, that can be provided to the Market Participant in 

accordance with the creditworthiness and other requirements set forth in this Attachment Q.  In 

completing the credit evaluation, PJM will consider: 

 

(a)  Rating Agency Reports 
 

PJM will review Rating Agency reports as for each Market Participant on the same basis as 

described in section II.A.1 above and section II.E.1 below.    

 

(b) Financial Statements and Related Information 
 

All financial statements and related information considered for an Unsecured Credit Allowance 

must satisfy all of the same requirements described in section II.A.2 above and section II.E.2 

below. 

 

2.  Material Adverse Changes 
 

Each Market Participant is responsible for informing PJM, in writing, of any Material Adverse 

Change in its financial condition (or the financial condition of its Guarantor) since the date of the 

Market Participant or Guarantor’s most recent annual financial statements provided to PJM, 

pursuant to the requirements reflected in section II.A.2 above and section II.E.3 below.  
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In the event that PJM determines that a Material Adverse Change in the financial condition of a 

Market Participant warrants a requirement to provide Collateral, additional Collateral or 

Restricted Collateral, PJM shall comply with the process and requirements described in section 

II.A above and section II.E below. 

 

3. Other Disclosures  
 

Each Market Participant desiring an Unsecured Credit Allowance is required to make the 

disclosures and upon the same requirements reflected in section II.A.7 above and section II.E.7 

below. 

 

D. Determination of Unreasonable Credit Risk 
 

Unreasonable credit risk shall be determined by the likelihood that an Applicant will default on a 

financial obligation arising from its participation in any PJM Markets.  Indicators of potentially 

unreasonable credit risk include, but are not limited to, a history of market manipulation based 

upon a final adjudication of regulatory and/or legal proceedings, a history of financial defaults, a 

history of bankruptcy or insolvency within the past five (5) years, or a combination of current 

market and financial risk factors such as low capitalization, a reasonably likely future material 

financial liability, a low Internal Credit Score (derived pursuant to section II.A.3 above) and/or a 

low externally derived credit score.  PJM’s determination will be based on, but not limited to, 

information and material provided to PJM during its initial risk evaluation process, information 

and material provided to PJM in the Officer’s Certification, and/or information gleaned by PJM 

from public and non-public sources.    

 

If PJM determines that an Applicant poses an unreasonable credit risk to the PJM Markets, PJM 

may require Collateral, additional Collateral, or Restricted Collateral commensurate with the 

Applicant’s risk of financial default, reject an application, and/or limit or deny Applicant’s 

participation in the PJM Markets, to the extent and for the time period it determines is necessary 

to mitigate the unreasonable credit risk to the PJM Markets.  PJM will reject an application if it 

determines that Collateral, additional Collateral, or Restricted Collateral cannot address the risk.   

 

PJM will communicate its concerns regarding whether the Applicant presents an unreasonable 

credit risk, if any, in writing to the Applicant and attempt to better understand the circumstances 

surrounding that Applicant’s financial and credit position before making its determination.  In 

the event PJM determines that an Applicant presents an unreasonable credit risk that warrants a 

requirement to provide Collateral of any type, or some action to mitigate risk, PJM shall provide 

the Applicant with a written explanation of why such determination was made.    

 

E. Ongoing Risk Evaluation 
 

In addition to the initial risk evaluation set forth in sections II.A through II.D above and the 

annual certification requirements set forth in section III.A below, each Market Participant and/or 

its Guarantor has an ongoing obligation to provide PJM with the information required in section 

IV.A described in more detail below.  PJM may also review public information regarding a 
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Market Participant and/or its Guarantor as part of its ongoing risk evaluation.  If appropriate, 

PJM will revise the Market Participant’s Unsecured Credit Allowance and/or change its 

determination of creditworthiness, credit support, Restricted Collateral, required Collateral or 

other assurances pursuant to PJM’s ongoing risk evaluation process. 

 

Each Market Participant and/or its Guarantor must provide the information set forth below on an 

ongoing basis in order to remain eligible to participate in any PJM Markets.  The same 

quantitative and qualitative factors will be used to evaluate Market Participants whether or not 

they have rated debt. 

 

1.  Rating Agency Reports  
 

PJM will review Rating Agency reports for each Market Participant and/or Guarantor on the 

same basis as described in section II.A.1 above.  

 

2.  Financial Statements and Related Information  
 

On an ongoing basis, Market Participants and/or their Guarantors shall provide the information 

they are required to provide as described in section II.A.2 above, pursuant to the schedule 

reflected below, with one exception.  With regard to the summary that is required to be provided 

by the Principal responsible for PJM Market activity, with respect to experience of the 

Participant or its Principals in managing risks in similar markets, the Principal only needs to 

provide that information for a new Principal that was not serving in the position when the prior 

summary was provided.  PJM will review financial statements and related information for each 

Market Participant and/or Guarantor on the same basis as described in section II.A.2 above.    

 

Each Market Participant and/or its Guarantor must submit, or cause to be submitted, annual 

audited financial statements, except as otherwise indicated below, prepared in accordance with 

US GAAP or any other format acceptable to PJM for the fiscal year most recently ended within 

ten (10) calendar days of the financial statements becoming available and no later than one 

hundred twenty (120) calendar days after its fiscal year end.  Market Participants and/or their 

Guarantors must submit, or cause to be submitted, financial statements, which may be unaudited, 

for each completed fiscal quarter of the current fiscal year, promptly upon their issuance, but no 

later than sixty (60) calendar days after the end of each fiscal quarter.  All audited financial 

statements provided by the Market Participant and/or its Guarantor must be audited by an 

Independent Auditor.   

 

Notwithstanding the foregoing, PJM may upon request, grant a Market Participant or Guarantor 

an extension of time, if the financials are not available within the time frame stated above. 

 

3. Material Adverse Changes 
 

Each Market Participant and each Guarantor is responsible for informing PJM, in writing, of any 

Material Adverse Change in its or its Guarantor’s financial condition within five (5) Business 

Days of any Principal becoming aware of the occurrence of a Material Adverse Change since the 

date of the Market Participant or Guarantor’s most recent annual financial statements provided to 
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PJM.  However, PJM may also independently establish from available information that a 

Participant and/or its Guarantor has experienced a Material Adverse Change in its financial 

condition without regard to whether such Market Participant or Guarantor  has informed PJM of 

the same. 

 

For the purposes of this Attachment Q, a Material Adverse Change in financial condition may 

include, but is not be limited to, any of the following: 

 

(a) a bankruptcy filing; 

(b) insolvency; 

(c) a significant decrease in market capitalization; 

(d) restatement of prior financial statements unless required due to regulatory 

changes; 

(e) the resignation or removal of a Principal unless there is a new Principal appointed 

or expected to be appointed, a transition plan in place pending the appointment of 

a new Principal, or a planned restructuring of such roles;  

(f) the filing of a lawsuit or initiation of an arbitration, investigation, or other 

proceeding that would likely have a material adverse effect on any current or 

future financial results or financial condition or increase the likelihood of non-

payment; 

(g) a material financial default in any other organized energy, ancillary service, 

financial transmission rights and/or capacity markets including but not limited to 

those of another Regional Transmission Organization or Independent System 

Operator, or on any commodity exchange, futures exchange or clearing house, 

that has not been cured or remedied after any required notice has been given and 

any cure period has elapsed;   

(h) a revocation of a license or other authority by any Federal or State regulatory 

agency; where such license or authority is necessary or important to the 

Participant’s continued business, for example, FERC market-based rate authority, 

or State license to serve retail load;  

(i) a significant change in credit default swap spreads, market capitalization, or other 

market-based risk measurement criteria, such as a recent increase in Moody’s 

KMV Expected Default Frequency (EDF
tm

) that is materially greater than the 

increase in its peers’ EDF
tm 

rates, or a collateral default swap (CDS) premium 

normally associated with an entity rated lower than investment grade;  

(j) a confirmed, undisputed material financial default in a bilateral arrangement with 

another Participant or counterparty that has not been cured or remedied after any 

required notice has been given and any cure period has elapsed;  

(k) the sale by a Participant of all or substantially all of its bilateral position(s) in the 

PJM Markets; 

(l) any adverse changes in financial condition which, individually, or in the 

aggregate, are material; and, 

(m) any adverse changes, events or occurrences which, individually or in the 

aggregate, could affect the ability of the entity to pay its debts as they become due 

or could reasonably be expected to have a material adverse effect on any current 

or future financial results or financial condition. 



 

Page 31 

 

Upon identification of a Material Adverse Change, PJM shall evaluate the financial strength and 

risk profile of the Market Participant and/or its Guarantor at that time and may do so on a more 

frequent basis going forward. If the result of such evaluation identifies unreasonable credit risk 

to any PJM Market as further described in section II.E.8 below, PJM will take steps to mitigate 

the financial exposure to the PJM Markets. These steps include, but are not limited to requiring 

the Market Participant and/or each Guarantor to provide Collateral, additional Collateral or 

additional Restricted Collateral that is commensurate with the amount of risk in which the 

Market Participant wants to engage, and/or limiting the Market Participant’s ability to participate 

in any PJM Market to the extent, and for the time-period necessary to mitigate the unreasonable 

credit risk. In the event PJM determines that a Material Adverse Change in the financial 

condition or risk profile of a Market Participant and/or Guarantor, warrants a requirement to 

provide Collateral of any type, or some action to mitigate risk, PJM shall provide the Market 

Participant and/or Guarantor, a written explanation of why such determination was made.  

Conversely, in the event PJM determines there has been an improvement in the financial 

condition or risk profile of a Market Participant and/or Guarantor such that the amount of 

Collateral needed for that Market Participant  and/or Guarantor can be reduced, PJM shall 

provide a written explanation why such determination was made, including the amount of the 

Collateral reduction and indicating when and how the reduction will be made. 

 

4. Litigation and Contingencies  
 

Each Market Participant and/or Guarantor is required to disclose and provide information 

regarding litigation and contingencies as outlined in section II.A.5 above. 

 

5. History of Defaults in Energy Projects 
 

Each Market Participant and/or Guarantor is required to disclose current default status and 

default history as outlined in section II.A.6 above. 

 

6. Internal Credit Score 
 

As part of its ongoing risk evaluation, PJM will use credit risk scoring methodologies as a tool in 

determining an Internal Credit Score for each Market Participant and/or Guarantor, utilizing the 

same model and framework outlined in section II.A.3 above.   

 

7.  Other Disclosures and Additional Information  
 

Each Market Participant and/or Guarantor is required to make other disclosures and provide 

additional information outlined in section II.A.7 above. 

 

PJM will monitor each Market Participant’s use of services and associated financial obligations 

on a regular basis to determine their total potential financial exposure and for credit monitoring 

purposes, and may require the Market Participant and/or Guarantor to provide additional 

information, pursuant to the terms and provisions described herein.  
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Market Participants shall provide PJM, upon request, any information or documentation 

reasonably required for PJM to monitor and evaluate a Market Participant’s creditworthiness and 

compliance with the Agreements related to settlements, billing, credit requirements, and other 

financial matters. 

 

8. Unreasonable Credit Risk 
 

If PJM has reasonable grounds to believe that a Market Participant and/or its Guarantor poses an 

unreasonable credit risk to any PJM Markets, PJM may immediately notify the Market 

Participant of such unreasonable credit risk and (1) issue a Collateral Call to demand Collateral, 

additional Collateral, or Restricted Collateral or other assurances commensurate with the Market 

Participant’s and/or its Guarantor’s risk of financial default or other risk posed by the Market 

Participant’s or Guarantor’s financial condition or risk profile to the PJM Markets and PJM 

members, or (2) limit or suspend the Market Participant’s participation in any PJM Markets, to 

the extent and for such time period PJM determines is necessary to mitigate the unreasonable 

credit risk to any PJM Markets.  PJM will only limit or suspend a Market Participant’s market 

participation if Collateral, additional Collateral or Restricted Collateral cannot address the 

unreasonable credit risk. 

 

PJM’s determination will be based on, but not limited to, information and material provided to 

PJM during its ongoing risk evaluation process or in the Officer’s Certification, and/or 

information gleaned by PJM from public and non-public sources.  PJM will communicate its 

concerns, if any, in writing to the Market Participant and attempt to better understand the 

circumstances surrounding the Market Participant’s financial and credit position before making 

its determination.  At PJM’s request or upon its own initiative, the Market Participant or its 

Guarantor may provide supplemental information to PJM that would allow PJM to consider 

reducing the additional Collateral requested or reducing the severity of limitations or other 

restrictions designed to mitigate the Market Participant’s credit risk.  Such information shall 

include, but not be limited to: (i) the Market Participant’s estimated exposure, (ii) explanations 

for any recent change in the Market Participant’s market activity, (iii) any relevant new load or 

unit outage information; or (iv) any default or supply contract expiration, termination or 

suspension.   

 

The Market Participant shall have five (5) Business Days to respond to PJM’s request for 

supplemental information.  If the requested information is provided in full to PJM’s satisfaction 

during said period, the additional Collateral requirement shall reflect the Market Participant’s 

anticipated exposure based on the information provided.  Notwithstanding the foregoing, any 

additional Collateral requested by PJM in a Collateral Call must be provided by the Market 

Participant within the applicable cure period.  

 

In the event PJM determines that an Market Participant and/or its Guarantor presents an 

unreasonable credit risk, as described above, that warrants a requirement to provide Collateral of 

any type, or some action to mitigate risk, PJM shall provide the Market Participant with a written 

explanation of why such final determination was made.   
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PJM has the right at any time to modify any Unsecured Credit Allowance and/or require 

additional Collateral as may be deemed reasonably necessary to support current or anticipated 

market activity as set forth in Tariff, Attachment Q, sections II.A.2 and II.C.1.b.  Failure to remit 

the required amount of additional Collateral within the applicable cure period shall constitute an 

Event of Default. 

 

F. Collateral and Credit Restrictions  
 

PJM may establish certain restrictions on available credit by requiring that some amounts of 

credit, i.e. Restricted Collateral, may not be available to satisfy credit requirements.  Such 

designations shall be construed to be applicable to the calculation of credit requirements only, 

and shall not restrict PJM’s ability to apply such designated credit to any obligation(s) in case of 

a default.  Any such Restricted Collateral will be held by PJM, as applicable.  Such Restricted 

Collateral will not be returned to the Participant until PJM has determined that the risk for which 

such Restricted Collateral is being held has subsided or been resolved. 

 

PJM may post on PJM's web site, and may reference on OASIS, a supplementary document 

which contains additional business practices (such as algorithms for credit scoring) that are not 

included in this Attachment Q.  Changes to the supplementary document will be subject to 

stakeholder review and comment prior to implementation.  PJM may specify a required 

compliance date, not less than fifteen (15) calendar days from notification, by which time all 

Participants and their Guarantors must comply with provisions that have been revised in the 

supplementary document.  

 

PJM will regularly post each Participant’s and/or its Guarantor’s credit requirements and credit 

provisions on the PJM web site in a secure, password-protected location.  Each Participant and/or 

its Guarantor is responsible for monitoring such information, and maintaining sufficient credit to 

satisfy the credit requirements described herein. Failure to maintain credit sufficient to satisfy the 

credit requirements of the Attachment Q shall constitute a Credit Breach, and the Participant will 

be subject to the remedies established herein and in any of the Agreements. 

 

G. Unsecured Credit Allowance Calculation 

 

The external rating from a Rating Agency will be used as the source for calculating the 

Unsecured Credit Allowance, unless no external credit rating is available in which case PJM will 

utilize its Internal Credit Score for such purposes.  If there is a split rating between the Rating 

Agencies, the lower of the ratings shall apply.   

 

Where two or more entities, including Participants, are considered Credit Affiliates, Unsecured 

Credit Allowances will be established for each individual Participant, subject to an aggregate 

maximum amount for all Credit Affiliates as provided for in Attachment Q, section II.G.3. 

 

In its credit evaluation of Municipalities and Cooperatives, PJM may request additional 

information as part of the ongoing risk evaluation process and will also consider qualitative 

factors in determining financial strength and creditworthiness.   
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1. Credit Rating and Internal Credit Score 
 

As previously described in section II.A.3 above, PJM will determine the Internal Credit Score for 

an Applicant, Market Participant and/or its Guarantor using the credit risk scoring methodologies 

contained therein.  Internal Credit Scores, ranging from 1-6, for each Applicant, Market 

Participant and/or its Guarantor, will be determined with the following mappings:  

 

1 = Very Low Risk (S&P/Fitch: AAA to AA-; Moody’s: Aaa to Aa3) 

2 = Low Risk (S&P/Fitch: A+ to BBB+; Moody’s: A1 to Baa1) 

3 = Low to Medium Risk (S&P/Fitch: BBB; Moody’s: Baa2) 

4 = Medium Risk (S&P/Fitch: BBB-; Moody’s: Baa3) 

5 = Medium to High Risk (S&P/Fitch: BB+ to BB; Moody’s Ba1 to Ba2) 

6 = High Risk (S&P/Fitch: BB- and below; Moody’s: Ba3 and below)  

 

In instances where the external credit rating is used to calculate the unsecured credit allowance, 

PJM may also use the Internal Credit Score as an input into its determination of the overall risk 

profile of an Applicant and/or its Guarantor   

 

2. Unsecured Credit Allowance 
 

PJM will determine a Participant’s Unsecured Credit Allowance based on its external rating or 

its Internal Credit Score, as applicable, and the parameters in the table below.  The maximum 

Unsecured Credit Allowance is the lower of: 

 

(a) A percentage of the Participant’s Tangible Net Worth, as stated in the table 

below, with the percentage based on the Participant’s external rating or Internal 

Credit Score, as applicable;  and  

 

(b) A dollar cap based on the external rating or Internal Credit Score, as applicable, as 

stated in the table below: 

 

Internal Credit Score Risk Ranking Tangible Net 

Worth Factor 

Maximum Unsecured 

Credit Allowance 

($ Million) 

1.00 – 1.99 1 – Very Low 

(AAA to AA-) 

Up to 10.00% $50 

2.00 – 2.99 2 – Low (A+ to 

BBB+) 

Up to 8.00% $42 

3.00 – 3.49 3 – Low to 

Medium (BBB) 

Up to 6.00% $33 

3.50 – 4.49 4 – Medium 

(BBB-) 

Up to 5.00% $7 

4.50 – 5.49 5 – Medium to 

High (BB+ to BB) 

0% $0 

 > 5.49 6 – High (BB- and 

below) 

0% $0 
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If a Corporate Guaranty is utilized to establish an Unsecured Credit Allowance for a Participant, 

the value of a Corporate Guaranty will be the lesser of: 

 

(a) The limit imposed in the Corporate Guaranty; 

 

(b) The Unsecured Credit Allowance calculated for the Guarantor; and 

 

(c) A portion of the Unsecured Credit Allowance calculated for the Guarantor in the 

case of Credit Affiliates. 

 

PJM has the right at any time to modify any Unsecured Credit Allowance and/or require 

additional Collateral as may be deemed reasonably necessary to support current market activity.  

Failure to remit the required amount of additional Collateral within the applicable cure period 

shall be deemed an Event of Default. 

 

PJM will maintain a posting of each Participant’s Unsecured Credit Allowance, along with 

certain other credit related parameters, on the PJM website in a secure, password-protected 

location.  Each Participant will be responsible for monitoring such information and recognizing 

changes that may occur.   

3. Unsecured Credit Limits For Credit Affiliates 

 

If two or more Participants are Credit Affiliates and have requested an Unsecured Credit 

Allowance, PJM will consider the overall creditworthiness of the Credit Affiliates when 

determining the Unsecured Credit Allowances in order not to establish more Unsecured Credit 

for the Credit Affiliates collectively than the overall corporate family could support. 

 

Example: Participants A and B each have a $10.0 million Corporate Guaranty from their 

common parent, a holding company with an Unsecured Credit Allowance calculation of 

$12.0 million.  PJM may limit the Unsecured Credit Allowance for each Participant to 

$6.0 million, so the total Unsecured Credit Allowance does not exceed the corporate 

family total of $12.0 million. 

 

PJM will work with the Credit Affiliates to allocate the total Unsecured Credit Allowance among 

the Credit Affiliates while assuring that no individual Participant, nor common guarantor, 

exceeds the Unsecured Credit Allowance appropriate for its credit strength.  The aggregate 

Unsecured Credit for a Participant, including Unsecured Credit Allowance granted based on its 

own creditworthiness and risk profile, and any Unsecured Credit Allowance conveyed through a 

Guaranty shall not exceed $50 million. The aggregate Unsecured Credit for a Credit Affiliates 

corporate family shall not exceed $50 million.  A Credit Affiliate corporate family subject to this 

cap shall request PJM to allocate the maximum Unsecured Credit amongst the corporate family, 

assuring that no individual Participant or common guarantor, shall exceed the Unsecured Credit 

level appropriate for its credit strength and activity. 

H. Contesting an Unsecured Credit Evaluation 
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PJM will provide to a Participant, upon request, a written explanation for any determination of or 

change in Unsecured Credit or credit requirement within ten (10) Business Days of receiving 

such request. 

 

If a Participant believes that either its level of Unsecured Credit or its credit requirement has 

been incorrectly determined, according to this Attachment Q, then the Participant may send a 

request for reconsideration in writing to PJM.  Such a request should include: 

 

(1) A citation to the applicable section(s) of this Attachment Q along with an explanation of 

how the respective provisions of this Attachment Q were not carried out in the 

determination as made; and 

 

(2) A calculation of what the Participant believes should be the appropriate Unsecured Credit 

or Collateral requirement, according to terms of this Attachment Q. 

 

PJM will provide a written response as promptly as practical, but no more than ten (10) Business 

Days after receipt of the request.  If the Participant still feels that the determination is incorrect, 

then the Participant may contest that determination.  Such contest should be in written form, 

addressed to PJM, and should contain: 

 

(1) A complete copy of the Participant’s earlier request for reconsideration, including 

citations and calculations; 

 

(2) A copy of PJM’s written response to its request for reconsideration; and 

 

(3) An explanation of why it believes that the determination still does not comply with this 

Attachment Q. 

 

PJM will investigate and will respond to the Participant with a final determination on the matter 

as promptly as practical, but no more than twenty (20) Business Days after receipt of the request. 

 

Neither requesting reconsideration nor contesting the determination following such request shall 

relieve or delay Participant's responsibility to comply with all provisions of this Attachment Q, 

including without limitation posting Collateral, additional Collateral or Restricted Collateral in 

response to a Collateral Call.   

 

If a Corporate Guaranty is being utilized to establish credit for a Participant, the Guarantor will 

be evaluated and the Unsecured Credit Allowance granted, if any, based on the financial strength 

and creditworthiness, and risk profile of the Guarantor. Any utilization of a Corporate Guaranty 

will only be applicable to non-FTR credit requirements, and will not be applicable to cover FTR 

credit requirements. 

 

PJM will identify any necessary Collateral requirements and establish a Working Credit Limit 

for each Participant.  Any Unsecured Credit Allowance will only be applicable to non-FTR 

credit requirements, for positions in PJM Markets other than the FTR market, because all FTR 

credit requirements must be satisfied by posting Collateral. 
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III. MINIMUM PARTICIPATION REQUIREMENTS 

 

A Participant seeking to participate in any PJM Markets shall submit to PJM any information or 

documentation reasonably required for PJM to evaluate its experience and resources.  If PJM 

determines, based on its review of the relevant information and after consultation with the 

Participant, that the Participant’s participation in any PJM Markets presents an unreasonable 

credit risk, PJM may reject the Participant’s application to become a Market Participant, 

notwithstanding applicant’s ability to meet other minimum participation criteria, registration 

requirements and creditworthiness requirements.   

 

A.  Annual Certification  

 

Before they are eligible to transact in any PJM Market, all Applicants shall provide to PJM (i) an 

executed copy of a credit application and (ii) a copy of the annual certification set forth in 

Attachment Q, Appendix 1. As a condition to continued eligibility to transact in any PJM 

Market, Market Participants shall provide to PJM the annual certification set forth in Attachment 

Q, Appendix 1.   

 

After the initial submission, the annual certification must be submitted each calendar year by all 

Market Participants between January 1 and April 30.  PJM will accept such certifications as a 

matter of course and the Market Participants will not need further notice from PJM before 

commencing or maintaining their eligibility to participate in any PJM Markets.   

 

A Market Participant that fails to provide its annual certification by April 30 shall be ineligible to 

transact in any PJM Markets and PJM will disable the Market Participant’s access to any PJM 

Markets until such time as PJM receives the certification.  In addition, failure to provide an 

executed annual certification in a form acceptable to PJM and by the specified deadlines may 

result in a default under the Tariff. 

 

Market Participants acknowledge and understand that the annual certification constitutes a 

representation upon which PJM will rely. Such representation is additionally made under the 

Tariff, filed with and accepted by FERC, and any false, misleading or incomplete statement 

knowingly made by the Market Participant and that is material to the Market Participant’s ability 

to perform may be considered a violation of the Tariff and subject the Market Participant to 

action by FERC.  Failure to comply with any of the criteria or requirements listed herein or in the 

certification may result in suspension or limitation of a Market Participant’s transaction rights in 

any PJM Markets. 

 

Applicants and Market Participants shall submit to PJM, upon request, any information or 

documentation reasonably and/or legally required to confirm Applicant’s or Market Participant’s 

compliance with the Agreements and the annual certification.   

 

B. PJM Market Participation Eligibility Requirements 
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PJM may conduct periodic verification to confirm that Applicants and Market Participants can 

demonstrate that they meet the definition of “appropriate person” to further ensure minimum 

criteria are in place.  Such demonstration will consist of the submission of evidence and an 

executed Annual Officer Certification form as set forth in Attachment Q, Appendix 1 in a form 

acceptable to PJM.  If an Applicant or Market Participant does not provide sufficient evidence 

for verification to PJM within five (5) Business Days of written request, then such Applicant or 

Market Participant may result in a default under this Tariff.  Demonstration of “appropriate 

person” status and support of other certifications on the annual certification is one part of the 

Minimum Participation Requirements for any PJM Markets and does not obviate the need to 

meet the other Minimum Participation Requirements such as those for minimum capitalization 

and risk profile as set forth in this Attachment Q.  

 

To be eligible to transact in any PJM Markets, an Applicant or Participant must demonstrate in 

accordance with the Risk Management and Verification processes set forth below that it qualifies 

in one of the following ways: 

 

1. an “appropriate person,” as that term is defined under Commodity Exchange Act, 

section 4(c)(3), or successor provision, or; 

 

2. an “eligible contract participant,” as that term is defined in Commodity Exchange 

Act, section 1a(18), or successor provision, or; 

 

3. a business entity or person who is in the business of:  (1) generating, transmitting, or 

distributing electric energy, or (2) providing electric energy services that are 

necessary to support the reliable operation of the transmission system, or; 

 

4. an Applicant or Market Participant seeking eligibility as an “appropriate person” 

providing an unlimited Corporate Guaranty in a form acceptable to PJM as described 

in section V below from a Guarantor that has demonstrated it is an “appropriate 

person,” and has at least $1 million of total net worth or $5 million of total assets per 

Applicant and Market Participant for which the Guarantor has issued an unlimited 

Corporate Guaranty, or; 

 

5. an Applicant or Market Participant providing a Letter of Credit of at least $5 million 

to PJM in a form acceptable to PJM as described in section V below, that the 

Applicant or Market Participant acknowledges is separate from, and cannot be 

applied to meet, its credit requirements to PJM, or; 

 

6. an Applicant or Market Participant providing a surety bond of at least $5 million to 

PJM in a form acceptable to PJM as described in section V below, that the Applicant 

or Market Participant acknowledges is separate from, and cannot be applied to meet, 

its credit requirements to PJM. 

 

If, at any time, a Market Participant cannot meet the eligibility requirements set forth above, it 

shall immediately notify PJM and immediately cease conducting transactions in any PJM 

Markets.  PJM may terminate a Market Participant’s transaction rights in any PJM Markets if, at 
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any time, it becomes aware that the Market Participant does not meet the minimum eligibility 

requirements set forth above. 

 

In the event that a Market Participant is no longer able to demonstrate it meets the minimum 

eligibility requirements set forth above, and possesses, obtains or has rights to possess or obtain, 

any open or forward positions in any PJM Markets, PJM may take any such action it deems 

necessary with respect to such open or forward positions, including, but not limited to, 

liquidation, transfer, assignment or sale; provided, however, that the Market Participant will, 

notwithstanding its ineligibility to participate in any PJM Markets, be entitled to any positive 

market value of those positions, net of any obligations due and owing to PJM. 

 

C. Risk Management and Verification 

 

All Market Participants must maintain current written risk management policies, procedures, or 

controls to address how market and credit risk is managed, and are required to submit to PJM (at 

the time they make their annual certification) a copy of their current governing risk control 

policies, procedures and controls applicable to their market activities.  PJM will review such 

documentation to verify that it appears generally to conform to prudent risk management 

practices for entities participating in any PJM Markets.   

 

All Market Participants subject to this provision shall make a one-time payment of $1,500.00 to 

PJM to cover administrative costs.  Thereafter, if such Participant’s risk policies, procedures and 

controls applicable to its market activities change substantively, it shall submit such modified 

documentation, with applicable administrative charge determined by PJM, to PJM for review and 

verification at the time it makes its annual certification.  All Market Participant’s continued 

eligibility to participate in any PJM Markets is conditioned on PJM notifying a Participant that 

its annual certification, including the submission of its risk policies, procedures and controls, has 

been accepted by PJM.  PJM may retain outside expertise to perform the review and verification 

function described in this section, however, in all circumstances, PJM and any third-party it may 

retain will treat as confidential the documentation provided by a Participant under this section, 

consistent with the applicable provisions of the Operating Agreement. 

 

Participants must demonstrate that they have implemented prudent risk management policies and 

procedures in order to be eligible to participate in any PJM Markets.  Participants must 

demonstrate on at least an annual basis that they have implemented and maintained prudent risk 

management policies and procedures in order to continue to participate in any PJM Markets.  

Upon written request, the Participant will have fourteen (14) calendar days to provide to PJM 

current governing risk management policies, procedures, or controls applicable to Participant’s 

activities in any PJM Markets.   

 

D. Capitalization 
 

In advance of certification, Applicants shall meet the minimum capitalization requirements 

below.  In addition to the annual certification requirements in Attachment Q, Appendix 1, a 

Market Participant shall satisfy the minimum capitalization requirements on an annual basis 

thereafter.  A Participant must demonstrate that it meets the minimum financial requirements 
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appropriate for the PJM Markets in which it transacts by satisfying either the minimum 

capitalization or the provision of Collateral requirements listed below: 

 

1. Minimum Capitalization 
 

Minimum capitalization may be met by demonstrating minimum levels of Tangible Net Worth or 

tangible assets.  FTR Participants must demonstrate a Tangible Net Worth in excess of $1 

million or tangible assets in excess of $10 million.  Other Market Participants must demonstrate 

a Tangible Net Worth in excess of $500,000 or tangible assets in excess of $5 million. 

 

(a) Consideration of tangible assets and Tangible Net Worth shall exclude assets which PJM 

reasonably believes to be restricted, highly risky, or potentially unavailable to settle a claim in 

the event of default.  Examples include, but are not limited to, restricted assets, derivative assets, 

goodwill, and other intangible assets. 

 

(b) Demonstration of “tangible” assets and Tangible Net Worth may be satisfied through 

presentation of an acceptable Corporate Guaranty, provided that both: 

 

(i) the Guarantor is a Credit Affiliate company that satisfies the Tangible Net Worth 

or tangible assets requirements herein, and; 

 

 (ii) the Corporate Guaranty is either unlimited or at least $500,000. 

 

If the Corporate Guaranty presented by the Participant to satisfy these 

capitalization requirements is limited in value, then the Participant’s resulting 

Unsecured Credit Allowance shall be the lesser of: 

 

(1) the applicable Unsecured Credit Allowance available to the Participant by 

the Corporate Guaranty pursuant to the creditworthiness provisions of this 

Attachment Q, or, 

 

(2) the face value of the Corporate Guaranty, reduced by $500,000 and further 

reduced by 10%.  (For example, a $10.5 million Corporate Guaranty 

would be reduced first by $500,000 to $10 million and then further 

reduced 10% more to $9 million.  The resulting $9 million would be the 

Participant’s Unsecured Credit Allowance available through the Corporate 

Guaranty). 

 

 In the event that a Participant provides Collateral in addition to a limited 

Corporate Guaranty to increase its available credit, the value of such 

Collateral shall be reduced by 10%.  This reduced value shall be 

considered the amount available to satisfy requirements of this Attachment 

Q. 
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(c) Demonstrations of minimum capitalization (minimum Tangible Net Worth or tangible 

assets) must be presented in the form of audited financial statements for the Participant’s most 

recent fiscal year during the initial risk evaluation process and ongoing risk evaluation process. 

 

2. Provision of Collateral 

 

If a Participant does not demonstrate compliance with its applicable minimum capitalization 

requirements above, it may still qualify to participate in any PJM Markets by posting Collateral, 

additional Collateral, and/or Restricted Collateral, subject to the terms and conditions set forth 

herein. 

 

Any Collateral provided by a Participant unable to satisfy the minimum capitalization 

requirements above will also be restricted in the following manner:  

(a) Collateral provided by Market Participants that engage in FTR transactions shall 

be reduced by an amount of the current risk plus any future risk to any PJM 

Markets and PJM membership in general, and may coincide with limitations on 

market participation.  The amount of this Restricted Collateral shall not be 

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

value shall be considered the amount available to satisfy requirements of this 

Attachment Q. 

(b) Collateral provided by other Participants that engage in Virtual Transactions or 

Export Transactions shall be reduced by $200,000 and then further reduced by 

10%.  The amount of this Restricted Collateral shall not be available to cover any 

credit requirements from market activity.  The remaining value shall be 

considered the amount available to satisfy requirements of this Attachment Q. 

(c) Collateral provided by other Participants that do not engage in Virtual 

Transactions or Export Transactions shall be reduced by 10%.  The amount of this 

Restricted Collateral shall not be available to cover any credit requirements from 

market activity.  The remaining value shall be considered the amount available to 

satisfy requirements of this Attachment Q. 

In the event a Participant that satisfies the minimum capital requirement through provision of 

Collateral also provides a Corporate Guaranty to increase its available credit, then the 

Participant’s resulting Unsecured Credit Allowance conveyed through such Corporate Guaranty 

shall be the lesser of: 

(a) the applicable Unsecured Credit Allowance available to the Participant by the 

Corporate Guaranty pursuant to the creditworthiness provisions of this 

Attachment Q; or  

(b) the face value of the Corporate Guaranty, reduced commensurate with the amount 

of the current risk plus any anticipated future risk to any PJM Markets and PJM membership in 

general, and may coincide with limitations on market participation.  
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IV.   ONGOING COVENANTS  
 

A. Ongoing Obligation to Provide Information to PJM 
 

So long as a Participant is eligible to participate, or participates or holds positions, in any PJM 

Markets, it shall deliver to PJM, in form and detail satisfactory to PJM: 

(1) All financial statements and other financial disclosures as required by section II.E.2 by 

the deadline set forth therein; 

(2) Notice, within five (5) Business Days, of any Principal becoming aware that the 

Participant does not meet the Minimum Participation Requirements set forth in section 

III;  

(3) Notice when any Principal becomes aware of any matter that has resulted or would 

reasonably be expected to result in a Material Adverse Change in the financial condition 

of the Participant or its Guarantor, if any, a description of such Material Adverse Change 

in detail reasonable to allow PJM to determine its potential effect on, or any change in, 

the Participant’s risk profile as a participant in any PJM Markets, by the deadline set forth 

in section II.E.3 above; 

(4) Notice, within the deadline set forth therein, of any Principal becoming aware of a 

litigation or contingency event described in section II.E.4, or of a Material Adverse 

Change in any such litigation or contingency event previously disclosed to PJM, 

information in detail reasonable to allow PJM to determine its potential effect on, or any 

change in, the Market Participant’s risk profile as a participant in any PJM Markets by 

the deadline set forth therein; 

(5) Notice, within two (2) Business Days after any Principal becomes aware of a Credit 

Breach, Financial Default, or Credit Support Default, that includes a description of such 

default or event and the Participant’s proposals for addressing the default or event; 

(6)   As soon as available but not later than April 30
th

 of any calendar year, the annual 

Certification described in section III.A in a form set forth in Attachment Q, Appendix 1; 

(7) Concurrently with submission of the annual certification, demonstration that the 

Participant meets the minimum capitalization requirements set forth in section III.D;  

(8) Concurrently with submission of the annual certification and within the applicable 

deadline of any substantive change, or within the applicable deadline of a request from 

PJM, a copy of the Participant’s written risk management policies, procedures or controls 

addressing how the Participant manages market and credit risk in the PJM Markets in 

which it participates, as well as a high level summary by the chief risk officer or other 

Principal regarding any material violations, breaches, or compliance or disciplinary 

actions related to the risk management policies, by the Participant under the policies, 

procedures or controls within the prior 12 months, as set forth in section IV.B below;  

(9) Within five (5) Business Days of request by PJM, evidence demonstrating the Participant 

meets the definition of “appropriate person” or “eligible contract participant,” as those 

terms are defined in the Commodity Exchange Act and the CFTC regulations 

promulgated thereunder, or of any other certification in the annual Certification; or 



 

Page 43 

(10) Within a reasonable time after PJM requests, any other information or documentation 

reasonably and/or legally required by PJM to confirm Participant’s compliance with the 

Tariff and its eligibility to participate in any PJM Markets. 

Participants acknowledge and understand that the deliveries constitute representations upon 

which PJM will rely in allowing the Participant to continue to participate in its markets, with the 

Internal Credit Score and Unsecured Credit Allowance, if any, previously determined by PJM.   

B. Risk Management Review 

PJM shall also conduct a periodic compliance verification process to review and verify, as 

applicable, Participants’ risk management policies, practices, and procedures pertaining to the 

Participant’s activities in any PJM Markets.  PJM shall review such documentation to verify that 

it appears generally to conform to prudent risk management practices for entities trading in any 

PJM Markets. Participant shall also provide a high level summary by the chief risk officer or 

other Principal regarding any material violations, breaches, or compliance or disciplinary actions 

in connection with such risk management policies, practices and procedures within the prior 

twelve (12) months. 

If a third-party industry association publishes or modifies principles or best practices relating to 

risk management in North American markets for electricity, natural gas or electricity-related 

commodity products, PJM may, following stakeholder discussion and with no less than six (6) 

months prior notice to stakeholders, consider such principles or best practices in evaluating the 

Participant’s risk controls.   

 

PJM will prioritize the verification of risk management policies based on a number of criteria, 

including but not limited to how long the entity has been in business, the Participant’s and its 

Principals’ history of participation in any PJM Markets, and any other information obtained in 

determining the risk profile of the Participant. 

 

Each Participant’s continued eligibility to participate in any PJM Markets is conditioned upon 

PJM notifying the Participant of successful completion of PJM’s verification of the Participant’s 

risk management policies, practices and procedures, as discussed herein.  However, if PJM 

notifies the Participant in writing that it could not successfully complete the verification process, 

PJM shall allow such Participant fourteen (14) calendar days to provide sufficient evidence for 

verification prior to declaring the Participant as ineligible to continue to participate in any PJM 

Markets, which declaration shall be in writing with an explanation of why PJM could not 

complete the verification.  If the Participant does not provide sufficient evidence for verification 

to PJM within the required cure period, such Participant will be considered in default under this 

Tariff. PJM may retain outside expertise to perform the review and verification function 

described in this paragraph.  PJM and any third party it may retain will treat as confidential the 

documentation provided by a Participant under this paragraph, consistent with the applicable 

provisions of the Agreements.  If PJM retains such outside expertise, a Participant may direct in 

writing that PJM perform the risk management review and verification for such Participant 

instead of utilizing a third party, provided however, that employees and contract employees of 

PJM and PJM shall not be considered to be such outside expertise or third parties.   

 

Participants are solely responsible for the positions they take and the obligations they assume in 

any PJM Markets.  PJM hereby disclaims any and all responsibility to any Participant or PJM 
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Member associated with Participant’s submitting or failure to submit its annual certification or 

PJM’s review and verification of a Participant’s risk policies, procedures and controls.  Such 

review and verification is limited to demonstrating basic compliance by a Participant showing 

the existence of written policies, procedures and controls to limit its risk in any PJM Markets and 

does not constitute an endorsement of the efficacy of such policies, procedures or controls. 

 

V.   FORMS OF CREDIT SUPPORT 
 

In order to satisfy their PJM credit requirements Participants may provide credit support in a 

PJM-approved form and amount pursuant to the guidelines herein, provided that, 

notwithstanding anything to the contrary in this section, a Market Participant in PJM’s FTR 

markets shall meet its credit support requirements related to those FTR markets with either cash 

or Letters of Credit.   

 

Unless otherwise restricted by PJM, credit support provided may be used by PJM to secure the 

payment of Participant’s financial obligations under the Agreements.  

 

Collateral which may no longer be required to be maintained under provisions of the 

Agreements, shall be returned at the request of a Participant, no later than two (2) Business Days 

following determination by PJM within a commercially reasonable period of time that such 

Collateral is not required. 

 

Except when an Event of Default has occurred, a Participant may substitute an approved PJM 

form of Collateral for another PJM approved form of Collateral of equal value.   

 

A. Cash Deposit 
 

Cash provided by a Participant as Collateral will be held in a depository account by PJM.  

Interest shall accrue to the benefit of the Participant, provided that PJM may require Participants 

to provide appropriate tax and other information in order to accrue such interest credits.   

 

PJM may establish an array of investment options among which a Participant may choose to 

invest its cash deposited as Collateral.  The depository account shall be held in PJM’s name in a 

banking or financial institution acceptable to PJM.  Where practicable, PJM may establish a 

means for the Participant to communicate directly with the bank or financial institution to permit 

the Participant to direct certain activity in the PJM account in which its Collateral is held.  PJM 

will establish and publish procedural rules, identifying the investment options and respective 

discounts in Collateral value that will be taken to reflect any liquidation, market and/or credit 

risk presented by such investments.   

 

Cash Collateral may not be pledged or in any way encumbered or restricted from full and timely 

use by PJM in accordance with terms of the Agreements.   

 

PJM has the right to liquidate all or a portion of the Collateral account balance at its discretion to 

satisfy a Participant’s Total Net Obligation to PJM in the Event of Default under this Attachment 

Q or one or more of the Agreements.   
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B. Letter of Credit   
 

An unconditional, irrevocable standby Letter of Credit can be utilized to meet the Collateral 

requirement.  As stated below, the form, substance, and provider of the Letter of Credit must all 

be acceptable to PJM.  

 

(1) The Letter of Credit will only be accepted from U.S.-based financial institutions or U.S. 

branches of foreign financial institutions (“financial institutions”) that have a minimum 

corporate debt rating of “A” by Standard & Poor’s or Fitch Ratings, or “A2” from 

Moody’s Investors Service, or an equivalent short term rating from one of these agencies.  

PJM will consider the lowest applicable rating to be the rating of the financial institution.  

If the rating of a financial institution providing a Letter of Credit is lowered below A/A2 

by any Rating Agency, then PJM may require the Participant to provide a Letter of Credit 

from another financial institution that is rated A/A2 or better, or to provide a cash 

deposit.  If a Letter of Credit is provided from a U.S. branch of a foreign institution, the 

U.S. branch must itself comply with the terms of this Attachment Q, including having its 

own acceptable credit rating. 

 

(2) The Letter of Credit shall state that it shall renew automatically for successive one-year 

periods, until terminated upon at least ninety (90) calendar days prior written notice from 

the issuing financial institution.  If PJM or PJM receives notice from the issuing financial 

institution that the current Letter of Credit is being cancelled or expiring, the Participant 

will be required to provide evidence, acceptable to PJM, that such Letter of Credit will be 

replaced with appropriate Collateral, effective as of the cancellation date of the Letter of 

Credit, no later than thirty (30) calendar days before the cancellation date of the Letter of 

Credit, and no later than ninety (90) calendar days after the notice of cancellation.  

Failure to do so will constitute a default under this Attachment Q and one or more of the 

Agreements.  

 

(3) PJM will post on its web site an acceptable standard form of a Letter of Credit that should 

be utilized by a Participant choosing to submit a Letter of Credit to establish credit at 

PJM.  If the Letter of Credit varies in any way from the standard format, it must first be 

reviewed and approved by PJM.  All costs associated with obtaining and maintaining a 

Letter of Credit and meeting the Attachment Q provisions are the responsibility of the 

Participant. 

 

(4) PJM may accept a Letter of Credit from a financial institution that does not meet the 

credit standards of this Attachment Q provided that the Letter of Credit has third-party 

support, in a form acceptable to PJM, from a financial institution that does meet the credit 

standards of this Attachment Q. 

 

C. Corporate Guaranty  

 

An irrevocable and unconditional Corporate Guaranty may be utilized to establish an Unsecured 

Credit Allowance for a Participant.  Such credit will be considered a transfer of Unsecured Credit 

from the Guarantor to the Participant, and will not be considered a form of Collateral.  



 

Page 46 

 

PJM will post on its web site an acceptable form that should be utilized by a Participant choosing 

to establish its credit with a Corporate Guaranty.  If the Corporate Guaranty varies in any way 

from the PJM format, it must first be reviewed and approved by PJM before it may be applied to 

satisfy the Participant’s credit requirements.   

The Corporate Guaranty must be signed by an officer of the Guarantor, and must demonstrate 

that it is duly authorized in a manner acceptable to PJM.  Such demonstration may include either 

a corporate seal on the Corporate Guaranty itself, or an accompanying executed and sealed 

secretary’s certificate from the Guarantor’s corporate secretary noting that the Guarantor was 

duly authorized to provide such Corporate Guaranty and that the person signing the Corporate 

Guaranty is duly authorized, or other manner acceptable to PJM.  

  

PJM will evaluate the creditworthiness of a Guarantor and will establish any Unsecured Credit 

granted through a Corporate Guaranty using the methodology and requirements established for 

Participants requesting an Unsecured Credit Allowance as described herein.  Foreign Guaranties 

and Canadian Guaranties shall be subject to additional requirements as established herein.  

If PJM determines at any time that a Material Adverse Change in the financial condition of the 

Guarantor has occurred, or if the Corporate Guaranty comes within thirty (30) calendar days of 

expiring without renewal, PJM may reduce or eliminate any Unsecured Credit afforded to the 

Participant through the guaranty.  Such reduction or elimination may require the Participant to 

provide Collateral within the applicable cure period. If the Participant fails to provide the 

required Collateral, the Participant shall be in default under this Attachment Q. 

 

All costs associated with obtaining and maintaining a Corporate Guaranty and meeting the 

Attachment Q provisions are the responsibility of the Participant.   

 

1. Foreign Guaranties 

 

A Foreign Guaranty is a Corporate Guaranty that is provided by a Credit Affiliate entity that is 

domiciled in a country other than the United States or Canada. The entity providing a Foreign 

Guaranty on behalf of a Participant is a Foreign Guarantor.  A Participant may provide a Foreign 

Guaranty in satisfaction of part of its credit obligations or voluntary credit provision at PJM 

provided that all of the following conditions are met: 

 

PJM reserves the right to deny, reject, or terminate acceptance of any Foreign Guaranty at any 

time, including for material adverse circumstances or occurrences.  

 

(a) A Foreign Guaranty: 

(i) Must contain provisions equivalent to those contained in PJM’s standard form of 

Foreign Guaranty with any modifications subject to review and approval by PJM 

counsel. 

(ii) Must be denominated in US currency. 

(iii) Must be written and executed solely in English, including any duplicate originals. 

(iv) Will not be accepted towards a Participant’s Unsecured Credit Allowance for 

more than the following limits, depending on the Foreign Guarantor's credit 

rating: 
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(v) May not exceed 50% of the Participant’s total credit, if the Foreign Grantor is 

rated less than BBB+. 

 

(b) A Foreign Guarantor: 

(i) Must satisfy all provisions of this Attachment Q applicable to domestic 

Guarantors. 

(ii) Must be a Credit Affiliate of the Participant. 

(iii) Must maintain an agent for acceptance of service of process in the United States; 

such agent shall be situated in the Commonwealth of Pennsylvania, absent legal 

constraint. 

(iv) Must be rated by at least one Rating Agency acceptable to PJM; the credit 

strength of a Foreign Guarantor may not be determined based on an evaluation of 

its audited financial statements without an actual credit rating as well. 

(v) Must have a senior unsecured (or equivalent, in PJM’s sole discretion) rating of 

BBB (one notch above BBB-) or greater by any and all agencies that provide 

rating coverage of the entity. 

(vi) Must provide audited financial statements, in US GAAP format or any other 

format acceptable to PJM, with clear representation of net worth, intangible 

assets, and any other information PJM may require in order to determine the 

entity’s Unsecured Credit Allowance. 

(vii) Must provide a Secretary’s Certificate from the Participant’s corporate secretary 

certifying the adoption of Corporate Resolutions: 

1. Authorizing and approving the Guaranty; and 

2. Authorizing the Officers to execute and deliver the Guaranty on behalf of 

the Guarantor.   

(viii) Must be domiciled in a country with a minimum long-term sovereign (or 

equivalent) rating of AA+/Aa1, with the following conditions: 

1. Sovereign ratings must be available from at least two rating agencies 

acceptable to PJM (e.g. S&P, Moody’s, Fitch, DBRS).  

2. Each agency’s sovereign rating for the domicile will be considered to be 

the lowest of: country ceiling, senior unsecured government debt, long-

term foreign currency sovereign rating, long-term local currency sovereign 

rating, or other equivalent measures, at PJM’s sole discretion.  

3. Whether ratings are available from two or three agencies, the lowest of the 

two or three will be used. 

(ix) Must be domiciled in a country that recognizes and enforces judgments of US 

courts. 

Rating of Foreign Guarantor 

Maximum Accepted 

Guaranty if Country Rating is 

AAA 

Maximum Accepted 

Guaranty if Country 

Rating is AA+ 

A- and above USD50,000,000 USD30,000,000 

BBB+ USD30,000,000 USD20,000,000 

BBB USD10,000,000 USD10,000,000 

BBB- or below USD 0 USD 0 
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(x) Must demonstrate financial commitment to activity in the United States as 

evidenced by one of the following: 

1. American Depository Receipts (ADR) are traded on the New York Stock 

Exchange, American Stock Exchange, or NASDAQ. 

2. Equity ownership worth over USD 100,000,000 in the wholly-owned or 

majority owned subsidiaries in the United States. 

(xi) Must satisfy all other applicable provisions of the PJM Tariff and/or Operating 

Agreement, including this Attachment Q. 

(xii) Must pay for all expenses incurred by PJM related to reviewing and accepting a 

foreign guaranty beyond nominal in-house credit and legal review. 

(xiii) Must, at its own cost, provide PJM with independent legal opinion from an 

attorney/solicitor of PJM’s choosing and licensed to practice law in the United 

States and/or Guarantor’s domicile, in form and substance acceptable to PJM in 

its sole discretion, confirming the enforceability of the Foreign Guaranty, the 

Guarantor’s legal authorization to grant the Guaranty, the conformance of the 

Guaranty, Guarantor, and Guarantor's domicile to all of these requirements, and 

such other matters as PJM may require in its sole discretion. 

 

2. Canadian Guaranties 

 

The entity providing a Canadian Guaranty on behalf of a Participant is a Canadian Guarantor.  A 

Participant may provide a Canadian Guaranty in satisfaction of part of its credit obligations or 

voluntary credit provision at PJM provided that all of the following conditions are met. 

 

PJM reserves the right to deny, reject, or terminate acceptance of any Canadian Guaranty at any 

time for reasonable cause, including material adverse circumstances or occurrences. 

 

(a) A Canadian Guaranty: 

(i) Must contain provisions equivalent to those contained in PJM’s standard form of 

Foreign Guaranty with any modifications subject to review and approval by PJM 

counsel. 

(ii) Must be denominated in US currency. 

(iii) Must be written and executed solely in English, including any duplicate originals. 

 

(b) A Canadian Guarantor: 

(i) Must be a Credit Affiliate of the Participant. 

(ii) Must satisfy all provisions of this Attachment Q applicable to domestic 

Guarantors. 

(iii) Must maintain an agent for acceptance of service of process in the United States; 

such agent shall be situated in the Commonwealth of Pennsylvania, absent legal 

constraint. 

(iv) Must be rated by at least one Rating Agency acceptable to PJM; the credit 

strength of a Canadian Guarantor may not be determined based on an evaluation 

of its audited financial statements without an actual credit rating as well. 

(v) Must provide audited financial statements, in US GAAP format or any other 

format acceptable to PJM with clear representation of net worth, intangible assets, 
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and any other information PJM may require in order to determine the entity's 

Unsecured Credit Allowance. 

(vi) Must satisfy all other applicable provisions of the PJM Tariff and/or Operating 

Agreement, including this Attachment Q.  

 

D. Surety Bond   

 

An unconditional, irrevocable surety bond can be utilized to meet the Collateral requirement for 

Participants.  As stated below, the form, substance, and provider of the surety bond must all be 

acceptable to PJM. 

 

(i) An acceptable surety bond must be payable immediately upon demand without 

prior demonstration of the validity of the demand.  The surety bond will only be 

accepted from a U.S. Treasury-listed approved surety that has either (i) a 

minimum corporate debt rating of “A” by Standard & Poor’s or Fitch Ratings, or 

“A2” from Moody’s Investors Service, or an equivalent short term rating from 

one of these agencies, or (ii) a minimum insurer rating of “A” by A.M. Best.  

PJMSettlement will consider the lowest applicable rating to be the rating of the 

surety.  If the rating of a surety providing a surety bond is lowered below A/A2 by 

any rating agency, then PJMSettlement may require the Participant to provide a 

surety bond from another surety that is rated A/A2 or better, or to provide another 

form of Collateral.  

 

(ii) The surety bond shall have an initial period of at least one year, and shall state 

that it shall renew automatically for successive one-year periods, until terminated 

upon at least ninety (90) days prior written notice from the issuing surety.  If PJM 

receives notice from the issuing surety that the current surety bond is being 

cancelled, the Participant will be required to provide evidence, acceptable to PJM, 

that such surety bond will be replaced with appropriate Collateral, effective as of 

the cancellation date of the surety bond, no later than thirty (30) days before the 

cancellation date of the surety bond, and no later than ninety (90) days after the 

notice of cancellation.  Failure to do so will constitute a default under this 

Attachment Q and one of more of the Agreements enabling PJM to immediately 

demand payment of the full value of the surety bond.  

 

(iii) PJM will post on its web site an acceptable standard form of a surety bond that 

should be utilized by a Participant choosing to submit a surety bond to establish 

credit at PJM. If the surety bond varies in any way from the standard format, it 

must first be reviewed and approved by PJM.  PJM shall not accept any surety 

bond that varies in any material way from the standard format.  All costs 

associated with obtaining and maintaining a surety bond and meeting the 

Attachment Q provisions are the responsibility of the Participant. 

 

(iv) PJM shall not accept surety bonds with an aggregate value greater than $10 

million dollars ($10,000,000) issued by any individual surety on behalf of any 

individual Participant.  
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(v) PJM shall not accept surety bonds with an aggregate value greater than $50 

million dollars ($50,000,000) issued by any individual surety. 

 

E.  PJM Administrative Charges 
 

Collateral or credit support held by PJM shall also secure obligations to PJM for PJM 

administrative charges, and may be liquidated to satisfy all such obligations in an Event of 

Default. 

 

F. Collateral and Credit Support Held by PJM  
 

Collateral or credit support submitted by Participants and held by PJM shall be held by PJM for 

the benefit of PJM. 

 

VI. SUPPLEMENTAL CREDIT REQUIREMENTS FOR SCREENED 

TRANSACTIONS 

 

A. Virtual and Export Transaction Screening 

 

1. Credit for Virtual and Export Transactions 

 

Export Transactions and Virtual Transactions both utilize Credit Available for Virtual 

Transactions to support their credit requirements.   

 

PJM does not require a Market Participant to establish separate or additional credit for 

submitting Virtual or Export Transactions; however, once transactions are submitted and 

accepted by PJM, PJM may require credit supporting those transactions to be held until the 

transactions are completed and their financial impact incorporated into the Market Participant’s 

Obligations.  If a Market Participant chooses to establish additional Collateral and/or Unsecured 

Credit Allowance in order to increase its Credit Available for Virtual Transactions, the Market 

Participant’s Working Credit Limit for Virtual Transactions shall be increased in accordance 

with the definition thereof.  The Collateral and/or Unsecured Credit Allowance available to 

increase a Market Participant’s Credit Available for Virtual Transactions shall be the amount of 

Collateral and/or Unsecured Credit Allowance available after subtracting any credit required for 

Minimum Participation Requirements, FTR, RPM or other credit requirement determinants 

defined in this Attachment Q, as applicable. 

 

If a Market Participant chooses to provide additional Collateral in order to increase its Credit 

Available for Virtual Transactions PJM may establish a reasonable timeframe, not to exceed 

three months, for which such Collateral must be maintained.  PJM will not impose such 

restriction on a deposit unless a Market Participant is notified prior to making the deposit.  Such 

restriction, if applied, shall be applied to all future deposits by all Market Participants engaging 

in Virtual Transactions. 
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A Market Participant may increase its Credit Available for Virtual Transactions by providing 

additional Collateral to PJM.  PJM will make a good faith effort to make new Collateral 

available as Credit Available for Virtual Transactions as soon as practicable after confirmation of 

receipt.  In any event, however, Collateral received and confirmed by noon on a Business Day 

will be applied (as provided under this Attachment Q) to Credit Available for Virtual 

Transactions no later than 10:00 am on the following Business Day.  Receipt and acceptance of 

wired funds for cash deposit shall mean actual receipt by PJM’s bank, deposit into PJM’s 

customer deposit account, confirmation by PJM that such wire has been received and deposited, 

and entry into PJM’s credit system.  Receipt and acceptance of letters of credit or surety bonds 

shall mean receipt of the original Letter of Credit or surety bond, or amendment thereto, 

confirmation from PJM’s credit and legal staffs that such Letter of Credit or surety bond, or 

amendment thereto conforms to PJM’s requirements, which confirmation shall be made in a 

reasonable and practicable timeframe, and entry into PJM’s credit system.  To facilitate this 

process, bidders submitting additional Collateral for the purpose of increasing their Credit 

Available for Virtual Transactions are advised to submit such Collateral well in advance of the 

desired time, and to specifically notify PJM of such submission. 

 

A Market Participant wishing to submit Virtual or Export Transactions must allocate within 

PJM’s credit system the appropriate amount of Credit Available for Virtual Transactions to the 

virtual and export allocation sections within each customer account in which it wishes to submit 

such transactions.  

 

2. Virtual Transaction Screening  

 

All Virtual Transactions submitted to PJM shall be subject to a credit screen prior to acceptance 

in the Day-ahead Energy Market.  The credit screen is applied separately for each of a Market 

Participant’s customer accounts.  The credit screen process will automatically reject Virtual 

Transactions submitted by the Market Participant in a customer account if the Market 

Participant’s Credit Available for Virtual Transactions, allocated on a customer account basis, is 

exceeded by the Virtual Credit Exposure that is calculated based on the Market Participant’s 

Virtual Transactions submitted, as described below. 

 

A Market Participant’s Virtual Credit Exposure will be calculated separately for each customer 

account on a daily basis for all Virtual Transactions submitted by the Market Participant for the 

next Operating Day using the following equation: 

 

Virtual Credit Exposure = INC and DEC Exposure + Up-to Congestion Exposure  

Where: 

 

(a) INC and DEC Exposure for each customer account is calculated as: 

 

 (i) ((the total MWh bid or offered, whichever is greater, hourly at each node) x the Nodal 

Reference Price x 1 day) summed over all nodes and all hours; plus (ii) ((the difference between 

the total bid MWh cleared and total offered MWh cleared hourly at each node) x Nodal 

Reference Price) summed over all nodes and all hours for the previous cleared Day-ahead 

Energy Market. 
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(b) Up-to Congestion Exposure for each customer account is calculated as: 

 

(i) Total MWh bid hourly for each Up-to Congestion Transaction x (price bid – Up-to 

Congestion Reference Price) summed over all Up-to Congestion Transactions and all hours; plus 

(ii) Total MWh cleared hourly for each Up-to Congestion Transaction x (cleared price – Up-to 

Congestion Reference Price) summed over all Up-to Congestion Transactions and all hours for 

the previous cleared Day-ahead Energy Market, provided that hours for which the calculation for 

an Up-to Congestion Transaction is negative, it shall be deemed to have a zero contribution to 

the sum. 

 

3. Export Transaction Screening 

 

Export Transactions in the Real-time Energy Market shall be subject to Export Transaction 

Screening.  Export Transaction Screening may be performed either for the duration of the entire 

Export Transaction, or separately for each time interval comprising an Export Transaction.  PJM 

will deny or curtail all or a portion (based on the relevant time interval) of  an Export Transaction  

if that Export Transaction, or portion thereof, would otherwise cause the Market Participant's 

Export Credit Exposure to exceed its Credit Available for Export Transactions.  Export 

Transaction Screening shall be applied separately for each Operating Day and shall also be 

applied to each Export Transaction one or more times prior to the market clearing process for 

each relevant time interval.  Export Transaction Screening shall not apply to transactions 

established directly by and between PJM and a neighboring Balancing Authority for the purpose 

of maintaining reliability. 

 

A Market Participant’s credit exposure for an individual Export Transaction shall be the MWh 

volume of the Export Transaction for each relevant time interval multiplied by each relevant 

Export Transaction Price Factor and summed over all relevant time intervals of the Export 

Transaction. 

 

B. RPM Auction and Price Responsive Demand Credit Requirements 
 

Settlement during any Delivery Year of cleared positions resulting or expected to result from any 

RPM Auction shall be included as appropriate in Peak Market Activity, and the provisions of this 

Attachment Q shall apply to any such activity and obligations arising therefrom.  In addition, the 

provisions of this section shall apply to any entity seeking to participate in any RPM Auction, to 

address credit risks unique to such auctions.  The provisions of this section also shall apply under 

certain circumstances to PRD Providers that seek to commit Price Responsive Demand pursuant 

to the provisions of the Reliability Assurance Agreement. 

 

Credit requirements described herein for RPM Auctions and RPM bilateral transactions are 

applied separately for each customer account of a Market Participant.  Market Participants 

wishing to participate in an RPM Auction or enter into RPM bilateral transactions must designate 

the appropriate amount of credit to each account in which their offers are submitted.   
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1. Applicability 

 

A Market Participant seeking to submit a Sell Offer in any RPM Auction based on any Capacity 

Resource for which there is a materially increased risk of nonperformance must satisfy the credit 

requirement specified herein before submitting such Sell Offer.  A PRD Provider seeking to 

commit Price Responsive Demand for which there is a materially increased risk of non-

performance must satisfy the credit requirement specified herein before it may commit the Price 

Responsive Demand.  Credit must be maintained until such risk of non-performance is 

substantially eliminated, but may be reduced commensurate with the reduction in such risk, as 

set forth in section IV.B.3 below.   

 

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

nonperformance shall mean:  (i) a Planned Generation Capacity Resource; (ii) a Planned 

Demand Resource or an Energy Efficiency Resource; (iii) a Qualifying Transmission Upgrade; 

(iv) an existing or Planned Generation Capacity Resource located outside the PJM Region that at 

the time it is submitted in a Sell Offer has not secured firm transmission service to the border of 

the PJM Region sufficient to satisfy the deliverability requirements of the Reliability Assurance 

Agreement; or (v) Price Responsive Demand to the extent the responsible PRD Provider has not 

registered PRD-eligible load at a PRD Substation level to satisfy its Nominal PRD Value 

commitment, in accordance with Reliability Assurance Agreement, Schedule 6.1. 

 

2. Reliability Pricing Model Auction and Price Responsive Demand Credit 

Requirement 

 

Except as provided for Credit-Limited Offers below, for any resource specified in section IV.B.1 

above, other than Price Responsive Demand, the credit requirement shall be the RPM Auction 

Credit Rate, as provided in section IV.B.4 below, times the megawatts to be offered for sale from 

such resource in an RPM Auction.  For Qualified Transmission Upgrades, the credit 

requirements shall be based on the Locational Deliverability Area in which such upgrade was to 

increase the Capacity Emergency Transfer Limit.  However, the credit requirement for Planned 

Financed Generation Capacity Resources and Planned External Financed Generation Capacity 

Resources shall be one half of the product of the RPM Auction Credit Rate, as provided in 

section IV.B.4 below, times the megawatts to be offered for sale from such resource in a 

Reliability Pricing Model Auction.  The RPM Auction Credit Requirement for each Market 

Participant shall be determined on a customer account basis, separately for each customer 

account of a Market Participant, and shall be the sum of the credit requirements for all such 

resources to be offered by such Market Participant in the auction or, as applicable, cleared by 

such Market Participant in the relevant auctions.  For Price Responsive Demand, the credit 

requirement shall be based on the Nominal PRD Value (stated in Unforced Capacity terms) times 

the Price Responsive Demand Credit Rate as set forth in section IV.B.5 below.  Except for 

Credit-Limited Offers, the RPM Auction Credit requirement for a Market Participant will be 

reduced for any Delivery Year to the extent less than all of such Market Participant’s offers clear 

in the Base Residual Auction or any Incremental Auction for such Delivery Year. Such reduction 

shall be proportional to the quantity, in megawatts, that failed to clear in such Delivery Year. 
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A Sell Offer based on a Planned Generation Capacity Resource, Planned Demand Resource, or 

Energy Efficiency Resource may be submitted as a Credit-Limited Offer.  A Market Participant 

electing this option shall specify a maximum amount of Unforced Capacity, in megawatts, and a 

maximum credit requirement, in dollars, applicable to the Sell Offer.  A Credit-Limited Offer 

shall clear the RPM Auction in which it is submitted (to the extent it otherwise would clear based 

on the other offer parameters and the system’s need for the offered capacity) only to the extent of 

the lesser of:  (i) the quantity of Unforced Capacity that is the quotient of the division of the 

specified maximum credit requirement by the Auction Credit Rate resulting from section 

IV.B.4.b. below; and (ii) the maximum amount of Unforced Capacity specified in the Sell Offer.  

For a Market Participant electing this alternative, the RPM Auction Credit requirement 

applicable prior to the posting of results of the auction shall be the maximum credit requirement 

specified in its Credit-Limited Offer, and the RPM Auction Credit requirement subsequent to 

posting of the results will be the Auction Credit Rate, as provided in section IV.B.4.b, c. or d. of 

this Attachment Q, as applicable, times the amount of Unforced Capacity from such Sell Offer 

that cleared in the auction. The availability and operational details of Credit-Limited Offers shall 

be as described in the PJM Manuals. 

 

As set forth in section IV.B.4 below, a Market Participant's Auction Credit requirement shall be 

determined separately for each Delivery Year. 

 

3. Reduction in Credit Requirement 

 

As specified below, the RPM Auction Credit Rate may be reduced under certain circumstances 

after the auction has closed. 

 

The Price Responsive Demand credit requirement shall be reduced as and to the extent the PRD 

Provider registers PRD-eligible load at a PRD Substation level to satisfy its Nominal PRD Value 

commitment, in accordance with Reliability Assurance Agreement, Schedule 6.1. 

 

In addition, the RPM Auction Credit requirement for a Market Participant for any given Delivery 

Year shall be reduced periodically, after the Market Participant has provided PJM a written 

request for each reduction, accompanied by documentation sufficient for PJM to verify 

attainment of required milestones or satisfaction of other requirements, and PJM has verified that 

the Market Participant has successfully met progress milestones for its Capacity Resource that 

reduce the risk of non-performance, as follows:  

 

(a) For Planned Demand Resources and Energy Efficiency Resources, the RPM Auction 

Credit requirement will be reduced in direct proportion to the megawatts of such Demand 

Resource that the Resource Provider qualifies as a Capacity Resource, in accordance with the 

procedures established under the Reliability Assurance Agreement. 

 

(b) For Existing Generation Capacity Resources located outside the PJM Region that have 

not secured sufficient firm transmission to the border of the PJM Region prior to the auction in 

which such resource is first offered, the RPM Auction Credit requirement shall be reduced in 

direct proportion to the megawatts of firm transmission service secured by the Market Participant 
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that qualify such resource under the deliverability requirements of the Reliability Assurance 

Agreement.   

 

(c) For Planned Generation Capacity Resources located in the PJM Region, the RPM 

Auction Credit requirement shall be reduced as the Capacity Resource attains the milestones 

stated in the following table and as further described in the PJM Manuals.  

 

Milestones 

Increment of reduction 

from initial RPM Auction 

Credit requirement  

Effective Date of Interconnection Service Agreement 50% 

Financial Close 15% 

Full Notice to Proceed and Commencement of 

Construction (e.g., footers poured) 5% 

Main Power Generating Equipment Delivered 5% 

Commencement of Interconnection Service 25% 

 

For externally financed projects, the Market Participant must submit with its request for 

reduction a sworn, notarized certification of a duly authorized independent engineer for the 

Financial Close, Full Notice to Proceed and Commencement of Construction, and Main Power 

Generating Equipment Delivered milestones.  

 

For internally financed projects, the Market Participant must submit with its request for reduction 

a sworn, notarized certification of a duly authorized officer of the Market Participant for the 

Financial Close milestone and either a duly authorized independent engineer or Professional 

Engineer for the Full Notice to Proceed and Commencement of Construction and the Main 

Power Generating Equipment Delivered milestones. 

 

The required certifications must be in a form acceptable to PJM, certifying that the engineer or 

officer, as applicable, has personal knowledge, or has engaged in a diligent inquiry to determine, 

that the milestone has been achieved and that, based on its review of the relevant project 

information, the engineer or officer, as applicable, is not aware of any information that could 

reasonably cause it to believe that the Capacity Resource will not be in-service by the beginning 

of the applicable Delivery Year.  The Market Participant shall, if requested by PJM, supply to 

PJM on a confidential basis all records and documents relating to the engineer’s and/or officer’s 

certifications.   

 

(d) For Planned External Generation Capacity Resources, the RPM Auction Credit 

requirement shall be reduced as the Capacity Resource attains the milestones stated in the 

following table and as further described in the PJM Manuals; provided, however, that the total 

percentage reduction in the RPM Auction Credit requirement shall be no greater than the 

quotient of (i) the MWs of firm transmission service that the Market Participant has secured for 

the complete transmission path divided by (ii) the MWs of firm transmission service required to  
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qualify such resource under the deliverability requirements of the Reliability Assurance 

Agreement. 

 

Credit Reduction Milestones for Planned External Generation Capacity Resources 

Milestones 

Increment of reduction from 

initial RPM Auction Credit 

requirement 

Effective Date of the equivalent of an Interconnection 

Service Agreement 
50% 

Financial Close 15% 

Full Notice to Proceed and Commencement of 

Construction (e.g., footers poured) 
5% 

Main Power Generating Equipment Delivered 5% 

Commencement of Interconnection Service 25% 

 

To obtain a reduction in its RPM Auction Credit requirement, the Market Participant must 

demonstrate satisfaction of the applicable milestone in the same manner as set forth for Planned 

Generation Capacity Resources in subsection (c) above.   

 

(e) For Planned Financed Generation Capacity Resources located in the PJM Region, the 

RPM Auction Credit requirement shall be reduced as the Capacity Resource attains the 

milestones stated in the following table and as further described in the PJM Manuals.  

  

Credit Reduction Milestones for Planned Financed Generation Capacity Resources 

Milestones 

Increment of reduction from 

initial RPM Auction Credit 

requirement 

Full Notice to Proceed 50% 

Commencement of Construction (e.g., footers poured) 15% 

Main Power Generating Equipment Delivered 10% 

Commencement of Interconnection Service 25% 

 

To obtain a reduction in its RPM Auction Credit requirement, the Market Participant must 

demonstrate satisfaction of the applicable milestone in the same manner as set forth for Planned 

Generation Capacity Resources in subsection (c) above. 

 

(f) For Planned External Financed Generation Capacity Resources, the RPM Auction Credit 

Requirement shall be reduced as the Capacity Resource attains the milestones stated in the 

following table and as further described in the PJM Manuals; provided, however, that the total 

percentage reduction in the RPM Auction Credit requirement, including the initial 50% reduction 

for being a Planned External Financed Generation Capacity Resources, shall be no greater than 

the quotient of (i) the MWs of firm transmission service that the Market Participant has secured 

for the complete transmission path divided by (ii) the MWs of firm transmission service required 
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to qualify such resource under the deliverability requirements of the Reliability Assurance 

Agreement.  

 

Credit Reduction Milestones for Planned External Financed Generation Capacity  

Milestones 

Increment of reduction from 

initial RPM Auction Credit 

requirement  

Full Notice to Proceed  50% 

Commencement of Construction (e.g., footers poured)  15% 

Main Power Generating Equipment Delivered  10% 

Commencement of Interconnection Service  25% 

 

To obtain a reduction in its RPM Auction Credit requirement, the Market Participant must 

demonstrate satisfaction of the applicable milestone in the same manner as set forth for Planned 

Generation Capacity Resources in subsection (c) above. 

 

(g) For Qualifying Transmission Upgrades, the RPM Auction Credit requirement shall be 

reduced to 50% of the amount calculated under section IV.B.2 above beginning as of the 

effective date of the latest associated Interconnection Service Agreement (or, when a project will 

have no such agreement, an Upgrade Construction Service Agreement), and shall be reduced to 

zero on the date the Qualifying Transmission Upgrade is placed in service.   

 

4. RPM Auction Credit Rate 

 

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

Delivery Year prior to each RPM Auction for such Delivery Year, as follows: 

 

(a)  Prior to the posting of the results of a Base Residual Auction for a Delivery Year, the 

Auction Credit Rate shall be: 

 

(i) For all Capacity Resources other than Capacity Performance Resources,  (the 

greater of (A) 0.3 times the Net Cost of New Entry for the PJM Region for such 

Delivery Year, in MW-day or (B) $20 per MW-day) times the number of calendar 

days in such Delivery Year; and 

 

(ii) For Capacity Performance Resources, the greater of ((A) 0.5 times the Net Cost of 

New Entry for the PJM Region for such Delivery Year or for the Relevant LDA, 

in MW-day or (B) $20 per MW-day) times the number of calendar days in such 

Delivery Year. 

 

(iii) For Seasonal Capacity Performance Resources, the same as the Auction Credit 

Rate for Capacity Performance Resources, but reduced to be proportional to the 

number of calendar days in the relevant season. 
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(b) Subsequent to the posting of the results from a Base Residual Auction, the Auction Credit 

Rate used for ongoing credit requirements for supply committed in such auction shall be: 

 

(i) For all Capacity Resources other than Capacity Performance Resources, (the 

greater of (A) $20/MW-day or (B) 0.2 times the Capacity Resource Clearing Price 

in such auction for the Locational Deliverability Area within which the resource is 

located) times the number of calendar days in such Delivery Year; and 

 

(ii) For Capacity Performance Resources, the (greater of [(A) $20/MW-day or (B) 0.2 

times the Capacity Resource Clearing Price in such auction for the Locational 

Deliverability Area within which the resource is located) or (C) the lesser of (1) 

0.5 times the Net Cost of New Entry for the PJM Region for such Delivery Year 

or for the Relevant LDA, in $/MW-day or (2) 1.5 times the Net Cost of New 

Entry (stated on an installed capacity basis) for the PJM Region for such Delivery 

year or for the Relevant LDA, in $/MW-day minus (the Capacity Resource 

Clearing Price in such auction for the Locational Deliverability Area within which 

the resource is located)] times the number of calendar days in such Delivery 

Year). 

 

(iii) For Seasonal Capacity Performance Resources, the same as the Auction Credit 

Rate for Capacity Performance Resources, but reduced to be proportional to the 

number of calendar days in the relevant season. 

 

(c) For any resource not previously committed for a Delivery Year that seeks to participate in 

an Incremental Auction, the Auction Credit Rate shall be: 

 

(i) For all Capacity Resources other than Capacity Performance Resources, (the greater of 

(A) 0.3 times the Net Cost of New Entry for the PJM Region for such Delivery Year, in MW-day 

or (B) 0.24 times the Capacity Resource Clearing Price in the Base Residual Auction for such 

Delivery Year for the Locational Deliverability Area within which the resource is located or (C) 

$20 per MW-day) times the number of calendar days in such Delivery Year; and 

 

(ii) For Capacity Performance Resources, the (greater of (A) 0.5 times Net Cost of 

New Entry for the PJM Region for such Delivery Year or for the Relevant LDA or (B) $20/MW-

day) times the number of calendar days in such Delivery Year. 

 

(d) Subsequent to the posting of the results of an Incremental Auction, the Auction Credit 

Rate used for ongoing credit requirements for supply committed in such auction shall be: 

 

(i) For Base Capacity Resources: (the greater of (A) $20/MW-day or (B) 0.2 times 

the Capacity Resource Clearing Price in such auction for the Locational 

Deliverability Area within which the resource is located) times the number of 

calendar days in such Delivery Year, but no greater than the Auction Credit Rate 

previously established for such resource’s participation in such Incremental 

Auction pursuant to subsection (c) above) times the number of calendar days in 

such Delivery Year;  
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(ii) For Capacity Performance Resources, the greater of [(A) $20/MW-day or (B) 0.2 

times the Capacity Resource Clearing Price in such auction for the Locational 

Deliverability Area within which the resource is located or (C) the lesser of (1) 

0.5 times the Net Cost of New Entry for the PJM Region for such Delivery Year 

or for the Relevant LDA, in $/MW-day or (2) 1.5 times the Net Cost of New 

Entry (stated on an installed capacity basis) for the PJM Region for such Delivery 

Year or for the Relevant LDA, in $/MW-day minus (the Capacity Resource 

Clearing Price in such auction for the Locational Deliverability Area within which 

the resource is located)] times the number of calendar days in such Delivery 

Year); and  

 

(iii) For Seasonal Capacity Performance Resources, the same as the Auction Credit 

Rate for Capacity Performance Resources, but reduced to be proportional to the 

number of calendar days in the relevant season. 

 

(e) For the purposes of this section IV.B.4 and section IV.B.5 below, “Relevant LDA” means 

the Locational Deliverability Area in which the Capacity Performance Resource is located if a 

separate Variable Resource Requirement Curve has been established for that Locational 

Deliverability Area for the Base Residual Auction for such Delivery Year. 

 

5. Price Responsive Demand Credit Rate 
 

(a) For the 2018/2019 through 2022/2023 Delivery Years: 

 

(i) Prior to the posting of the results of a Base Residual Auction for a Delivery Year, 

the Price Responsive Demand Credit Rate shall be (the greater of (A) 0.3 times 

the Net Cost of New Entry for the PJM Region for such Delivery Year, in MW-

day or (B) $20 per MW-day) times the number of calendar days in such Delivery 

Year; 

 

(ii) Subsequent to the posting of the results from a Base Residual Auction, the Price 

Responsive Demand Credit Rate used for ongoing credit requirements for Price 

Responsive Demand committed in such auction shall be (the greater of (A) 

$20/MW-day or (B) 0.2 times the Capacity Resource Clearing Price in such 

auction for the Locational Deliverability Area within which the Price Responsive 

Demand load is located, in $/MW-day) times the number of calendar days in such 

Delivery Year times a final price uncertainty factor of 1.05; 

 

(iii) For any additional Price Responsive Demand that seeks to commit in a Third 

Incremental Auction in response to a qualifying change in the final LDA load 

forecast, the Price Responsive Demand Credit Rate shall be the same as the rate 

for Price Responsive Demand that had cleared in the Base Residual Auction; and 

 

(iv) Subsequent to the posting of the results of the Third Incremental Auction, the 

Price Responsive Demand Credit Rate used for ongoing credit requirements for 
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all Price Responsive Demand, shall be (the greater of (i) $20/MW-day or (ii) 0.2 

times the Final Zonal Capacity Price for the Locational Deliverability Area within 

which the Price Responsive Demand is located) times the number of calendar 

days in such Delivery Year, but no greater than the Price Responsive Demand 

Credit Rate previously established under subsections (a)(i), (a)(ii), or (a)(iii) of 

this section for such Delivery Year. 

 

(b) For the 2022/2023 Delivery Year and Subsequent Delivery Years: 

 

(i) Prior to the posting of the results of a Base Residual Auction for a Delivery Year, 

the Price Responsive Demand Credit Rate shall be (the greater of (A) 0.5 times 

the Net Cost of New Entry for the PJM Region for such Delivery Year or for the 

Relevant LDA, in $/MW-day or (B) $20 per MW-day) times the number of 

calendar days in such Delivery Year; 

 

(ii) Subsequent to the posting of the results from a Base Residual Auction, the Price 

Responsive Demand Credit Rate used for ongoing credit requirements for Price 

Responsive Demand committed in such auction shall be (the greater of [(A) 

$20/MW-day or (B) 0.2 times the Capacity Resource Clearing Price in such 

auction for the Locational Deliverability Area within which the Price Responsive 

Demand is located, in $/MW-day or (C) the lesser of (1) 0.5 times the Net Cost of 

New Entry for the PJM Region for such Delivery Year or for the Relevant LDA, 

in $/MW-day or (2) 1.5 times the Net Cost of New Entry (stated on an installed 

capacity basis) for the PJM Region for such Delivery year or for the Relevant 

LDA, in $/MW-day minus (the Capacity Resource Clearing Price in such auction 

for the Locational Deliverability Area within which the Price Responsive Demand 

is located)] times the number of calendar days in such Delivery Year; 

 

(iii) For any additional Price Responsive Demand that seeks to commit in a Third 

Incremental Auction in response to a qualifying change in the final LDA load 

forecast, the Price Responsive Demand Credit Rate shall be (the greater of (A) 0.5 

times Net Cost of New Entry for the PJM Region for such Delivery Year or for 

the Relevant LDA, in $/MW-day or (B) $20/MW-day) times the number of 

calendar days in such Delivery Year; and 

 

(iv) Subsequent to the posting of the results of the Third Incremental Auction, the 

Price Responsive Demand Credit Rate used for ongoing credit requirements for 

all Price Responsive Demand committed in such auction shall be the greater of 

[(A) $20/MW-day or (B) 0.2 times the Capacity Resource Clearing Price in such 

auction for the Locational Deliverability Area within which the Price Responsive 

Demand is located or (C) the lesser of (1) 0.5 times the Net Cost of New Entry for 

the PJM Region for such Delivery Year or for the Relevant LDA, in $/MW-day or 

(2) 1.5 times the Net Cost of New Entry (stated on an installed capacity basis) for 

the PJM Region for such Delivery Year or for the Relevant LDA, in $/MW-day 

minus (the Capacity Performance Resource Clearing Price in such Incremental 

Auction for  the Locational Deliverability Areas within which the Price 
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Responsive Demand is located)] times the number of calendar days in such 

Delivery Year. 

 

6. RPM Seller Credit - Additional Form of Unsecured Credit for RPM 

 

In addition to the forms of credit specified elsewhere in this Attachment Q, RPM Seller Credit 

shall be available to Market Participants, but solely for purposes of satisfying RPM Auction 

Credit requirements.  If a supplier has a history of being a net seller into PJM Markets, on 

average, over the past 12 months, then PJM will count as available Unsecured Credit twice the 

average of that Market Participant’s total net monthly PJM bills over the past 12 months.  This 

RPM Seller Credit shall be subject to the cap on available Unsecured Credit as established in 

section II.G.3 above.   

 

RPM Seller Credit is calculated as a single value for each Market Participant, not separately by 

account, and must be designated to specific customer accounts in order to be available to satisfy 

RPM Auction Credit requirements that are calculated in each such customer account. 

 

7. Credit Responsibility for Traded Planned RPM Capacity Resources 

 

PJM may require that credit and financial responsibility for planned Capacity Resources that are 

traded remain with the original party (which for these purposes, means the party bearing credit 

responsibility for the planned Capacity Resource immediately prior to trade) unless the receiving 

party independently establishes consistent with this Attachment Q, that it has sufficient credit 

with PJM and agrees by providing written notice to PJM that it will fully assume the credit 

responsibility associated with the traded planned Capacity Resource. 

 

C. Financial Transmission Right Auctions 

 

Credit requirements described herein for FTR activity are applied separately for each customer 

account of a Market Participant, unless specified otherwise in this section C.  FTR Participants 

must designate the appropriate amount of credit to each separate customer account in which any 

activity occurs or will occur. 

 

1. FTR Credit Limit. 

 

Participants must maintain their FTR Credit Limit at a level equal to or greater than their FTR 

Credit Requirement for each applicable account.  FTR Credit Limits will be established only by a 

Participant providing Collateral and designating the available credit to specific accounts. 

 

2. FTR Credit Requirement. 

 

For each Market Participant with FTR activity, PJM shall calculate an FTR Credit Requirement.  

The FTR Credit Requirement shall be based on FTR cost, FTR Historical Value and MWh 

volume, anticipated FTR activity for new Market Participants, and anticipated change in 

exposure for existing Market Participants newly participating in the FTR market, and may be 
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increased to reflect any change in exposure based on the most recent applicable FTR auction 

prices, as further described below.   

 

FTR Historical Values shall be calculated separately for on-peak, off-peak, and 24-hour FTRs 

for each month of the year.  FTR Historical Values shall be adjusted by plus or minus ten percent 

for cleared counter flow or prevailing flow FTRs, respectively, in order to mitigate exposure due 

to uncertainty and fluctuations in actual FTR value.  Historical values used in the calculation of 

FTR Historical Values shall be adjusted when the network simulation model utilized in PJM's 

economic planning process indicates that transmission congestion will decrease due to certain 

transmission upgrades that are in effect or planned to go into effect for the following Planning 

Period.  The transmission upgrades to be modeled for this purpose shall only include those 

upgrades that, individually, or together, have 10% or more impact on the transmission congestion 

on an individual constraint or constraints with congestion of $5 million or more affecting a 

common congestion path.  The adjustments to historical values shall be the dollar amount of the 

adjustment shown in the network simulation model.   

 

If FTR cost less the FTR Historical Value, plus any applicable increase related to portfolio 

diversification as described in section C.6 below, results in a value that is less than ten cents 

(10¢) per MWh, the FTR Credit Requirement shall be increased to ten cents (10¢) per MWh.  

When calculating the portfolio MWh for this comparison, for cleared “Sell” FTRs, the MWh 

shall be subtracted from the portfolio total; prior to clearing, the MWh for “Sell” FTRs shall not 

be included in the portfolio total.  FTR Credit Requirements shall be further adjusted by ARR 

credits available and by an amount based on portfolio diversification, if applicable.  The 

requirement will be based on individual monthly exposures which are then used to derive a total 

requirement. 

 

The FTR Credit Requirement shall be calculated by first adding for each month the FTR 

Monthly Credit Requirement Contribution for each submitted, accepted, and cleared FTR and 

then subtracting the prorated value of any ARRs held by the Market Participant for that month.  

The resulting twelve monthly subtotals represent the expected value of net payments between 

PJM and the Market Participant for FTR activity each month during the Planning Period.  

Subject to later adjustment by an amount based on portfolio diversification, if applicable, and 

subject to later adjustment for auction prices, the FTR Credit Requirement shall be the sum of 

the individual positive monthly subtotals, representing months in which net payments to PJM are 

expected. 

 

3. Rejection of FTR Bids. 

 

Bids submitted into an auction will be rejected if the Market Participant’s FTR Credit 

Requirement including such submitted bids would exceed the Market Participant’s FTR Credit 

Limit, or if the Market Participant fails to provide additional credit support or additional 

Collateral as required pursuant to provisions related to portfolio diversification and mark-to-

auction. 

 



 

Page 63 

4. FTR Credit Collateral Returns. 

 

A Market Participant may request from PJM the return of any Collateral no longer required for 

the FTR markets.  PJM is permitted to limit the frequency of such requested Collateral returns, 

provided that Collateral returns shall be made by PJM at least once per calendar quarter, if 

requested by a Market Participant. 

 

5. Credit Responsibility for Bilateral Transfers of FTRs. 

 

PJM may require that credit responsibility associated with an FTR bilaterally transferred to a 

new Market Participant remain with the original party (which for these purposes, means the party 

bearing credit responsibility for the FTR immediately prior to bilateral transfer) unless and until 

the receiving party independently establishes, consistent with this Attachment Q, sufficient credit 

with PJM and agrees through confirmation of the bilateral transfer in PJM’s FTR reporting tool 

that it will meet in full the credit requirements associated with the transferred FTR. 

 

6. Portfolio Diversification. 

 

Portfolio diversification shall be calculated, and the appropriate provisions herein applied, 

separately for each customer account of a Market Participant, and separately for each month.   

 

Subsequent to calculating a tentative cleared solution for an FTR auction (or auction round), 

PJM shall determine the FTR Portfolio Auction Value for each customer account of a Market 

Participant, including the tentative cleared solution.  Any customer accounts with such FTR 

Portfolio Auction Values that are negative in one or more months shall be deemed “FTR Flow 

Undiversified.” 

 

For customer accounts that are FTR Flow Undiversified in a month, PJM shall increment the 

FTR Credit Requirement by an amount equal to three times the absolute value of the FTR 

Portfolio Auction Value in that month, including the tentative cleared solution.  For portfolios 

that are FTR Flow Undiversified in months subsequent to the current planning year, these 

incremental amounts, calculated on a monthly basis, shall be reduced (but not below zero) by an 

amount up to 25% of the monthly value of ARR credits that are held by a Market Participant. 

Subsequent to the ARR allocation process preceding an annual FTR auction, such ARRs credits 

shall be reduced to zero for months associated with that ARR allocation process.  PJM may 

recalculate such ARR credits at any time, but at a minimum shall do so subsequent to each 

annual FTR auction.  If a reduction in such ARR credits at any time increases an FTR 

Participant’s FTR Credit Requirements beyond its credit available for FTR activity, the FTR 

Participant must increase its credit to eliminate the shortfall in the applicable customer 

account(s). 

 

If the FTR Credit Requirement for any Market Participant’s customer account exceeds its credit 

available for FTRs as a result of these diversification requirements for the tentatively cleared 

portfolio of FTRs, PJM shall immediately issue a demand for additional credit, and such demand 

must be fulfilled before 4:00 p.m. on the Business Day following the demand.  If any Market 

Participant does not timely satisfy such demand, PJM shall cause the removal of that Market 
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Participant's entire set of bids in that account for that FTR auction (or auction round) and a new 

cleared solution shall be calculated for the entire auction (or auction round).   

 

If necessary, PJM shall repeat the auction clearing calculation.  PJM shall repeat these portfolio 

diversification calculations subsequent to any secondary clearing calculation, and PJM shall 

require affected Market Participants to establish additional credit.  

 

7. FTR Administrative Charge Credit Requirement 

 

In addition to any other credit requirements, PJM may apply a credit requirement to cover the 

maximum administrative fees that may be charged to a Market Participant for its bids and offers. 

 

8. Long-Term FTR Credit Recalculation 

 

Long-term FTR Credit Requirement calculations shall be updated annually for known history, 

consistent with updating of historical values used for FTR Credit Requirement calculations in the 

annual auctions.  If the historical value update results in an FTR Credit Requirement for any 

Market Participant’s customer account that exceeds its credit available for FTR activity, then 

PJM shall issue a Collateral Call equal to the lesser of the increase in the FTR Credit 

Requirement from the historical value adjustment and the credit shortfall after the historical 

value adjustment. 

 

9. Mark-to-Auction 

 

A Mark-to-Auction Value shall be calculated separately for each customer account of a Market 

Participant.  For each such customer account, the Mark-to-Auction Value shall be a single 

number equal to the sum, over all months remaining in the applicable FTR period and for all 

cleared FTRs in the customer account, of the most recently available cleared auction price 

applicable to the FTR minus the original transaction price of the FTR, multiplied by the 

transacted quantity. 

 

The FTR Credit Requirement, as otherwise described above, shall be increased when the Mark-

to-Auction Value is negative.  The increase shall equal the absolute value of the negative Mark-

to-Auction Value less the value of ARR credits that are held in the customer account and have 

not been used to reduce the FTR Credit Requirement prior to application of the Mark-to-Auction 

Value.  PJM shall recalculate ARR credits held by each Market Participant after each annual 

FTR auction and may also recalculate such ARR credits at any other additional time intervals it 

deems appropriate.  Application of the Mark-to-Auction Value, including the effect from ARR 

application, shall not decrease the FTR Credit Requirement. 

 

For Market Participant customer accounts for which FTR bids have been submitted into the 

current FTR auction, if the Market Participant’s FTR Credit Requirement exceeds its credit 

available for FTRs as a result of the mark-to-auction requirements for the Market Participant’s 

portfolio of FTRs in the tentative cleared solution for an FTR auction (or auction round), PJM 

shall issue a Collateral Call to the Market Participant, and the Market Participant must fulfill 

such demand before 4:00 p.m. on the following Business Day.  If a Market Participant does not 
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timely satisfy such Collateral Call, PJM shall, in coordination with PJM, cause the removal of all 

of that Market Participant's bids in that FTR auction (or auction round), submitted from such 

Market Participant’s customer account, and a new cleared solution shall be calculated for the 

FTR auction (or auction round).   

 

If necessary, PJM shall repeat the auction clearing calculation.  PJM shall repeat these mark-to-

auction calculations subsequent to any secondary clearing calculation, and PJM shall require 

affected Market Participants to establish additional credit.  

 

Subsequent to final clearing of an FTR auction or an annual FTR auction round, PJM shall 

recalculate the FTR Credit Requirement for all FTR portfolios, and, as applicable, issue to each 

Market Participant an MTA Collateral Call for the total amount by which the FTR Credit 

Requirement exceeds the credit allocated in any of the Market Participant's accounts.   

 

If the MTA Collateral Call is not satisfied within the applicable cure period referenced in 

Operating Agreement, section 15, then such Market Participant shall be restricted in all of its 

credit-screened transactions.  Specifically, such Market Participant may not engage in any 

Virtual Transactions or Export Transactions, or participate in RPM Auctions or other RPM 

activity.  Such Market Participant may engage only in the selling of open FTR positions, either in 

FTR auctions or bilaterally, provided such sales would reduce the Market Participant's FTR 

Credit Requirements.  PJM shall not return any Collateral to such Market Participant, and no 

payment shall be due or payable to such Market Participant, until its credit shortfall is remedied.  

Market Participant shall allocate any excess or unallocated Collateral to any of its account in 

which there is a credit shortfall.  Market Participants may remedy their credit shortfall at any 

time through provision of sufficient Collateral. 

 

If a Market Participant fails to satisfy MTA Collateral Calls for two consecutive auctions of 

overlapping periods, e.g. two balance of Planning Period auctions, an annual FTR auction and a 

balance of Planning Period auction, or two long term FTR auctions, (for this purpose the four 

rounds of an annual FTR auction shall be considered a single auction), the Market Participant 

shall be declared in default of this Attachment Q.   

 

VII.  PEAK MARKET ACTIVITY AND WORKING CREDIT LIMIT 

 

A. Peak Market Activity Credit Requirement 

 

PJM shall calculate a Peak Market Activity credit requirement for each Participant.  Each 

Participant must maintain sufficient Unsecured Credit Allowance and/or Collateral, as 

applicable, and subject to the provisions herein, to satisfy its Peak Market Activity credit 

requirement. 

 

Peak Market Activity for Participants will be determined semi-annually, utilizing an initial Peak 

Market Activity, as explained below, calculated after the first complete billing week in the 

months of April and October.  Peak Market Activity shall be the greater of the initial Peak 

Market Activity, or the greatest amount invoiced for the Participant’s transaction activity for all 

PJM Markets and services in any rolling one, two, or three week period, ending within a 
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respective semi-annual period.  However, Peak Market Activity shall not exceed the greatest 

amount invoiced for the Participant’s transaction activity for all PJM Markets and services in any 

rolling one, two or three week period in the prior 52 weeks.  

Peak Market Activity shall exclude FTR Net Activity, Virtual Transactions Net Activity, and 

Export Transactions Net Activity. 

 

When calculating Peak Market Activity, PJM may attribute credits for Regulation service to the 

days on which they were accrued, rather than including them in the month-end invoice. 

 

The initial Peak Market Activity for Applicants will be determined by PJM based on a review of 

an estimate of their transactional activity for all PJM Markets and services over the next 52 

weeks, which the Applicant shall provide to PJM.   

 

The initial Peak Market Activity for Market Participants and Transmission Customers, calculated 

at the beginning of each semi-annual period, shall be the three-week average of all non-zero 

invoice totals over the previous 52 weeks. This calculation shall be performed and applied within 

three (3) Business Days following the day the invoice is issued for the first full billing week in 

the current semi-annual period.  

 

Prepayments shall not affect Peak Market Activity unless otherwise agreed to in writing pursuant 

to this Attachment Q. 

 

Peak Market Activity calculations shall take into account reductions of invoice values 

effectuated by early payments which are applied to reduce a Participant’s Peak Market Activity 

as contemplated by other terms of this Attachment Q; provided that the initial Peak Market 

Activity shall not be less than the average value calculated using the weeks for which no early 

payment was made.  

 

A Participant may reduce its Collateral requirement by agreeing in writing (in a form acceptable 

to PJM) to make additional payments, including prepayments, as and when necessary to ensure 

that such Participant’s Total Net Obligation at no time exceeds such reduced Collateral 

requirement. 

 

PJM may, at its discretion, adjust a Participant’s Peak Market Activity requirement if PJM 

determines that the Peak Market Activity is not representative of such Participant’s expected 

activity, as a consequence of known, measurable, and sustained changes.  Such changes may 

include, but shall not be limited to when a Participant makes PJM aware of federal, state or local 

law that could affect the allocation of charges or credits from a Participant to another party,  the 

loss (without replacement) of short-term load contracts, when such contracts had terms of three 

months or more and were acquired through state-sponsored retail load programs, but shall not 

include short-term buying and selling activities. 

 

PJM may waive the credit requirements for a Participant that has no outstanding transactions and 

agrees in writing that it shall not, after the date of such agreement, incur obligations under any of 

the Agreements.  Such entity’s access to all electronic transaction systems administered by PJM 

shall be terminated. 
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A Participant receiving unsecured credit may make early payments up to ten times in a rolling 

52-week period in order to reduce its Peak Market Activity for credit requirement purposes.  

Imputed Peak Market Activity reductions for credit purposes will be applied to the billing period 

for which the payment was received.  Payments used as the basis for such reductions must be 

received prior to issuance or posting of the invoice for the relevant billing period.  The imputed 

Peak Market Activity reduction attributed to any payment may not exceed the amount of 

Unsecured Credit for which the Participant is eligible. 

 

B. Working Credit Limit 

 

PJM will establish a Working Credit Limit for each Participant against which its Total Net 

Obligation will be monitored.  The Working Credit Limit is defined as 75% of the Collateral 

provided to PJM and/or 75% of the Unsecured Credit Allowance determined by PJM, as reduced 

by any applicable credit requirement allocations for the FTR and RPM markets.  A Participant’s 

Total Net Obligation should not exceed its Working Credit Limit.  

 

If a Participant’s Total Net Obligation approaches its Working Credit Limit, PJM may require 

the Participant to make an advance payment or increase its Collateral in order to maintain its 

Total Net Obligation below its Working Credit Limit.  Except as explicitly provided herein, 

advance payments shall not serve to reduce the Participant’s Peak Market Activity for the 

purpose of calculating credit requirements. 

Example:  After ten (10) calendar days, and with five (5) calendar days remaining before 

the bill is due to be paid, a Participant approaches its $4.0 million Working Credit Limit.  

PJM may require a prepayment of $2.0 million in order that the Total Net Obligation will 

not exceed the Working Credit Limit.   

If a Participant exceeds its Working Credit Limit or is required to make advance payments more 

than ten times during a 52-week period, PJM may require Collateral in an amount as may be 

deemed reasonably necessary to support its Total Net Obligation. 

When calculating Total Net Obligation, PJM may attribute credits for Regulation service to the 

days on which they were accrued, rather than including them in the month-end invoice. 

 

VIII. SUSPENSION OR LIMITATION ON MARKET PARTICIPATION 
 

If PJM determines that a Participant presents an unreasonable credit risk as determined pursuant 

to initial or ongoing risk evaluations, as described in section II above, or in the case of any other 

event which, after notice, lapse of time, or both, would result in an Event of Default, PJM will 

take steps to mitigate the exposure of any PJM Markets, which may include, but is not limited to, 

requiring Collateral, additional Collateral or Restricted Collateral or suspending or limiting the 

Market Participant’s ability to participate in the PJM Markets commensurate to the risk to any 

PJM Markets. 

 

If a Participant fails to reduce or eliminate any unreasonable credit risks to PJM’s satisfaction 

within the applicable cure period including without limitation by posting Collateral, additional 

Collateral or Restricted Collateral, PJM may treat such failure as an Event of Default.  
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Notwithstanding the foregoing, a Participant that transacts in FTRs will be eligible to request that 

PJM exempt or exclude FTR transactions of such Participant from the effect of any such 

limitations on market activity established by PJM, and PJM may but shall not be required to so 

exempt or exclude, any FTR transactions that the Participant reasonably demonstrates to PJM it 

has entered into to “hedge or mitigate commercial risk” arising from its transactions in the PJM 

Interchange Energy Market that are intended to result in the actual flow of physical energy or 

ancillary services in the PJM Region, as the phrase “hedge or mitigate commercial risks” is 

defined under the CFTC’s regulations defining the end-user exception to clearing set forth in 17 

C.F.R. §50.50(c).   

 

IX. REMEDIES FOR CREDIT BREACH, FINANCIAL DEFAULT OR CREDIT 

SUPPORT DEFAULT; REMEDIES FOR EVENTS OF DEFAULT 

 

If PJM determines that a Market Participant is in Credit Breach, or that a Financial Default or 

Credit Support Default exists, PJM may issue to the Market Participant a breach notice and/or a 

Collateral Call or demand for additional documentation or assurances. At such time, PJM may 

also suspend payments of any amounts due to the Participant and limit, restrict or rescind the 

Market Participant’s privileges to participate in any or all PJM Markets under the Agreements 

during any such cure period.  Failure to remedy the Credit Breach, Financial Default or to satisfy 

a Collateral Call or demand for additional documentation or assurances within the applicable 

cure period described in Operating Agreement, section 15.1.5, shall constitute an Event of 

Default.  If a Participant fails to meet the requirements of this Attachment Q, but then remedies 

the Credit Breach, Financial Default or Credit Support Default, or satisfies a Collateral Call or 

demand for additional documentation or assurances within the applicable cure period, then the 

Participant shall be deemed to again be in compliance with this Attachment Q, so long as no 

other Credit Breach, Financial Default, Credit Support Default or Collateral Call or demand for 

additional documentation or assurances has occurred and is continuing.   

 

Only one cure period shall apply to a single event giving rise to a Credit Breach, Financial 

Default or Credit Support Default.  Application of Collateral towards a Financial Default, Credit 

Breach or Credit Support Breach shall not be considered a cure of such Credit Breach, Financial 

Default or Credit Support Default unless the Participant is determined by PJM to be in full 

compliance with all requirements of this Attachment Q after such application. 

 

When an Event of Default under this Attachment Q or one or more of the Agreements has 

occurred and is continuing, PJM may take such actions as may be required or permitted under 

the Agreements to protect the PJM Markets and the PJM Members, including but not limited to 

(a) suspension and/or termination of the Participant’s ongoing Transmission Service, (b) 

limitation, suspension and/or termination of participation in any PJM Markets, (c) close out and 

liquidation of the Market Participant’s market portfolio, exercising judgment in the manner in 

which this is achieved in any PJM Markets.  When an Event of Default under this Attachment Q 

or one or more of the Agreements has occurred and is continuing, PJM also has the immediate 

right to liquidate all or a portion of a Participant’s Collateral at its discretion to satisfy Total Net 

Obligations to PJM under this Attachment Q or one or more of the Agreements.  No remedy for 

an Event of Default is or shall be deemed to be exclusive of any other available remedy or 
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remedies by contract or under applicable laws and regulations.  Each such remedy shall be 

distinct, separate and cumulative, shall not be deemed inconsistent with or in exclusion of any 

other available remedy, and shall be in addition to and separate and distinct from every other 

remedy.   

 

When an Event of Default under this Attachment Q or one or more of the Agreements has 

occurred and is continuing, PJM may continue to retain all payments due to a Participant as a 

cash security for all such Participant’s obligations under the Agreements (regardless of any 

restrictions placed on such Participant’s use of Collateral for any account, market activity or 

capitalization purpose); provided, however, that an Event of Default will not be deemed cured or 

no longer continuing because PJM is retaining amounts due the Participant, or because PJM has 

not yet applied Collateral or credit support to any amounts due PJM, unless PJM determines that 

the Participant has again satisfied all the Collateral requirements and application requirements as 

a new Applicant for participation in the PJM Markets, and consistent with the requirements and 

limitations of Operating Agreement, section 15. 

 

In Event of Default by a Participant, PJM may exercise any remedy or action allowed or 

prescribed by this Attachment Q immediately or following investigation and determination of an 

orderly exercise of such remedy or action.  Delay in exercising any allowed remedy or action 

shall not preclude PJM from exercising such remedy or action at a later time. 

 

PJM may hold a defaulting Participant’s Collateral for as long as such party’s positions exist and 

consistent with this Attachment Q, in order to protect the PJM Markets and PJM’s membership, 

and minimize or mitigate the impacts or potential impacts or risks associated with such Event of 

Default when an Event of Default under this Attachment Q or one or more of the Agreements 

has occurred and is continuing. 

 

PJM may apply towards an ongoing Event of Default any amounts that are held or later become 

available or due to the defaulting Participant through PJM's markets and systems.  

 

In order to cover the Participant’s Obligations, PJM may hold a Participant's Collateral 

indefinitely and specifically through the end of the billing period which includes the 90th day 

following the last day a Participant had activity, open positions, or accruing obligations (other 

than reconciliations and true-ups), until such Participant has satisfactorily paid any obligations 

invoiced through such period and until PJM determines that the Participant’s positions represent 

no risk exposure to the PJM Markets or the PJM Members.  Obligations incurred or accrued 

through such period shall survive any withdrawal from PJM.  When an Event of Default under 

this Attachment Q or one or more of the Agreements has occurred and is continuing, PJM may 

apply any Collateral to such Participant's Obligations, even if Participant had previously 

announced and effected its withdrawal from PJM. 

 

X. FTRS UNDER THE COMMODITY EXCHANGE ACT AND THE 

BANKRUPTCY CODE 
 

Under the terms of the Tariff, PJM Settlement is the counterparty to all transactions in PJM 

Markets, including but not limited to all FTR transactions, other than (i) any bilateral 
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transactions between Participants, or (ii) with respect to self-supplied or self-scheduled 

transactions reported to the Office of the Interconnection.  Pursuant to the “Final Order in 

Response to a Petition From Certain Independent System Operators and Regional Transmission 

Organizations To Exempt Specified Transactions Authorized by a Tariff or Protocol Approved 

by the Federal Energy Regulatory Commission or the Public Utility Commission of Texas From 

Certain Provisions of the Commodity Exchange Act Pursuant to the Authority Provided in the 

Act” 78 Fed. Reg. 19880 (April 2, 2013) (the “CFTC RTO/ISO Order”), the Commodity Futures 

Trading Commission (the “CFTC”) exempts transactions offered or entered into in a market 

administered by PJM pursuant to the Tariff, including but not limited to FTR transactions, from 

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

with the exception of the CFTC’s general anti-fraud and anti-manipulation authority and 

scienter-based prohibitions. 

 

Notwithstanding the CFTC RTO/ISO Order, for purposes of the United States Bankruptcy Code 

(“Bankruptcy Code”), all FTR transactions constitute “swap agreements” and/or “forward 

contracts,” and PJM and each FTR Participant is a “forward contract merchant” and/or a “swap 

participant” within the meaning of the Bankruptcy Code for purposes of FTR transactions. 

 

Pursuant to this Attachment Q and other provisions of the Agreements, PJM  already has, and 

shall continue to have, the following rights (among other rights) with respect to a Market 

Participant’s Event of Default:  (a) the right to terminate and/or liquidate any FTR transaction 

held by that Market Participant; (b) the right to immediately proceed against any Collateral 

provided by the Market Participant; (c) the right to set-off any obligations due or owing to that 

Market Participant pursuant to any forward contract, swap agreement, or similar agreement 

against any amounts due and owing by that Market Participant pursuant to any forward contract, 

swap agreement, or similar agreement, such arrangement to constitute a “master netting 

agreement” within the meaning of the Bankruptcy Code; and (d) the right to suspend or limit that 

Market Participant from entering into further FTR transactions.   

 

For the avoidance of doubt, upon the commencement of a voluntary or involuntary proceeding 

for a Participant under the Bankruptcy Code, and without limiting any other rights of PJM  or 

obligations of any Participant under the Agreements, PJM  may exercise any of its rights against 

such Participant, including, without limitation (1) the right to terminate and/or liquidate any FTR 

transaction held by that Participant, (2) the right to immediately proceed against any Collateral 

provided by that Participant, (3) the right to set off any obligations due and owing to that 

Participant pursuant to any forward contract, swap agreement and/or master netting agreement 

against any amounts due and owing by that Participant with respect to an FTR transaction 

including as a result of the actions taken by PJM  pursuant to (a) above, and 4) the right to 

suspend or limit that Participant from entering into future FTR transactions. 

 

For purposes of the Bankruptcy Code, all transactions, including but not limited to FTR 

transactions, between PJM, on the one hand, and a Market Participant, on the other hand, are 

intended to be part of a single integrated agreement, and together with the Agreements constitute  

a “master netting agreement.” 
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PJM MINIMUM PARTICIPATION CRITERIA  
ANNUAL OFFICER CERTIFICATION FORM 

 

 

 

 

 

I, ______________________________________________, a duly authorized officer of 

Participant, understanding that PJM Interconnection, L.L.C. and PJMSettlement, Inc. 

(“PJMSettlement”) are relying on this certification as evidence that Participant meets the 

minimum requirements set forth in the PJM Open Access Transmission Tariff ("PJM Tariff"), 

Attachment Q hereby certify that I have full authority to represent on behalf of Participant and 

further represent as follows, as evidenced by my initialing each representation in the space 

provided below:  

 

1.  All employees or agents transacting in markets or services provided pursuant to the PJM 

Tariff or PJM Amended and Restated Operating Agreement (“PJM Operating 

Agreement”) on behalf of the Participant have received appropriate training and are 

authorized to transact on behalf of Participant.  As used in this representation, the term 

“appropriate” as used with respect to training means training that is (i) comparable to 

generally accepted practices in the energy trading industry, and (ii) commensurate and 

proportional in sophistication, scope and frequency to the volume of transactions and the 

nature and extent of the risk taken by the participant._________ 

 

2. Participant has written risk management policies, procedures, and controls, approved by 

Participant’s independent risk management function and applicable to transactions in any 

PJM Markets in which it participates and for which employees or agents transacting in 

markets or services provided pursuant to the PJM Tariff or PJM Operating Agreement 

have been trained, that provide an appropriate, comprehensive risk management 

framework that, at a minimum, clearly identifies and documents the range of risks to 

which Participant is exposed, including, but not limited to credit risks, liquidity risks and 

market risks.  As used in this representation, a Participant’s “independent risk 

management function” can include appropriate corporate persons or bodies that are 

independent of the Participant’s trading functions, such as a risk management committee, 

a risk officer, a Participant’s board or board committee, or a board or committee of the 

Participant’s parent company. 

 

a. Participant is providing to PJM or PJMSettlement, in accordance with Tariff, 

Attachment Q, section III, with this Annual Officer Certification Form, a copy of its 

current governing risk management policies, procedures and controls applicable to its 

activities in any PJM Markets pursuant to Attachment Q or because there have been 

substantive changes made to such policies, procedures and controls applicable to its 

market activities since they were last provided to PJM.__________    

 

b. If the risk management policies, procedures and controls applicable to 

Participant’s market activities submitted to PJM or PJMSettlement were submitted 

prior to the current certification, Participant certifies that no substantive changes have 

Participant Name: ____________________________________________ ("Participant") 
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been made to such policies, procedures and controls applicable to its market activities 

since such submission.__________ 

 

3. An FTR Participant must make either the following 3.a. or 3.b. additional representations, 

evidenced by the undersigned officer initialing either the one 3.a. representation or the 

four 3.b. representations in the spaces provided below:  

 

a.  Participant transacts in PJM’s FTR markets with the sole intent to hedge 

congestion risk in connection with either obligations Participant has to serve load 

or rights Participant has to generate electricity in the PJM Region (“physical 

transactions”) and monitors all of the Participant’s FTR market activity to 

endeavor to ensure that its FTR positions, considering both the size and pathways 

of the positions, are either generally proportionate to or generally do not exceed 

the Participant’s physical transactions, and remain generally consistent with the 

Participant’s intention to hedge its physical transactions.__________ 

 

b. On no less than a weekly basis, Participant values its FTR positions and 

engages in a probabilistic assessment of the hypothetical risk of such positions 

using analytically based methodologies, predicated on the use of industry 

accepted valuation methodologies.__________ 

 

Such valuation and risk assessment functions are performed either by persons 

within Participant’s organization independent from those trading in PJM’s FTR 

markets or by an outside firm qualified and with expertise in this area of risk 

management.__________  

 

Having valued its FTR positions and quantified their hypothetical risks, 

Participant applies its written policies, procedures and controls to limit its risks 

using industry recognized practices, such as value-at-risk limitations, 

concentration limits, or other controls designed to prevent Participant from 

purposefully or unintentionally taking on risk that is not commensurate or 

proportional to Participant’s financial capability to manage such risk.__________ 

 

Exceptions to Participant’s written risk policies, procedures and controls 

applicable to Participant’s FTR positions are documented and explain a reasoned 

basis for the granting of any exception.__________    

 

4. Participant has appropriate personnel resources, operating procedures and technical 

abilities to promptly and effectively respond to all PJM and PJMSettlement 

communications and directions.__________ 

 

5. Participant has demonstrated compliance with the Minimum Capitalization criteria set 

forth in Tariff, Attachment Q that are applicable to any PJM Markets in which Participant 

transacts, and is not aware of any change having occurred or being imminent that would 

invalidate such compliance.__________ 
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6. All Participants must certify and initial in at least one of the four sections below: 

 

a. I certify that Participant qualifies as an “appropriate person” as that term is defined 

under section 4(c)(3), or successor provision, of the Commodity Exchange Act or an 

“eligible contract participant” as that term is defined under section 1a(18), or 

successor provision, of the Commodity Exchange Act.  I certify that Participant will 

cease transacting in any PJM Markets and notify PJM and PJMSettlement 

immediately if Participant no longer qualifies as an “appropriate person” or “eligible 

contract participant.”__________ 

 

If providing audited financial statements, which shall be in US GAAP format or any 

other format acceptable to PJM, to support Participant’s certification of qualification 

as an “appropriate person:” 

 

I certify, to the best of my knowledge and belief, that the audited financial 

statements provided to PJM and/or PJMSettlement present fairly, pursuant to such 

disclosures in such audited financial statements, the financial position of 

Participant as of the date of those audited financial statements.  Further, I certify 

that Participant continues to maintain the minimum $1 million total net worth 

and/or $5 million total asset levels reflected in these audited financial statements 

as of the date of this certification.  I acknowledge that both PJM and 

PJMSettlement are relying upon my certification to maintain compliance with 

federal regulatory requirements.__________ 

 

If not providing audited financial statements to support Participant’s certification of 

qualification as an “appropriate person,” Participant certifies that they qualify as an 

“appropriate person” under one of the entities defined in section 4(c)(3)(A)-(J) of the 

Commodities Exchange Act. __________ 

 

If providing audited financial statements, which shall be in US GAAP format or any 

other format acceptable to PJM, to support Participant’s certification of qualification 

as an “eligible contract participant:” 

 

I certify, to the best of my knowledge and belief, that the audited financial 

statements provided to PJM and/or PJMSettlement present fairly, pursuant to such 

disclosures in such audited financial statements, the financial position of 

Participant as of the date of those audited financial statements.  Further, I certify 

that Participant continues to maintain the minimum $1 million total net worth 

and/or $10 million total asset levels reflected in these audited financial statements 

as of the date of this certification.  I acknowledge that both PJM and 

PJMSettlement are relying upon my certification to maintain compliance with 

federal regulatory requirements.__________ 

 

If not providing audited financial statements to support Participant’s certification 

of qualification as an “eligible contract participant,” Participant certifies that they 
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qualify as an “eligible contract participant” under one of the entities defined in 

section 1a(18)(A) of the Commodities Exchange Act. __________ 

 

b. I certify that Participant has provided an unlimited Corporate Guaranty in a form 

acceptable to PJM as described in Tariff, Attachment Q, section III.D from an issuer 

that has at least $1 million of total net worth or $5 million of total assets per 

Participant for which the issuer has issued an unlimited Corporate Guaranty.  I also 

certify, to the best of my knowledge and belief, that the audited financial statements 

provided to PJM and/or PJMSettlement present fairly, pursuant to such disclosures in 

such audited financial statements, the financial position of the issuer as of the date of 

those audited financial statements.  Further, I certify that Participant will cease 

transacting PJM’s Markets and notify PJM and PJMSettlement immediately if issuer 

of the unlimited Corporate Guaranty for Participant no longer has at least $1 million 

of total net worth or $5 million of total assets per Participant for which the issuer has 

issued an unlimited Corporate Guaranty.__________ 

 

I certify that the issuer of the unlimited Corporate Guaranty to Participant continues 

to have at least $1 million of total net worth or $5 million of total assets per 

Participant for which the issuer has issued an unlimited Corporate Guaranty.  I 

acknowledge that PJM and PJMSettlement are relying upon my certifications to 

maintain compliance with federal regulatory requirements.__________ 

 

c. I certify that Participant fulfills the eligibility requirements of the Commodity Futures 

Trading Commission exemption order (78 F.R. 19880 – April 2, 2013) by being in 

the business of at least one of the following in the PJM Region as indicated below 

(initial those applicable): 

 

1. Generating electric energy, including Participants that resell physical energy 

acquired from an entity generating electric energy:__________ 

 

2. Transmitting electric energy:__________ 

 

3. Distributing electric energy delivered under Point-to-Point or Network 

Integration Transmission Service, including scheduled import, export and 

wheel through transactions:__________ 

 

4. Other electric energy services that are necessary to support the reliable 

operation of the transmission system:__________ 

 

Description only if c(4) is initialed: 

 

______________________________________________________________ 

 

Further, I certify that Participant will cease transacting in any PJM Markets and notify 

PJM and PJMSettlement immediately if Participant no longer performs at least one of 

the functions noted above in the PJM Region.  I acknowledge that PJM and 
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PJMSettlement are relying on my certification to maintain compliance with federal 

energy regulatory requirements.__________ 

 

d. I certify that Participant has provided a Letter of Credit of $5 million or more to PJM 

or PJMSettlement in a form acceptable to PJM and/or PJMSettlement as described in 

Tariff, Attachment Q, section V.B that the Participant acknowledges cannot be 

utilized to meet its credit requirements to PJM and PJMSettlement.  I acknowledge 

that PJM and PJMSettlement are relying on the provision of this letter of credit and 

my certification to maintain compliance with federal regulatory 

requirements.__________ 

 

e. I certify that Participant has provided a surety bond of $5 million or more to PJM or 

PJMSettlement in a form acceptable to PJM and/or PJMSettlement as described in 

Tariff, Attachment Q, section V.D. that the Participant acknowledges cannot be 

utilized to meet its credit requirements to PJM and PJMSettlement.  I acknowledge 

that PJM and PJMSettlement are relying on the provision of this surety bond and my 

certification to maintain compliance with federal regulatory  

requirements. __________ 

 

7. I acknowledge that I have read and understood the provisions of Tariff, Attachment Q 

applicable to Participant's business in any PJM Markets, including those provisions 

describing PJM’s Minimum Participation Requirements and the enforcement actions 

available to PJM and PJMSettlement of a Participant not satisfying those requirements.  I 

acknowledge that the information provided herein is true and accurate to the best of my 

belief and knowledge after due investigation.  In addition, by signing this certification, I 

acknowledge the potential consequences of making incomplete or false statements in this 

Certification.__________ 

 

 

Date: ____________________________  __________________________________ 

        Participant (Signature) 

 

     Print Name: __________________________________ 

     Title:  __________________________________ 
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