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

Fax: 202.393.1240
wrightlaw.com

May 4, 2021

The Honorable Kimberly D. Bose, Secretary
Federal Energy Regulatory Commission
888 First Street, N.E.
Washington, D.C. 20426
Re:  PJM Interconnection, L.L.C., Docket No. ER21-_ -000
Revisions to Capital Recovery Factor for Avoidable Project Investment Cost
Determinations and Request for Waiver of Sixty-Day Notice Requirement
Dear Secretary Bose:
PJM Interconnection, L.L.C. (“PJM”), pursuant to section 205 of the Federal Power
Act, 16 U.S.C. § 824d, and section 35.13 of the regulations of the Federal Energy
Regulatory Commission (“FERC” or the “Commission”), 18 C.F.R. part 35, hereby
submits revisions to the PJM Open Access Transmission Tariff (“Tariff”), Attachment DD,
section 6.8(a). The proposed revisions modify the determination of the Capital Recovery
Factor (“CRF”)! component of the Avoidable Project Investment Recovery Rate (“APIR”),
on a prospective basis only,? to update the CRF for each Reliability Pricing Model (“RPM”)
Auction.
The enclosed revisions were developed in the PJM stakeholder process and

ultimately received overwhelming stakeholder support. Specifically, on April 21, 2021,

the Markets and Reliability Committee approved the proposal by acclamation with no

! Capitalized terms not otherwise defined herein shall have the meaning ascribed to them in the Tariff.

2 The Mempbhis clause set forth in Tariff, Part I, section 9, permits PJM to make prospective changes to its
Tariff rates, terms, conditions, and charges. United Gas Pipe Line Co. v. Memphis Light, Gas & Water Div.,
358 U.S. 103, 110-13 (1958).
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objections, and the PJM Members Committee approved the proposal with a sector-
weighted vote with 4.79 in favor on the same day.

PJM respectfully requests that the Commission accept the proposed revisions,
effective July 2, 2021. PJM also requests waiver of the Commission’s Sixty-day notice
requirement to accommodate the July 2, 2021 effective date. This requested effective date
is needed given that the current schedule for conducting the Base Residual Auction
associated with the 2023/2024 Delivery Year is scheduled to commence on December 1,
2021, which means Capacity Market Sellers that seek a unit-specific review must submit
the request no later than August 3, 2021. In addition, PJIM would be required to post the
CRF values no later than July 4, 2021, for the 2023/2024 Delivery Year under the proposed
rules.

l. BACKGROUND

Under PJM’s existing Minimum Offer Price Rule (“MOPR”) and Market Seller
Offer Cap (“MSOC”) rules, Capacity Market Sellers that wish to submit a Sell Offer higher
or lower than the respective default prices may seek to obtain a unit-specific net Avoidable
Cost Rate (“ACR”) for an existing Capacity Resource.® More particularly, net ACR sets
the resource’s unit-specific MSOC for participation in RPM auctions.* For Cleared
Capacity Resources with State Subsidies, net ACR sets the applicable MOPR Floor Offer
Price.®> Tariff, Attachment DD, section 6.8(a) specifies the components of ACR, which

includes APIR. Inclusion of APIR, if applicable, in the ACR determination allows a

3 To be clear, net ACR applies only to Existing Generation Capacity Resources. The unit-specific MOPR
floor price for Planned Generational Capacity Resources is based on net Cost of New Entry.

4 See Tariff, Attachment DD, section 6.4.
5 See id., Attachment DD, section 5.14(h-1)(2)(B)(i).
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Capacity Market Seller to reflect in its Sell Offer relevant project investment costs (i.e.,
those capital projects reasonably required to enable a generating resource to continue
operating or improve availability during the Delivery Year). However, because such
investment should be recovered over time and not in a single year, the investment costs are
multiplied by a factor (i.e., the CRF) to spread the recovery, on a levelized basis, over an
assumed remaining life of the asset.® In short, APIR equals the project investment
multiplied by the applicable CRF so as to reflect that the recovery of such capital costs
would be over the remaining life of the asset.

Currently, the Tariff provides static CRF values that represent annual percentages
of the project investment that allow that investment to be recovered on a levelized basis
over a period of time. Specifically, Tariff, Attachment DD, section 6.8(a) has included the
following table of CRF values applicable to Market Seller Offer Caps and MOPR Floor

Offer Prices for over a decade:

Age of Existing Units (Years) Remaining Life of Plant Levelized CRF
(Years)
lto5 30 0.107
6to 10 25 0.114
11to 15 20 0.125
16 to 20 15 0.146
21to25 10 0.198
25 Plus 5 0.363
Mandatory CapEx 4 0.450
40 Plus Alternative 1 1.100

6 See id., Attachment DD, section 6.8(a); see also PJM Interconnection, L.L.C., 119 FERC 161,318, at P 141
(2007) (“Capital Recovery Factors are generally based on the age of the plant, so that the older the plant (with
a potentially shorter useful life), the larger the Capital Recovery Factor, and, accordingly, the higher the
default bid.”).
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CRF values reflect recovery periods of 1, 4, 5, 10, 15, 20, 25, and 30 years. While
the assumptions underlying the CRF values are not explicitly stated in the Tariff, each
recovery period uses a standard financial model and assumptions of the following
components: (i) capital structure and cost of capital; (ii) debt interest rate; (iii) state income
tax rate; and (iv) federal income tax and depreciation rates.” The existing CRF table utilizes
the following assumptions: (i) a capital structure of 50% debt to 50% equity with cost of
capital of 12%; (ii) a debt interest rate of 7%; (iii) a state income tax rate of 9%; and (iv) the
federal income tax laws in effect at the time the CRF table was last updated in 2009.

. PROPOSED TARIFF REVISIONS

In this filing, PIM proposes to remove the CRF table from section 6.8(a) starting
with the RPM Auction associated with the 2023/2024 Delivery year to allow for more
timely updates to the CRF values used to calculate APIR.® In its place, PJM proposes to
add language requiring PJM to post a table of CRF values, no later than 150 days before
the offer period for each RPM Auction, using the current federal income tax and
depreciation rates in effect for the relevant Delivery Year. These values will also include
assumptions (using those utilized to calculate the Cost of New Entry (“CONE”) for the

Reference Resource) for (i) capital structure and cost of capital; (ii) debt interest rate; and

7 See PIM Interconnection, L.L.C., Reliability Pricing Model Filing, Docket Nos. ER05-1410-000, et al.,
Tab G, Affidavit of Joseph E. Bowring, at 23:37-24:5 (Aug. 31, 2005) (describing the underlying financial
assumptions for CRF values).

8 See PIM Interconnection, L.L.C., 119 FERC {61,318, at PP 140-41; see also PJM Interconnection, L.L.C.,
126 FERC 1 61,275 at PP 169-70 (2009) (accepting PJM’s proposed changes to the CRF value table), order
on clarification & reh’g & on compliance filings, 128 FERC { 61,157 (2009).

% Given that the Base Residual Auction associated with the 2022/2023 Delivery Year will be conducted in
May of 2021, it would be too late to apply the updated CRF values for the 2022/2023 RPM Auctions.
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(i) state income tax rate.X° The state income tax rate will be set equal to the average state
income tax rate used to calculate the CONE of the Reference Resource across the four
CONE Regions.* As a practical matter, absent a change in federal tax law, PJM anticipates
posting the CRF table once and such values will remain in effect through the 2025/2026
Delivery Year given that all other inputs to the CRF will utilize the same values as used
those from each quadrennial review.

While the proposed Tariff language will not include specific values, the proposed
approach will utilize the current federal income tax rate that is in effect at the time of the
CRF values are calculated and posted in advance of the RPM Auction.*? In addition, the
updated inputs for each of the remaining assumptions will be equal to “those utilized to
calculate the [CONE] for the Reference Resource for the relevant Delivery Year.”'® In
other words, the values for the capital structure and cost of capital, debt interest rate, and
state income tax rate will be the same as those approved by the Commission in the latest
quadrennial review for calculating the Reference Resource’s CONE. As an example, for
the 2023/2024 Delivery year, the inputs would correspond to those used to develop the
Reference Resource’s CONE from the last quadrennial review that the Commission
approved in 2019.1* More specifically, based on the inputs used in the latest quadrennial

review, the capital structure and cost of capital would correspond to a capital structure of

10 See proposed Tariff, Attachment DD, section 6.8(a).
1 See id.

12 See id.

B .

14 See PIM Interconnection, L.L.C., 167 FERC { 61,029 (2019), reh’g denied, 171 FERC { 61,040 (2020),
appeal pending.
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55% debt to 45% equity with a weighted average cost of capital equal to 13%.'° Likewise,
the debt interest rate that would be utilized for the 2023/2024 Delivery Year would be equal
to 6%, while the average state income tax rate would utilize an average corporate income
tax rate of 9.3%.%° In addition to these inputs, PJM would also utilize the current federal
corporate income tax of 21%, which also includes first-year bonus depreciation rates.*’

Table 1 below compares the inputs that are currently used with the most recent quadrennial

review inputs for calculating the CRF.

Table 1
Current OATT |Proposed Updated

Assumptions used in CRF Determination CRFs CRFs*

Debt / Equity Ratio 50%/50% 55%/45%
Cost of Debt (%): 7.0% 6.0%

Cost of Equity (%) 12.0% 13.0%

State Tax Rate (%) 9.0% 9.3% **

Federal Tax Rate (%) 36.0% 21.0%
First-Year Bonus Depreciation (%) 0.0% 100% ***

* Component assumptions reflect the values used in determination of the CONE of the Reference Resource
** Average state tax of the four CONE Regions (Cone Area 1, 2, 3, 4: 9%, 8.25%, 9.99%, 9.99%)
*** First-Year Bonus Depreciation declines by 20% per calendar year starting January 1, 2023.

Using these updated assumptions, the corresponding CRF values will be revised
accordingly. Assuming no additional changes to the federal tax laws, Table 2 shows what

the updated CRF values will be for the 2022/2023 through 2025/2025 Delivery Years.'8

15 See PJM Interconnection, L.L.C., Periodic Review of Variable Resource Requirement, Curve Shape at Key
Parameters, Docket No. ER19-105-000, at 19 (Oct. 12, 2018).

16 See id.; see also id., Attachment E, Exhibit No. 2, 2018 CONE Study at 47, Table 18 (providing state tax
rates assumed for each CONE Avrea).

17 See Tax Cuts and Jobs Act, Pub. L. No. 115-97, 131 Stat. 2054, 2096 (2017); see also Public Utility
Transmission Rate Changes to Address Accumulated Deferred Income Taxes, Order No. 864, 169 FERC
161,139, at PP 28-31 (2019), order on reh’g & clarification, Order No. 864-A, 171 FERC 1 61,033 (2020).

18 The 2022/2023 Delivery Year utilizes the same values as those currently in the Tariff given that the
upcoming Base Residual Auction for the 2022/2023 will have concluded prior to a Commission order on this

filing.
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Table 2
Remainin | 2022/23 | 2023/24 | 2024/25 | 2025/26
g Life of | Delivery | Delivery | Delivery | Delivery
Age of Unit Plant Year Year Year Year
1to b 30 0.089 0.091 0.094 0.096
6 to 10 25 0.093 0.096 0.098 0101
11to 15 20 0.101 0.104 0.107 0.110
16 to 20 15 0116 0.119 0122 0126
21to 25 10 0147 0.152 0.158 0.164
25 Plus 5 0246 0258 0.271 0.283
Mandatory CapEx 4 0.296 0.312 0.328 0.345
40 Plus Alternative 1 1.1 1.1 1.1 1.1

To be clear, PJIM does not propose to the change the methodology for determining
the CRF values. Rather, PJM is merely using updated inputs based on the Commission’s
most recently reviewed values approved as part of PJM’s last quadrennial review, along
with the federal tax rate applicable for the relevant Delivery Year at the time the CRF
values have to be posted. Depending on the assumptions approved as part of PJM’s
upcoming quadrennial review, these values may be revised beginning with the 2026/2027
Delivery Year, and each fourth Delivery Year thereafter.

For completeness, the CRF values are calculated using a standard financial model

that is expressed by the formula below.®

r(1+ 1)V [1 - \/fiﬂ_ —s(1—BWIFT

A=—s)Vi+r[AQ+1r)VN-1]

1 1 j
CRF = (1+r)

19 PJM would not object to including this equation in the Tariff should the Commission deem it to be
necessary.
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Formula
Symbol Description
r After tax Weighted Average Cost of Capital (AT WACC)
S Effective Tax Rate
B Bonus Depreciation Percent
N Cost Recovery Period (years)
L

Lesser of N or 16 (years)
Modified Accelerated Cost Recovery System (MACRS) depreciation

"' factorforyearj=1,..., 16 20

This formula will be used for calculating the revised CRF values using the updated
input values proposed in this filing. To illustrate, PJM is also including a worksheet as part
of this filing, which shows the various inputs that are used for each associated Delivery
Year. This worksheet demonstrates that the existing CRF values are derived from the same
methodology and includes examples of calculated the CRF values using the updated
inputs.?

To avoid unsettling the process for procuring capacity for the Base Residual
Auction associated with the 2022/2023 Delivery Year, which is scheduled to start next
month in May 2021, PJM is proposing to retain application of the current CRF table for
the 2022/2023 Delivery Year Base Residual Auction, and to first update the CRF values
starting with the 2023/2024 Delivery Year Base Residual Auction.?? Such prospective
implementation is reasonable and appropriate. Earlier implementation could lead to further

delays of an already delayed Base Residual Auction for the 2022/2023 Delivery Year,

20 ATWACC = Percent Equity * Cost of Equity + Percent Debt * Debt Rate * (1- Effective Tax Rate).

21 The worksheet can be edited to further prove the updated CRF values that are contained in Table 2 above
are also derived from this formula. It is noted that there are slight differences (ranging from a difference of
0.003 to -0.005) between the value derived from the worksheet and the CRF values currently listed in the
Tariff, which are attributed to a slightly revised economic model currently used to calculate the Gross CONE
values for the Reference Resource and the default floor prices under the MOPR.

22 pJM proposes to use the updated CRF values for all subsequent RPM Auctions, including the Third
Incremental Auction associated with the 2022/2023 Delivery Year.
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particularly given the fact that the deadline for Capacity Market Sellers to submit unit-
specific requests for the MSOC and MOPR for the upcoming Base Residual Auction has
already passed (120 days prior to the conduct of the relevant RPM Auction).?®

1.  THE COMMISSION SHOULD ACCEPT THE PROPOSED REVISIONS AS
JUST AND REASONABLE AND NOT UNDULY DISCRIMINATORY

This filing is limited to amending the inputs underlying the current CRF values as
they have not been updated in more than a decade. Most notably, the current CRF for
purposes of the APIR calculation do not reflect the significant changes to the federal tax
code, including the recent federal corporate income tax reduction from 36% to 21%.%* As
a result, the levelized CRFs used to calculate APIR are higher than they would be utilizing
current federal income tax law.

PJM therefore proposes to modify Tariff, Attachment DD, section 6.8(a) and
implement a more streamlined approach to determining CRF values that allow for the use
of updated inputs at the time of the relevant RPM auction. PJM’s proposed approach will
switch from the use of the pre-2009 CONE values that underlie the current CRF values to
reflect assumptions used in the most recently approved Reference Resource CONE

determination. These amendments are consistent with prior Commission orders approving

23 See RPM Auction Schedule, PJIM Interconnection, L.L.C. (Feb. 1, 2021), https://pjm.com/-/media/markets-
ops/rpm/rpm-auction-info/rpm-auction-schedule.ashx.
24 See Tax Cuts and Jobs Act, Pub. L. No. 115-97, 131 Stat. 2054, 2096 (2017); see also Public Utility

Transmission Rate Changes to Address Accumulated Deferred Income Taxes, Order No. 864, 169 FERC
161,139, at PP 28-31 (2019), order on reh’g & clarification, Order No. 864-A, 171 FERC 1 61,033 (2020).
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Tariff changes designed to promote efficiency.?® As such, the Commission should accept
the proposed revisions as just and reasonable and not unduly discriminatory.
IV.  WAIVER AND EFFECTIVE DATE

PJM requests an effective date of July 2, 2021, for the proposed revisions to ensure
compliance with the new rules. To the extent necessary, PJM also requests a waiver of the
Commission’s sixty-day prior notice requirement in section 35.3(a)(1) of its regulations?’
to allow for the July 2, 2021 proposed effective date. Good cause exists to grant such
waiver. Specifically, under the proposed rules, PJM is required to post the updated CRF
values on the PJM website no later than 150 days prior to the conduct of the relevant RPM
Auction. Since the Base Residual Auction associated with the 2022/2023 Delivery Year
is scheduled to commence on December 1, 2021, PJM would be required to post the
updated CRF values no later than July 4, 2021. Accordingly, waiver of the notice
requirement is appropriate here to ensure that the correct CRF value is posted. PJM
therefore requests that the Commission issue an order on this filing on or before Friday,

July 2, 2021, fifty-nine days from the date of this filing.

%5 See, e.g., PIM Interconnection, L.L.C., 139 FERC { 61,165 (2012) (adopting clarifying Tariff changes to
streamline dispatch process); PJM Interconnection, L.L.C., 145 FERC 1 61,035, at P 34 (2013) (accepting
Tariff changes designed to increase RPM Auction efficiency).

% PJM notes that the scope of this filing is limited to revising the CRF values with updated inputs so that
Capacity Market Sellers can utilize these updated values in the upcoming December Base Residual Auction.
As such, this filing does not change any existing rules relating to the use of CRFs such as not allowing
Capacity Market Sellers to use an alternative unit-specific CRF values. PJM may explore such changes to
the existing CRF rules in future stakeholder discussions if they are of interest to stakeholders.

2718 C.F.R. § 35.3(a)(1).
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V. CORRESPONDENCE
The following individuals are designated for inclusion on the official service list in

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

Craig Glazer Chenchao Lu

Vice President—Federal Government Policy Senior Counsel

PJM Interconnection, L.L.C. PJM Interconnection, L.L.C.
1200 G Street, N.W., Suite 600 2750 Monroe Blvd.
Washington, D.C. 20005 Audubon, PA 19403

(202) 423-4743 (phone) (610) 666-2255 (phone)
craig.glazer@pjm.com (610) 666-8211 (fax)

Chenchao.Lu@pjm.com
VI. DOCUMENTS ENCLOSED
This filing consists of the following:

1. This transmittal letter;

2. Revisions to the Tariff in redlined and clean format (as Attachments A
and B, respectively)?® and in electronic tariff filing format as required by
Order No. 714);?° and
3. Worksheet (in Excel) demonstrating updated CRF values.
VIlI. SERVICE

PJM has served a copy of this filing on all PJIM members and on all state utility

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

28 T reflect accurate, accepted language in Tariff, Attachment DD, sections 6.4 and 6.5, PJM, in this filing,
is removing language that was rejected by the Commission in Docket No. ER18-1314-003, but was carried
over as pending language in a subsequent filing in Docket No. EL19-58-003 and accepted effective
November 12, 2020, PJM Interconnection, L.L.C., 173 FERC { 61,134 (2020). PJM is removing the
language rejected in Docket No. ER18-1314-003 historically back to November 12, 2020, the effective date
of the subsequent filing (version 25.1.0 submitted here). In this filing, PIM is also dividing Tariff,
Attachment DD, section 6 into smaller eTariff sections to address the ongoing issues raised by pending
language in overlapping Tariff filings (as identified in Attachment A). Accordingly, the only Tariff change
being proposed in this filing is in new Tariff, Attachment DD, subsection 6.8 (as identified in Attachment
B).

2 Electronic Tariff Filings, Order No. 714, 2008-2013 FERC Stats. & Regs., Regs. Preambles { 31,276
(2008), final rule, Order No. 714-A, 1l FERC Stats. & Regs., Regs. Preambles 31,356 (2014).
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accordance with the Commission’s regulations,>® PJIM will post a copy of this filing to the
FERC filings section of its internet site, located at the following link:

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

newly filed document, and will send an email on the same date as this filing to all PIM
members and all state utility regulatory commissions in the PJIM Region® alerting them
that this filing has been made by PJM and is available by following such link. PJM also
serves the parties listed on the Commission’s official service list for this docket. If the
document is not immediately available by using the referenced link, the document will be
available through the referenced link within 24 hours of the filing. Also, a copy of this
filing will be available on FERC’s eLibrary website located at the following link:

http://www.ferc.gov/docs-filing/elibrary.asp in accordance with the Commission’s

regulations and Order No. 714.

30 See 18 C.F.R. §§ 35.2(¢), 385.2010(f)(3).

31 PJM already maintains, updates, and regularly uses email lists for all PJIM members and affected state
commissions.
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VIIl. CONCLUSION
For the reasons set forth herein, PJM requests that the Commission accept the
proposed Tariff revisions contained and described in this filing effective July 2, 2021.
Respectfully submitted,

/s _Elizabeth P. Trinkle

Craig Glazer Paul M. Flynn
Vice President—Federal Government Policy Ryan J. Collins
PJM Interconnection, L.L.C. Elizabeth P. Trinkle
1200 G Street, N.W., Suite 600 Wright & Talisman, P.C.
Washington, D.C. 20005 1200 G Street, N.W., Suite 600
(202) 423-4743 (phone) Washington, D.C. 20005-3898
craig.glazer@pjm.com (202) 393-1200 (phone)

(202) 393-1240 (fax)
Chenchao Lu flynn@wrightlaw.com
Senior Counsel collins@wrightlaw.com
PJM Interconnection, L.L.C. trinkle@wrightlaw.com
2750 Monroe Blvd.
Audubon, PA 19403 Attorneys for
(610) 666-2255 (phone) PJM Interconnection, L.L.C.

(610) 666-8211 (fax)
Chenchao.Lu@pjm.com

May 4, 2021



Attachment A

Revisions to the
PJM Open Access Transmission Tariff

(Marked/Redline Format)



6.8 Avoidable Cost Definition

(a)

Avoidable Cost Rate:

The Avoidable Cost Rate for a Generation Capacity Resource that is the subject of a Sell Offer
shall be determined using the following formula, expressed in dollars per MW-year:

Where:

Avoidable Cost Rate = [Adjustment Factor * (AOML + AAE + AFAE + AME +
AVE + ATFI + ACC + ACLE) + ARPIR + APIR + CPQR]

Adjustment Factor equals 1.10 (to provide a margin of error for understatement
of costs) plus an additional adjustment referencing the 10-year average Handy-
Whitman Index in order to account for expected inflation from the time interval
between the submission of the Sell Offer and the commencement of the Delivery
Year.

AOML (Avoidable Operations and Maintenance Labor) consists of the
avoidable labor expenses related directly to operations and maintenance of the
generating unit for the twelve months preceding the month in which the data must
be provided. The categories of expenses included in AOML are those incurred for:
(a) on-site based labor engaged in operations and maintenance activities; (b) off-
site based labor engaged in on-site operations and maintenance activities directly
related to the generating unit; and (c) off-site based labor engaged in off-site
operations and maintenance activities directly related to generating unit equipment
removed from the generating unit site.

o AAE (Avoidable Administrative Expenses) consists of the avoidable

administrative expenses related directly to employees at the generating unit
for twelve months preceding the month in which the data must be provided.
The categories of expenses included in AAE are those incurred for: (a)
employee expenses (except employee expenses included in AOML); (b)
environmental fees; (c) safety and operator training; (d) office supplies; (e)
communications; and (f) annual plant test, inspection and analysis.

o AFAE (Avoidable Fuel Availability Expenses) consists of avoidable

operating expenses related directly to fuel availability and delivery for the
generating unit that can be demonstrated by the Capacity Market Seller
based on data for the twelve months preceding the month in which the data
must be provided , or on reasonable projections for the Delivery Year
supported by executed contracts, published tariffs, or other data sufficient to
demonstrate with reasonable certainty the level of costs that have been or
shall be incurred for such purpose. The categories of expenses included in
AFAE are those incurred for: (a) firm gas pipeline transportation; (b) natural
gas storage costs; (c) costs of gas balancing agreements; and (d) costs of gas



park and loan services. AFAE expenses are for firm fuel supply and apply
solely for offers for a Capacity Performance Resource

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

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

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

ACC (Avoidable Carrying Charges) consists of avoidable short-term
carrying charges related directly to the generating unit in the twelve months
preceding the month in which the data must be provided. Avoidable short-
term carrying charges shall include short term carrying charges for
maintaining reasonable levels of inventories of fuel and spare parts that
result from short-term operational unit decisions as measured by industry
best practice standards. For the purpose of determining ACC, short term is
the time period in which a reasonable replacement of inventory for normal,
expected operations can occur.

ACLE (Avoidable Corporate Level Expenses) consists of avoidable
corporate level expenses directly related to the generating unit incurred in
the twelve months preceding the month in which the data must be provided.
Avoidable corporate level expenses shall include only such expenses that
are directly linked to providing tangible services required for the operation
of the generating unit proposed for Deactivation. The categories of
avoidable expenses included in ACLE are those incurred for: (a) legal
services, (b) environmental reporting; and (c) procurement expenses.

CPQR (Capacity Performance Quantifiable Risk) consists of the
guantifiable and reasonably-supported costs of mitigating the risks of non-
performance associated with submission of a Capacity Performance
Resource offer (or of a Base Capacity Resource offer for the 2018/19 or



Where:

2019/20 Delivery Years), such as insurance expenses associated with
resource non-performance risks. CPQR shall be considered reasonably
supported if it is based on actuarial practices generally used by the industry
to model or value risk and if it is based on actuarial practices used by the
Capacity Market Seller to model or value risk in other aspects of the
Capacity Market Seller’s business. Such reasonable support shall also
include an officer certification that the modeling and valuation of the CPQR
was developed in accord with such practices. Provision of such reasonable
support shall be sufficient to establish the CPQR. A Capacity Market Seller
may use other methods or forms of support for its proposed CPQR that
shows the CPQR is limited to risks the seller faces from committing a
Capacity Resource hereunder, that quantifies the costs of mitigating such
risks, and that includes supporting documentation (which may include an
officer certification) for the identification of such risks and quantification of
such costs. Such showing shall establish the proposed CPQR upon
acceptance by the Office of the Interconnection.

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

o PI is the amount of project investment completed prior to June 1 of
the Delivery Year, except for Mandatory Capital Expenditures
(“CapEx”) for which the project investment must be completed
during the Delivery Year, that is reasonably required to enable a
Generation Capacity Resource that is the subject of a Sell Offer to
continue operating or improve availability during Peak-Hour Periods
during the Delivery Year.

. CRF is the annual capital recovery factor-from-thefelowing-table,

applied in accordance with the terms specified below. CRF values
are calculated for recovery periods of 1, 4, 5, 10, 15, 20, 25, and 30
years, using a standard financial model and assumptions of the
following components: (i) capital structure and cost of capital;

(i) debt interest rate; (iii) state income tax rate, and (iv) federal
income tax and depreciation rates as utilized by the U.S. Internal
Revenue Service.

The CREF values of the following table shall be used for RPM
Auctions through and including the Base Residual Auction
conducted for 2022/2023 Delivery Year. Thereafter, the table of
CREF values applicable to each RPM Auction shall be determined
and posted on the PJM website by no later than 150 days prior to the
commencement of the offer period of the RPM Auction. The values
of the posted CRF table shall be determined using federal income tax
laws in effect at the time of the determination for the relevant
Delivery Year and shall use the same assumptions of (i) capital
structure and cost of capital; (ii) debt interest rate; and (iii) state




income tax rate, as those utilized to calculate the Cost of New Entry
for the Reference Resource for the relevant Delivery Year. For the
purpose of the CRF determination, the state income tax rate will be
set equal to the average state income tax rate used to calculate the
Cost of New Entry of the Reference Resource across the four CONE

Regions.
Age of Existing Units (Years) Remaining Life of Plant Levelized CRF
(YYears)
1to5 30 0.107
6to 10 25 0.114
11to 15 20 0.125
16 to 20 15 0.146
21to 25 10 0.198
25 Plus 5 0.363
Mandatory CapEx 4 0.450
40 Plus Alternative 1 1.100

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

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

Capital Expenditures and Project Investment

For any given Project Investment, a Capacity Market Seller may make a one-time election to
recover such investment using: (i) the highest CRF and associated recovery schedule to which it is
entitled; or (ii) the next highest CRF and associated recovery schedule. For these purposes, the
CRF and recovery schedule for the 25 Plus category is the next highest CRF and recovery schedule
for both the Mandatory CapEXx and the 40 Plus Alternative categories. The Capacity Market Seller

| using the above or posted table must provide the Market Monitoring Unit with information,
identifying and supporting such election, including but not limited to the age of the unit, the
amount of the Project Investment, the purpose of the investment, evidence of corporate
commitment (e.g., an SEC filing, a press release, or a letter from a duly authorized corporate
officer indicating intent to make such investment), and detailed information concerning the
governmental requirement (if applicable). Absent other written notification, such election shall be
deemed based on the CRF such Seller employs for the first Sell Offer reflecting recovery of any
portion of such Project Investment.

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

If the project associated with a Project Investment that was included in a Sell Offer using a CRF
| and associated recovery schedule from the above or posted table has not entered into commercial



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

Mandatory CapEx Option

The Mandatory CapEx CRF and recovery schedule is an option available, beginning in the third
BRA (Delivery Year 2009-10), to a resource that must make a Project Investment to comply with a
governmental requirement that would otherwise materially impact operating levels during the
Delivery Year, where: (i) such resource is a coal, oil or gas-fired resource that began commercial
operation no fewer than fifteen years prior to the start of the first Delivery Year for which such
recovery is sought, and such Project Investment is equal to or exceeds $200/kW of capitalized
project cost; or (ii) such resource is a coal-fired resource located in an LDA for which a separate
VRR Curve has been established for the relevant Delivery Years, and began commercial operation
at least 50 years prior to the conduct of the relevant BRA.

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

40 Plus Alternative Option

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



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

The Office of the Interconnection shall give market participants reasonable notice of such election,
subject to satisfaction of requirements under the PJM Operating Agreement for protection of
confidential and commercially sensitive information. A Sell Offer submitted in any Base Residual
Auction for which the 40 Plus Alternative option is selected may not exceed an offer price
equivalent to the then-current Net CONE (on an unforced-equivalent basis).

Multi-Year Pricing Option

A Seller submitting a Sell Offer with an APIR component that is based on a Project Investment of
at least $450/kW may elect this Multi-Year Pricing Option by providing written notice to such
effect the first time it submits a Sell Offer that includes an APIR component for such Project
Investment. Such option shall be available on the same terms, and under the same conditions, as
are available to Planned Generation Capacity Resources under Tariff, Attachment DD, section
5.14(c).

. ARPIR (Avoidable Refunds of Project Investment Reimbursements)
consists of avoidable refund amounts of Project Investment Reimbursements
payable by a Generation Owner to PJM under Tariff, Part V, section 118 or
avoidable refund amounts of project investment reimbursements payable by
a Generation Owner to PJM under a Cost of Service Recovery Rate filed
under Tariff, Part V, section 119 and approved by the Commission.

(b) For the purpose of determining an Avoidable Cost Rate, avoidable expenses are
incremental expenses directly required to operate a Generation Capacity Resource that a
Generation Owner would not incur if such generating unit did not operate in the Delivery Year or
meet Availability criteria during Peak-Hour Periods during the Delivery Year.

(© Variable costs that are directly attributable to the production of energy shall be
excluded from a Market Seller’s generation resource Avoidable Cost Rate. Notwithstanding the
foregoing, a Market Seller that included variable costs attributable to the production of energy in a
generation resource’s Avoidable Cost Rate prior to April 15, 2019 shall not include such costs in
such generation resource’s Maintenance Adders or Operating Costs for any Delivery Year for
which it has already included such costs in the generation resource’s Avoidable Cost Rate. A
Market Seller implicated by this paragraph may continue including such variable costs attributable
to the production of energy in its Avoidable Cost Rate for each generation resource for any
Delivery Year for which it already did so prior to April 15, 2019.

(d) For Delivery Years up to and including the 2021/2022 Delivery Year, projected
PJM Market Revenues for any Generation Capacity Resource to which the Avoidable Cost Rate is
applied shall include all actual unit-specific revenues from PJM energy markets, ancillary services,
and unit-specific bilateral contracts from such Generation Capacity Resource, net of energy and



ancillary services market offers for such resource. Net energy market revenues shall be based on
the non-zero market-based offers of the Capacity Market Seller of such Generation Capacity
Resource unless one of the following conditions is met, in which case the cost-based offer shall be
used: (x) the market-based offer for the resource is zero, (y) the market-based offer for the resource
is higher than its cost-based offer and such offer has been mitigated, or (z) the market-based offer
for the resource is less than such Capacity Market Seller’s fuel and environmental costs for the
resource which shall be determined either by directly summing the fuel and environmental costs if
they are available, or by subtracting from the cost-based offer for the resource all costs developed
pursuant to the Operating Agreement and PJM Manuals that are not fuel or environmental costs.

The calculation of Projected PJIM Market Revenues shall be equal to the rolling simple average of
such net revenues as described above from the three most recent whole calendar years prior to the
year in which the BRA is conducted.

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

If a Generation Capacity Resource did not receive PJM market revenues during the entire relevant
time period because it was not in commercial operation during the entire period, or if data is not
available to the Capacity Market Seller for the entire period, despite the good faith efforts of such
seller to obtain such data, then the Projected PJIM Market Revenues shall be calculated based upon
net revenues received over the entire period by comparable units, to be developed by the MMU
and the Capacity Market Seller.

(d-1) For the 2022/2023 Delivery and subsequent Delivery Years, Pprojected PJIM
Market Revenues for any Generation Capacity Resource to which the Avoidable Cost Rate is
applied shall be equal to forecasted net revenues, which shall be determined in accordance with
Tariff, Attachment DD, section 5.14(h-1)(2)(B)(ii), or for resource types not specified in such
section, in a manner consistent with the methodologies described in such section, that utilizes
Forward Hourly LMPs and Forward Hourly Ancillary Service Prices for such resource, forecasted
fuel prices as applicable, as well as resource-specific operating parameters and capability
information specific to the simulated dispatch of such resource, where such dispatch shall either
consider the hourly output profiles for Intermittent Resources in a manner consistent with solar and
onshore wind methodologies, or utilize the Projected EAS Dispatch. To the extent the resource
has achieved commercial operation, the dispatch shall utilize the resource-specific operating
parameters as determined in accordance with the PJM Manuals based on offers submitted in the
Day-ahead Energy Market and Real-time Energy Market, as well as the operating parameters
approved, as applicable, in accordance with Operating Agreement, Schedule 1, section 6.6(b) and
Operating Agreement, Schedule 2 (including any Fuel Costs, emissions costs, Maintenance
Adders, and Operating Costs). Adjustments to resource-specific operating parameters may be
submitted to the Market Monitoring Unit and the Office of the Interconnection for review and
consideration in the simulated dispatch with supporting documentation. For resources that have not
yet achieved commercial operation, the operating parameters used in the simulation of the net
energy and ancillary service revenues will be based on the manufacturer’s specifications and/or
from parameters used for other existing, comparable resources, as developed by the Market



Monitoring Unit and the Capacity Market Seller, and accepted by the Office of the
Interconnection.

In the alternative, the Capacity Market Seller may provide their own estimate of Projected PJIM
Market Revenues to the Market Monitoring Unit and the Office of the Interconnection for review
and approval. Such a request shall identify all revenue sources (exclusive of any State Subsidies),
including, without limitation, long-term power supply contracts, tolling agreements, or tariffs on
file with state regulatory agencies, and shall demonstrate that such offsetting revenues are
consistent, over a reasonable time period identified by the Capacity Market Seller, with the
standards prescribed above. In making such demonstration, the Capacity Market Seller may rely
upon revenues projected by well-defined, forward-looking dispatch models designed to generally
follow the rules and processes of PJM’s energy and ancillary services markets. Such models must
utilize forward prices for energy, ancillary service and fuel in the PJM Region based on contractual
evidence of an alternative fuel price or sourced from liquid forward markets (where available), and
other publicly available data to develop the forward prices used in the estimate. Where forward
fuel markets are not available, publicly available estimates of future fuel sources may be used.

The model shall also contain estimates of variable operation and maintenance expenses, which
may include Maintenance Adders, and emissions allowance prices. Documentation for net
revenues also must include, as available and applicable, plant performance and capability
information, including heat rate, start-up times and costs, forced outage rates, planned outage
schedules, maintenance cycle, fuel costs and other variable operations and maintenance expenses,
capacity factors, and ancillary service capabilities. Any evaluation of revenues should include, but
would not be not limited to, consideration of Fuel Costs, Maintenance Adders and Operating
Costs, as applicable, pursuant to Operating Agreement, Schedule 2.
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6. MARKET POWER MITIGATION
6.1  Applicability

The provisions of the Market Monitoring Plan (in Tariff, Attachment M and Attachment - M
Appendix and this section 6) shall apply to the Reliability Pricing Model Auctions.

6.2 Process
@ [Reserved for Future Use]

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

(© Within seven days after the deadline for submission of Sell Offers in a Base
Residual Auction or Incremental Auction, the Office of the Interconnection shall file with FERC a
report of any determination made pursuant to Tariff, Attachment DD, section 5.14(h), Tariff,
Attachment DD, section 6.5(a)(ii), or Tariff, Attachment DD, section 6.7(c) identified in such
sections as subject to the procedures of this section. Such report shall list each such determination,
the information considered in making each such determination, and an explanation of each such
determination. Any entity that objects to any such determination may file a written objection with
FERC no later than seven days after the filing of the report. Any such objection must not merely
allege that the determination was in error, and must provide support for the objection,
demonstrating that the determination overlooked or failed to consider relevant evidence. In the
event that no objection is filed, the determination shall be final. In the event that an objection is
filed, FERC shall issue any decision modifying the determination no later than 60 days after the
filing of such report; otherwise, the determination shall be final. Final auction results shall reflect
any decision made by FERC regarding the report.

6.3  Market Structure Test

@ [Reserved for Future Use]

(b) Market Structure Test.
A constrained LDA or the PJIM Region shall fail the Market Structure Test, and mitigation shall be
applied to all jointly pivotal suppliers (including all Affiliates of such suppliers, and all third-party
supply in the relevant LDA controlled by such suppliers by contract), if, as to the Sell Offers that

comprise the incremental supply determined pursuant to section 6.3(c) below that are based on
Generation Capacity Resources, there are not more than three jointly pivotal suppliers. The Office



of the Interconnection shall apply the Market Structure Test. The Office of the Interconnection
shall confirm the results of the Market Structure Test with the Market Monitoring Unit.

(© Determination of Incremental Supply

In applying the Market Structure Test, the Office of the Interconnection shall consider all (i)
incremental supply (provided, however, that the Office of the Interconnection shall consider only
such supply available from Generation Capacity Resources) available to solve the constraint
applicable to a constrained LDA offered at less than or equal to 150% of the cost-based clearing
price; or (ii) supply for the PJIM Region, offered at less than or equal to 150% of the cost-based
clearing price, provided that supply in this section includes only the lower of cost-based or market-
based offers from Generation Capacity Resources. Cost-based clearing prices are the prices
resulting from the RPM auction algorithm using the lower of cost-based or price-based offers for
all Capacity Resources.

6.4  Market Seller Offer Caps

@ The Market Seller Offer Cap, stated in dollars per MW/day of unforced capacity,
applicable to price-quantity offers within the Base Offer Segment for an Existing Generation
Capacity Resource shall be the Avoidable Cost Rate for such resource, less the Projected PJIM
Market Revenues for such resource, stated in dollars per MW/day of unforced capacity, provided,
however, that the default Market Seller Offer Cap for any Capacity Performance Resource shall be
the product of (the Net Cost of New Entry applicable for the Delivery Year and Locational
Deliverability Area for which such Capacity Performance Resource is offered times the average of
the Balancing Ratios in the three consecutive calendar years (during the Performance Assessment
Intervals in such calendar years) that precede the Base Residual Auction for such Delivery Year),
however, for the Base Residual Auction for the 2021/2022 Delivery Year, the Balancing Ratio
used in the determination of the default Market Seller Offer Cap shall be 78.5 percent, and
provided further that the submission of a Sell Offer with an Offer Price at or below the revised
Market Seller Offer Cap permitted under this proviso shall not, in and of itself, be deemed an
exercise of market power in the RPM market. Notwithstanding the previous sentence, a Capacity
Market Seller may seek and obtain a Market Seller Offer Cap for a Capacity Performance
Resource that exceeds the revised Market Seller Offer Cap permitted under the prior sentence, if it
supports and obtains approval of such alternative offer cap pursuant to the procedures and
standards of subsection (b) of this section 6.4. A Capacity Market Seller may not use the Capacity
Performance default Market Seller Offer Cap, and also seek to include any one or more categories
of the Avoidable Cost Rate defined in Tariff, Attachment DD, section 6.8 below. The Market
Seller Offer Cap for an Existing Generation Capacity Resource shall be the Opportunity Cost for
such resource, if applicable, as determined in accordance with Tariff, Attachment DD, section 6.7.
Nothing herein shall preclude any Capacity Market Seller and the Market Monitoring Unit from
agreeing to, nor require either such entity to agree to, an alternative market seller offer cap
determined on a mutually agreeable basis. Any such alternative offer cap shall be filed with the
Commission for its approval. This provision is duplicated in Tariff, Attachment M-Appendix,
section I1.E.3.

(b) For each Existing Generation Capacity Resource, a potential Capacity Market Seller
must provide to the Market Monitoring Unit and the Office of the Interconnection data and



documentation required under section 6.7 below to establish the level of the Market Seller Offer
Cap applicable to each resource by no later than one hundred twenty (120) days prior to the
commencement of the offer period for the applicable RPM Auction. The Capacity Market Seller
must promptly address any concerns identified by the Market Monitoring Unit regarding the data
and documentation provided, review the Market Seller Offer Cap proposed by the Market
Monitoring Unit, and attempt to reach agreement with the Market Monitoring Unit on the level of
the Market Seller Offer Cap by no later than ninety (90) days prior to the commencement of the
offer period for the applicable RPM Auction. The Capacity Market Seller shall notify the Market
Monitoring Unit in writing, with a copy to the Office of the Interconnection, whether an agreement
with the Market Monitoring Unit has been reached or, if no agreement has been reached,
specifying the level of Market Seller Offer Cap to which it commits by no later than eighty (80)
days prior to the commencement of the offer period for the applicable RPM Auction. The Office of
the Interconnection shall review the data submitted by the Capacity Market Seller, make a
determination whether to accept or reject the requested unit-specific Market Seller Offer Cap, and
notify the Capacity Market Seller and the Market Monitoring Unit of its determination in writing,
by no later than sixty-five (65) days prior to the commencement of the offer period for the
applicable RPM Auction. If the Market Monitoring Unit does not provide its determination to the
Capacity Market Seller and the Office of the Interconnection by the specified deadline, by no later
than sixty-five (65) days prior to the commencement of the offer period for the applicable RPM
Auction the Office of the Interconnection will make the determination of the level of the Market
Seller Offer Cap, which shall be deemed to be final. If the Capacity Market Seller does not notify
the Market Monitoring Unit and the Office of the Interconnection of the Market Seller Offer Cap it
desires to utilize by no later than eighty (80) days prior to the commencement of the offer period
for the applicable RPM Auction, it shall be required to utilize a Market Seller Offer Cap
determined using the applicable default Avoidable Cost Rate specified in section 6.7(c) below.

(© Nothing in this section precludes the Capacity Market Seller from filing a petition
with FERC seeking a determination of whether the Sell Offer complies with the requirements of
the Tariff.

(d) For any Third Incremental Auction for Delivery Years through the 2017/2018
Delivery Year, the Market Seller Offer Cap for an Existing Generation Capacity Resource shall be
determined pursuant to subsection (a) of this Section 6.4, or if elected by the Capacity Market
Seller, shall be equal to 1.1 times the Capacity Resource Clearing Price in the Base Residual
Auction for the relevant LDA and Delivery Year. For any Third Incremental Auction for the
2018/2019 or 2019/2020 Delivery Years, the Market Seller Offer Cap for an Existing Generation
Capacity Resource offering as a Base Capacity resource shall be determined pursuant to subsection
(a) of this Section 6.4, or if elected by the Capacity Market Seller, shall be equal to 1.1 times the
Capacity Resource Clearing Price in the Base Residual Auction for the relevant LDA and Delivery
Year. For any Third Incremental Auction for the 2018/2019 Delivery Year or any subsequent
Delivery Year, the Market Seller Offer Cap for an Existing Generation Capacity Resource offering
as a Capacity Performance Resource shall be determined pursuant to subsection (a) of this Section
6.4, or if elected by the Capacity Market Seller, shall be equal to the greater of the Net Cost of
New Entry times the Balancing Ratio for the relevant LDA and Delivery Year or 1.1 times the
Capacity Resource Clearing Price in the Base Residual Auction for the relevant LDA and Delivery
Year.



6.5  Mitigation

The Office of the Interconnection shall apply market power mitigation measures in any Base
Residual Auction or Incremental Auction for any LDA, Unconstrained LDA Group, or the PIM
Region that fails the Market Structure Test.

@ Mitigation for Generation Capacity Resources.
)} Existing Generation Capacity Resource

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

i) Planned Generation Capacity Resources

(A)  Sell Offers based on Planned Generation Capacity Resources
(including External Planned Generation Capacity Resources) shall be
presumed to be competitive and shall not be subject to market power
mitigation in any Base Residual Auction or Incremental Auction for which
such resource qualifies as a Planned Generation Capacity Resource, but any
such Sell Offer shall be rejected if it meets the criteria set forth in subsection
(C) below, unless the Capacity Market Seller obtains approval from FERC
for use of such offer prior to the close of the offer period for the applicable
RPM Auction.

(B)  Sell Offers based on Planned Generation Capacity Resources
(including Planned External Generation Capacity Resources) shall be
deemed competitive and not be subject to mitigation if: (1) collectively all
such Sell Offers provide Unforced Capacity in an amount equal to or greater
than two times the incremental quantity of new entry required to meet the
LDA Reliability Requirement; and (2) at least two unaffiliated suppliers
have submitted Sell Offers for Planned Generation Capacity Resources in
such LDA. Notwithstanding the foregoing, any Capacity Market Seller,
together with Affiliates, whose Sell Offers based on Planned Generation
Capacity Resources in that modeled LDA are pivotal, shall be subject to
mitigation.

(C)  Where the two conditions stated in subsection (B) above are not met,
or the Sell Offer is pivotal, the Sell Offer shall be rejected if it exceeds 140
percent of: 1) the average of location-adjusted Sell Offers for Planned
Generation Capacity Resources from the same asset class as such Sell Offer,
submitted (and not rejected) (Asset-Class New Plant Offers) for such
Delivery Year; or 2) if there are no Asset-Class New Plant Offers for such



Delivery Year, the average of Asset-Class New Plant Offers for all prior
Delivery Years; or 3) if there are no Asset-Class New Plant Offers for any
prior Delivery Year, the Net CONE applicable for such Delivery Year in the
LDA for which such Sell Offer was submitted. For purposes of this section,
asset classes shall be as stated in section 6.7(c) below as effective for such
Delivery Year, and Asset-Class New Plant Offers shall be location-adjusted
by the ratio between the Net CONE effective for such Delivery Year for the
LDA in which the Sell Offer subject to this section was submitted and the
average, weighted by installed capacity, of the Net CONEs for all LDAS in
which the units underlying such Asset Class New Plant Offers are located.
Following the conduct of the applicable auction and before the final
determination of clearing prices, in accordance with Section 6.2(b) above,
each Capacity Market Seller whose Sell Offer is so rejected shall be notified
in writing by the Office of the Interconnection by no later than one (1)
Business Day after the close of the offer period for the applicable RPM
Auction and allowed an opportunity to submit a revised Sell Offer that does
not exceed such threshold within one (1) Business Day of the Office of the
Interconnection’s rejection of such Sell Offer. If such revised Sell Offer is
accepted by the Office of the Interconnection, the Office of the
Interconnection then shall clear the auction with such revised Sell Offer in
place. Pursuant to Tariff, Attachment M-Appendix, Section II.F, the Market
Monitoring Unit shall notify in writing each Capacity Market Seller whose
Sell Offer has been determined to be non-competitive and subject to
mitigation, with a copy to the Office of the Interconnection, by no later than
one (1) Business Day after the close of the offer period for the

applicable RPM Auction.

(b) Mitigation for Demand Resources

The Market Seller Offer Cap shall not be applied to Sell Offers of Demand Resources or Energy
Efficiency Resources.

6.6  Offer Requirement for Capacity Resources

@ To avoid application of subsection (h) below, all of the installed capacity of all
Existing Generation Capacity Resources located in the PJIM Region shall be offered by the
Capacity Market Seller that owns or controls all or part of such resource (which may include
submission as Self-Supply) in all RPM Auctions for each Delivery Year, less any amount
determined by the Office of the Interconnection to be eligible for an exception to this RPM must-
offer requirement, where installed capacity is determined as of the date on which bidding
commences for each RPM Auction pursuant to Tariff, Attachment DD, section 5.6.6. The
Unforced Capacity of such resources is determined using the EFORd value that is submitted by the
Capacity Market Seller in its Sell Offer, which shall not exceed the maximum EFORd for that
resource as defined in section 6.6(b). If a resource should be included on the list of Existing
Generation Capacity Resources subject to the RPM must-offer requirement that is maintained by
the Market Monitoring Unit pursuant to Tariff, Attachment M-Appendix, section 11.C.1, but is
omitted therefrom whether by mistake of the Market Monitoring Unit or failure of the Capacity



Market Seller that owns or controls all or part of such resource to provide information about the
resource to the Market Monitoring Unit, this shall not excuse such resource from the RPM must-
offer requirement.

(b) For each Existing Generation Capacity Resource, a potential Capacity Market Seller
must timely provide to the Market Monitoring Unit and the Office of the Interconnection all data
and documentation required under this section 6.6 to establish the maximum EFORd applicable to
each resource in accordance with standards and procedures specified in the PJM Manuals. The
maximum EFORd that may be used in a Sell Offer for RPM Auctions held prior to the date on
which the final EFORdSs used for a Delivery Year are posted, is the greater of (i) the average
EFORA for the five consecutive years ending on the September 30 that last precedes the Base
Residual Auction, or (ii) the EFORd for the 12 months ending on the September 30 that last
precedes the Base Residual Auction.

Notwithstanding the foregoing, a Capacity Market Seller may request an alternate maximum
EFORd for Sell Offers submitted in such auctions if it has a documented, known reason that would
result in an increase in its EFORd, by submitting a written request to the Market Monitoring Unit
and Office of the Interconnection, along with data and documentation required to support the
request for an alternate maximum EFORd, by no later one hundred twenty (120) days prior to the
commencement of the offer period for the Base Residual Auction for the applicable Delivery Year.
The Capacity Market Seller must address any concerns identified by the Market Monitoring Unit
and/or the Office of the Interconnection regarding the data and documentation provided and
attempt to reach agreement with the Market Monitoring Unit on the level of the alternate
maximum EFORd by no later than ninety (90) days prior to the commencement of the offer period
for the Base Residual Auction for the applicable Delivery Year. As further described in Tariff,
Attachment M-Appendix, section I1.C, the Market Monitoring Unit shall notify the Capacity
Market Seller and the Office of the Interconnection in writing of its determination of the requested
alternate maximum EFORd by no later than ninety (90) days prior to the commencement of the
offer period for the Base Residual Auction for the applicable Delivery Year. By no later than
eighty (80) days prior to the commencement of the offer period for the Base Residual Auction for
the applicable Delivery Year, the Capacity Market Seller shall notify the Office of the
Interconnection and the Market Monitoring Unit in writing whether it agrees with the Market
Monitoring Unit on the alternate maximum EFORJ or, if no agreement has been reached,
specifying the level of alternate maximum EFORd to which it commits. If a Capacity Market
Seller fails to request an alternate maximum EFOR prior to the specified deadlines, the maximum
EFORA for the applicable RPM Auction shall be deemed to be the default EFORd calculated
pursuant to this section.

The maximum EFORd that may be used in a Sell Offer for Third Incremental Auction, and for
Conditional Incremental Auctions held after the date on which the final EFORd used for a
Delivery Year is posted, is the EFORd for the 12 months ending on the September 30 that last
precedes the submission of such offers.

(c) [Reserved for Future Use]

(d) In the event that a Capacity Market Seller and the Market Monitoring Unit cannot
agree on the maximum level of the alternate EFORd that may be used in a Sell Offer for RPM



Auctions held prior to the date on which the final EFORdSs used for a Delivery Year are posted, the
Office of the Interconnection shall make its own determination of the maximum level of the
alternate EFORd based on the requirements of the Tariff and the PJM Manuals, per Tariff,
Attachment DD, section 5.8, by no later than sixty-five (65) days prior to the commencement of
the offer period for the Base Residual for the applicable Delivery Year, and shall notify the
Capacity Market Seller and the Market Monitoring Unit in writing of such determination.

(e Nothing in this section precludes the Capacity Market Seller from filing a petition
with FERC seeking a determination of whether the EFORd complies with the requirements of the
Tariff.

()] Notwithstanding the foregoing, a Capacity Market Seller may submit an EFORd
that it chooses for an RPM Auction held prior to the date on which the final EFORd used for a
Delivery Year is posted, provided that (i) it has participated in good faith with the process
described in this section 6.6 and in Tariff, Attachment M-Appendix, section II.C, (ii) the offer is no
higher than the level defined in any agreement reached by the Capacity Market Seller and the
Market Monitoring Unit that resulted from the foregoing process, and (iii) the offer is accepted by
the Office of the Interconnection subject to the criteria set forth in the Tariff and the PJM Manuals.

(g) A Capacity Market Seller that owns or controls an existing generation resource in
the PJM Region that is capable of qualifying as an Existing Generation Capacity Resource as of
the date on which bidding commences for an RPM Auction may not avoid the rule in subsection
(a) or be removed from Capacity Resource status by failing to qualify as a Generation Capacity
Resource, or by attempting to remove a unit previously qualified as a Generation Capacity
Resource from classification as a Capacity Resource for that RPM Auction. However, generation
resource may qualify for an exception to the RPM must-offer requirement, as shown by
appropriate documentation, if the Capacity Market Seller that owns or controls such resource
demonstrates that it: (i) is reasonably expected to be physically unable to participate in the relevant
Delivery Year; (ii) has a financially and physically firm commitment to an external sale of its
capacity, or (iii) was interconnected to the Transmission System as an Energy Resource and not
subsequently converted to a Capacity Resource.

In order to establish that a resource is reasonably expected to be physically unable to
participate in the relevant auction as set forth in (i) above, the Capacity Market Seller must
demonstrate that:

A. It has a documented plan in place to retire the resource prior to or during the Delivery Year,
and has submitted a notice of Deactivation to the Office of the Interconnection consistent
with Tariff, Part V, section 113.1, without regard to whether the Office of the
Interconnection has requested the Capacity Market Seller to continue to operate the
resource beyond its desired deactivation date in accordance with Tariff, Part V, section
113.2 for the purpose of maintaining the reliability of the PJM Transmission System and
the Capacity Market Seller has agreed to do so;

B. Significant physical operational restrictions cause long term or permanent changes to the
installed capacity value of the resource, or the resource is under major repair that will



extend into the applicable Delivery Year, that will result in the imposition of RPM
performance penalties pursuant to Tariff, Attachment DD;

C. The Capacity Market Seller is involved in an ongoing regulatory proceeding (e.g. —
regarding potential environmental restrictions) specific to the resource and has received an
order, decision, final rule, opinion or other final directive from the regulatory authority that
will result in the retirement of the resource; or

D. A resource considered an Existing Generating Capacity Resource because it cleared an
RPM Auction for a Delivery Year prior to the Delivery Year of the relevant auction, but
which is not yet in service, is unable to achieve full commercial operation prior to the
Delivery Year of the relevant auction. The Capacity Market Seller must submit to the
Office of the Interconnection and the Market Monitoring Unit a written sworn, notarized
statement of a corporate officer certifying that the resource will not be in full commercial
operation prior to the referenced Delivery Year.

In order to establish that a resource has a financially and physically firm commitment to an
external sale of its capacity as set forth in (ii) above, the Capacity Market Seller must demonstrate
that it has entered into a unit-specific bilateral transaction for service to load located outside the
PJM Region, by a demonstration that such resource is identified on a unit-specific basis as a
network resource under the transmission tariff for the control area applicable to such external load,
or by an equivalent demonstration of a financially and physically firm commitment to an external
sale. The Capacity Market Seller additionally shall identify the megawatt amount, export zone,
and time period (in days) of the export.

A Capacity Market Seller that seeks approval for an exception to the RPM must-offer
requirement, for any reason other than the reason specified in Paragraph A above, shall first submit
such request in writing, along with all supporting data and documentation, to the Market
Monitoring Unit for evaluation, notifying the Office of the Interconnection by copy of the same, by
no later than one hundred twenty (120) days prior to the commencement of the offer period for the
applicable RPM Auction.

In order to obtain an exception to the RPM must-offer requirement for the reason specified
in Paragraph A above, a Capacity Market Seller shall first submit a preliminary exception request
in writing, along with supporting data and documentation indicating the reasons and conditions
upon which the Capacity Market Seller is relying in its analysis of whether to retire such resource,
to the Market Monitoring Unit for evaluation, notifying the Office of the Interconnection by copy
of the same, by no later than (a) November 1, 2013 for the Base Residual Auction for the
2017/2018 Delivery Year, (b) the September 1 that last precedes the Base Residual Auction for the
2018/2019 and subsequent Delivery Years, and (c) two hundred forty (240) days prior to the
commencement of the offer period for the applicable Incremental Auction. By no later than five
(5) Business Days after receipt of any such preliminary exception requests, the Office of the
Interconnection will post on its website a summary of the number of megawatts of Generation
Capacity Resources for which it has received notification of preliminary exception requests, on an
aggregate basis by Zone and Locational Deliverability Area that comprises a subset of a Zone, as
specified in the PJIM Manuals.



Thereafter, as applicable, such Capacity Market Seller shall by no later than (a) the
December 1 that last precedes the Base Residual Auction for the applicable Delivery Year, or (b)
one hundred twenty (120) days prior to the commencement of the offer period for the applicable
Incremental Auction, either (a) notify the Office of the Interconnection and the Market Monitoring
Unit in writing that it is withdrawing its preliminary exception request and explaining the changes
to its analysis of whether to retire such resource that support its decision to withdraw, or (b)
demonstrate that it has met the requirements specified under Paragraph A above. By no later than
five (5) Business Days after receipt of such notification, the Office of the Interconnection will post
on its website a revised summary of the number of megawatts of Generation Capacity Resources
for which it has received requests for exceptions to the RPM must-offer requirement for the reason
specified in Paragraph A above, on an aggregate basis by Zone and Locational Deliverability Area
that comprises a subset of a Zone, as specified in the PJIM Manuals.

A Capacity Market Seller that seeks to remove a Generation Capacity Resource from
Capacity Resource status shall first submit a preliminary request in writing, along with supporting
data and documentation indicating the reasons and conditions upon which the Capacity Market
Seller is relying in its analysis of whether to remove the Capacity Resource status of such resource
to the Market Monitoring Unit for evaluation, notifying the Office of the Interconnection by copy
of the same, by no later than (a) the September 1 that last precedes the Base Residual Auction, and
(b) two hundred forty (240) days prior to the commencement of the offer period for the applicable
Incremental Auction. For the Base Residual Auction for the 2023/2024 Delivery Year, a Capacity
Market Seller that seeks to remove a Generation Capacity Resource from Capacity Resource status
shall first submit such preliminary request by no later than November 1, 2019. By no later than
five (5) Business Days after receipt of any such preliminary requests, the Office of the
Interconnection will post on its website a summary of the number of megawatts of Generation
Capacity Resources for which it has received notification of preliminary requests, on an aggregate
basis by Zone and Locational Deliverability Area that comprises a subset of a Zone, as specified in
the PJM Manuals.

Thereafter, as applicable, such Capacity Market Seller shall, by no later than (a) the
December 1 that last precedes the Base Residual Auction for the applicable Delivery Year, or (b)
one hundred twenty (120) days prior to the commencement of the offer period for the applicable
Incremental Auction, notify the Office of the Interconnection and the Market Monitoring Unit in
writing that it is either (a) withdrawing its preliminary request and explaining the changes to its
analysis that support its decision to withdraw, or (b) confirming its preliminary decision to remove
the Generation Capacity Resource from Capacity Resource status. By no later than five (5)
Business Days after receipt of such notification, the Office of the Interconnection will post on its
website a revised summary of the number of megawatts of Generation Capacity Resources for
which it has received requests to remove its Capacity Resource status, on an aggregate basis by
Zone and Locational Deliverability Area that comprises a subset of a Zone, as specified in the PJIM
Manuals.

The Market Monitoring Unit shall analyze the effects of the proposed removal of a
Generation Capacity Resource from Capacity Resource status with regard to potential market
power issues and shall notify the Capacity Market Seller and the Office of the Interconnection in
writing of its determination of the request to remove the Generation Capacity Resource from
Capacity Resource status, and whether a market power issue has been identified, by no later than



ninety (90) days prior to the commencement of the offer period for the applicable RPM Auction.
Such notice shall include the specific market power impact resulting from the proposed removal of
the Generation Capacity Resource from Capacity Resource status, as well as an initial assessment
of any steps that could be taken to mitigate the market power impact.

A Capacity Market Seller may only remove the Generation Capacity Resource from
Capacity Resource status if (i) the Market Monitoring Unit has determined that the Generation
Capacity Resource meets the applicable criteria set forth in Tariff, Attachment DD, sections 5.6.6
and this section 6.6 and the Office of the Interconnection agrees with this determination, or (ii) the
Commission has issued an order terminating the Capacity Resource status of the resource, or (iii) it
is required as set forth in Tariff, Attachment DD, section 6.6A(c). Nothing herein shall require a
Market Seller to offer its resource into an RPM Auction prior to seeking to remove a resource from
Capacity Resource status, subject to satisfaction of this section 6.6. A Generation Capacity
Resource that is removed from Capacity Resource status shall no longer qualify as an Existing
Generation Capacity Resource, and the Capacity Interconnection Rights associated with such
facility shall be subject to termination in accordance with the rules described in Tariff, Part VI,
section 230.3.3. The Office of the Interconnection shall amend the applicable Interconnection
Service Agreement or wholesale market participation agreement to reflect any such removal of the
Capacity Interconnection Rights, and shall report the amended agreement to the Commission in the
same manner as the original (e.g., FERC filing or Electronic Quarterly Reports). The Office of the
Interconnection shall file the amended agreement unexecuted if the Interconnection Customer or
wholesale market participant does not sign the amended Interconnection Service Agreement or
wholesale market participation agreement.

If the Capacity Market Seller disagrees with the Market Monitoring Unit’s determination of
its request to remove a resource from Capacity Resource status or its request for an exception to
the RPM must-offer requirement, it must notify the Market Monitoring Unit in writing, with a
copy to the Office of the Interconnection, of the same by no later than eighty (80) days prior to the
commencement of the offer period for the applicable RPM Auction. After the Market Monitoring
Unit has made its determination of whether a resource may be removed from Capacity Resource
status, or whether the resource meets one of the exceptions thereto, and has notified the Capacity
Market Seller and the Office of the Interconnection of the same pursuant to Tariff, Attachment M-
Appendix, section 11.C.4, the Office of the Interconnection shall approve or deny the request. The
request shall be deemed to be approved by the Office of the Interconnection, consistent with the
determination of the Market Monitoring Unit, unless the Office of the Interconnection notifies the
Capacity Market Seller and Market Monitoring Unit, by no later than sixty-five (65) days prior to
the date on which the offer period for the applicable RPM Auction commences, that the request is
denied.

If the Market Monitoring Unit does not timely notify the Capacity Market Seller and the
Office of the Interconnection of its determination of the request to remove a Generation Capacity
Resource from Capacity Resource status or for an exception to the RPM must-offer requirement,
the Office of the Interconnection shall make the determination whether the request shall be
approved or denied, and will notify the Capacity Market Seller of its determination in writing, with
a copy to the Market Monitoring Unit, by no later than sixty-five (65) days prior to the date on
which the offer period for the applicable RPM Auction commences.



After the Market Monitoring Unit and the Office of the Interconnection have made their
determinations of whether a resource meets the criteria to qualify for an exception to the RPM
must-offer requirement, the Capacity Market Seller must notify the Market Monitoring Unit and
the Office of the Interconnection whether it intends to exclude from its Sell Offer some or all of
the subject capacity on the basis of an identified exception by no later than sixty-five (65) days
prior to the date on which the offer period for the applicable RPM Auction commences. PJM does
not make determinations of whether withholding of capacity constitutes market power. A
Generation Capacity Resource that does not qualify for submission into an RPM Auction because
it is not owned or controlled by the Capacity Market Seller for a full Delivery Year is not subject
to the offer requirement hereunder; provided, however, that a Capacity Market Seller planning to
transfer ownership or control of a Generation Capacity Resource during a Delivery Year pursuant
to a sale or transfer agreement entered into after March 26, 2009 shall be required to satisfy the
offer requirement hereunder for the entirety of such Delivery Year and may satisfy such
requirement by providing for the assumption of this requirement by the transferee of ownership or
control under such agreement.

If a Capacity Market Seller doesn’t timely seek to remove a Generation Capacity Resource
from Capacity Resource status or timely submit a request for an exception to the RPM must-offer
requirement, the Generation Capacity Resource shall only be removed from Capacity Resource
status, and may only be approved for an exception to the RPM must-offer requirement, upon the
Capacity Market Seller requesting and receiving an order from FERC, prior to the close of the
offer period for the applicable RPM Auction, directing the Office of the Interconnection to remove
the resource from Capacity Resource status and/or granting an exception to the RPM must-offer
requirement or a waiver of the RPM must-offer requirement as to such resource.

(h) Any existing generation resource located in the PJM Region that satisfies the
criteria in the definition of Existing Generation Capacity Resource as of the date on which bidding
commences for the Base Residual Auction for a Delivery Year, that is not offered into such Base
Residual Auction, and that does not meet any of the exceptions stated in the prior subsection (g):
(i) may not participate in any subsequent Incremental Auctions conducted for such Delivery Year;
(i1) shall not receive any payments under Tariff, Attachment DD, section 5.14 for such Delivery
Year for the capacity of such Generation Capacity Resources; and (iii) shall not be permitted to
satisfy any LSE’s Unforced Capacity Obligation, or any entity’s obligation to obtain the
commitment of Capacity Resources, for such Delivery Year.

All generation resources located in the PJM Region that satisfy the criteria in the definition
of Existing Generation Capacity Resource as of the date on which bidding commences for an
Incremental Auction for a particular Delivery Year, but that did not satisfy such criteria as of the
date that on which bidding commenced in the Base Residual Auction for that Delivery Year, that is
not offered into that Incremental Auction, and that does not meet any of the exceptions stated in
the prior subsection (g): (i) may not participate in any subsequent Incremental Auctions conducted
for such Delivery Year; (ii) shall not receive any payments under Tariff, Attachment DD, section
5.14 for such Delivery Year for the capacity of such Generation Capacity Resources; and (iii) shall
not be permitted to satisfy any LSE’s Unforced Capacity Obligation, or any entity’s obligation to
obtain the commitment of Capacity Resources, for such Delivery Year.



All Existing Generation Capacity Resources that are offered into a Base Residual Auction
or Incremental Auction for a particular Delivery Year but do not clear in such auction, that are not
offered into each subsequent Incremental Auction, and that do not meet any of the exceptions
stated in the prior subsection (g): (i) may not participate in any Incremental Auctions conducted for
such Delivery Year subsequent to such failure to offer; (ii) shall not receive any payments under
Tariff, Attachment DD, section 5.14 for such Delivery Year for the capacity of such Generation
Capacity Resources; and (iii) shall not be permitted to satisfy any LSE’s Unforced Capacity
Obligation, or any entity’s obligation to obtain the commitment of Capacity Resources, for such
Delivery Year.

Any such Existing Generation Capacity Resources may also be subject to further action by
the Market Monitoring Unit under the terms of Tariff, Attachment M and Tariff, Attachment M —
Appendix.

Q) In addition to the remedies set forth in subsections (g) and (h) above, if the Market
Monitoring Unit determines that one or more Capacity Market Sellers’ failure to offer part or all of
one or more existing generation resources, for which the Office of the Interconnection has not
approved an exception to the RPM must-offer requirement, into an RPM Auction as required by
this Section 6.6 would result in an increase of greater than five percent in any Zonal Capacity Price
determined through such auction, and the Office of the Interconnection agrees with that
determination, the Office of the Interconnection shall apply to FERC for an order, on an expedited
basis, directing such Capacity Market Seller to participate in the relevant RPM Auction, or for
other appropriate relief, and PJM will postpone clearing the auction pending FERC’s decision on
the matter. If the Office of the Interconnection disagrees with the Market Monitoring Unit’s
determination and does not apply to FERC for an order directing the Capacity Market Seller to
participate in the auction or for other appropriate relief, the Market Monitoring Unit may exercise
its powers to inform Commission staff of its concerns and to seek appropriate relief.

6.6A Offer Requirement for Capacity Performance Resources

@ For the 2018/2019 Delivery Year and subsequent Delivery Years, the installed
capacity of every Generation Capacity Resource located in the PJM Region that is capable (or that
reasonably can become capable) of qualifying as a Capacity Performance Resource shall be
offered as a Capacity Performance Resource by the Capacity Market Seller that owns or controls
all or part of such resource (which may include submission as Self-Supply) in all RPM Auctions
for each such Delivery Year, less any amount determined by the Office of the Interconnection to
be eligible for an exception to the Capacity Performance Resource must-offer requirement, where
installed capacity is determined as of the date on which bidding commences for each RPM Auction
pursuant to Tariff, Attachment DD, section 5.6.6.

(b) Determinations of EFORd and Unforced Capacity made under this section 6.6 as to
a Generation Capacity Resource shall govern the offers required under this section as to the same
Generation Capacity Resource.

(©) Exceptions to the requirement in subsection (a) shall be permitted only for a
resource which the Capacity Market Seller demonstrates is reasonably expected to be physically
incapable of satisfying the requirements of a Capacity Performance Resource. Intermittent



Resources, Capacity Storage Resources, Demand Resources, and Energy Efficiency Resources
shall not be required to offer as a Capacity Performance Resource, but shall not be precluded from
being offered as a Capacity Performance Resource at a level that demonstrably satisfies such
requirements. Exceptions shall be determined using the same timeline and procedures as specified
in section 6.6.

Effective with the 2023/2024 Delivery Year, Capacity Market Sellers seeking an exception
for a Base Residual Auction on the basis that a resource is incapable of meeting the Capacity
Performance Resource requirement shall include a documented plan with the submission of their
request showing the steps the Capacity Market Seller intends to pursue for the resource to become
physically capable of satisfying the requirements of a Capacity Performance Resource. Such plan
shall include (i) a timeline for design, permitting, procurement, and construction milestones, as
applicable, where such timeline shall not exceed one Base Residual Auction exception, and (ii)
evidence of corporate commitment (e.g., an SEC filing, a press release, or a letter from a duly
authorized corporate officer indicating intent to make such investment). Periodic updates on the
progress, shall be provided by the Capacity Market Seller to the Office of the Interconnection and
the Market Monitoring Unit for their review by no later than (i) one hundred twenty (120) days
prior to the commencement of the offer period for subsequent Incremental Auctions for the
applicable Delivery Years, and (ii) the December 1 that last precedes subsequent Base Residual
Auctions. The Capacity Market Seller shall also immediately notify the Office of the
Interconnection and the Market Monitoring Unit of any material changes to the plan that may
occur. Upon request by a Capacity Market Seller, a one year extension to the plan timeline shall
be permissible only for delays not caused by the Capacity Market Seller, and that could not have
been remedied through the exercise of due diligence by the Capacity Market Seller. In no event
may an exception be requested by the Capacity Market Seller for more than two Base Residual
Auctions.

Failure to submit a documented plan, or lack of good faith effort by a Capacity Market
Seller to make an Existing Generation Capacity Resource physically capable of meeting the
requirements of a Capacity Performance Resource in accordance with a documented plan, shall
result in the removal of the resource’s Capacity Resource status effective with the first future
Delivery Year for which the resource was granted an exception, no earlier than the 2023/2024
Delivery Year. The Office of the Interconnection shall amend the applicable Interconnection
Service Agreement or wholesale market participation agreement to reflect any such removal of the
Capacity Interconnection Rights, and shall report the amended agreement to the Commission in the
same manner as the original (e.g. FERC Filing or Electronic Quarterly Reports). The Office of the
Interconnection shall file the amended agreement unexecuted if the Interconnection Customer or
wholesale market participant does not sign the amended Interconnection Service Agreement or
wholesale market participation agreement. The required change in Capacity Resource status shall
only apply to those Generation Capacity Resources that are shown to be physically incapable of
satisfying the requirements of a Capacity Performance Resource.

(d) A resource not exempted or excepted under subsection (c) hereof that is capable of
qualifying as a Capacity Performance Resource and does not offer into an RPM Auction as a
Capacity Performance Resource shall be subject to the same restrictions on subsequent offers, and
other possible remedies, as specified in section 6.6.



6.7 Data Submission

€)) Potential participants in any PJM Reliability Pricing Model Auction shall submit,
together with supporting documentation for each item, to the Market Monitoring Unit and the
Office of the Interconnection no later than one hundred twenty (120) days prior to the posted date
for the conduct of such auction, a list of owned or controlled generation resources by PJIM
transmission zone for the specified Delivery Year, including the amount of gross capacity, the
EFORd and the net (unforced) capacity. A potential participant intending to offer any Capacity
Performance Resource at or below the default Market Seller Offer Cap described in Tariff,
Attachment DD, section 6.4(a) must provide the associated offer cap and the MW to which the
offer cap applies.

(b) Except as provided in subsection (c) below, potential participants in any PJM
Reliability Pricing Model Auction in any LDA or Unconstrained LDA Group that request a unit
specific Avoidable Cost Rate shall, in addition, submit the following data, together with supporting
documentation for each item, to the Market Monitoring Unit no later than one hundred twenty
(120) days prior to the commencement of the offer period for such auction:

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

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

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

I that is in an Unconstrained LDA Group or, if this is the relevant market, the
entire PJIM Region, and is in a resource class identified in the table below as not likely to include
the marginal price-setting resources in such auction; or

ii. for which the potential participant commits that any Sell Offer it submits as
to such resource shall not include any price above: (1) the applicable default level identified below
for the relevant resource class, less (2) the Projected PJM Market Revenues for such resource, as
determined in accordance with this Tariff.

Nothing herein precludes the Market Monitoring Unit from requesting additional information from
any potential auction participant as deemed necessary by the Market Monitoring Unit, including,
without limitation, additional cost data on resources in a class that is not otherwise expected to
include the marginal price setting resource as outlined in Tariff, Attachment M-Appendix, section
I1.G. Any Sell Offer submitted in any auction that is inconsistent with any agreement or
commitment made pursuant to this subsection shall be rejected, and the Capacity Market Seller
shall be required to resubmit a Sell Offer that complies with such agreement or commitment within
one (1) Business Day of the Office of the Interconnection’s rejection of such Sell Offer. If the



Capacity Market Seller does not timely resubmit its Sell Offer, fails to request a unit-specific
Avoidable Cost Rate by the specified deadline, or if the Office of the Interconnection determines
that the information provided by the Capacity Market Seller in support of the requested unit-
specific Avoidable Cost Rate or Sell Offer is incomplete, the Capacity Market Seller shall be
deemed to have submitted a Sell Offer that complies with the commitments made under this
subsection, with a default offer for the applicable class of resource or nearest comparable class of
resource determined under this subsection (c)(ii). The obligation imposed under section 6.6(a)
above shall not be satisfied unless and until the Capacity Market Seller submits (or is deemed to
have submitted) a Sell Offer that conforms to its commitments made pursuant to this subsection or
subject to the procedures set forth in section 6.4 above and Tariff, Attachment M-Appendix,
section I1.H.

The default retirement and mothball Avoidable Cost Rates (“ACR”) referenced in this subsection
(c)(ii) are as set forth in the tables below for the 2013/2014 Delivery Year through the 2016/2017
Delivery Year. Capacity Market Sellers shall use the one-year mothball Avoidable Cost Rate
shown below, unless such Capacity Market Seller satisfies the criteria set forth in section 6.7(e)
below, in which case the Capacity Market Seller may use the retirement Avoidable Cost Rate.
PJM shall also publish on its Web site the number of Generation Capacity Resources and
megawatts per LDA that use the retirement Avoidable Cost Rates. A Capacity Market Seller may

not use the default Market Seller Offer Cap contained in the ACR tables in this subsection, and
also seek to include any one or more categories of the Avoidable Cost Rate defined section 6.8

below.

Maximum Avoidable Cost Rates by Technology Class

2013/14 2013/14 2014/15 2014/15 2015/16 2015/16 2016/2017 | 2016/2017
Mothball | Retirement | Mothball | Retirement | Mothball | Retirement | Mothball | Retirement
ACR ACR ACR ACR ACR ACR ACR ACR
($/MW- ($/MW- ($/MW- ($/MW- ($/MW- ($/MW- ($/MW- ($/MW-
Technology Day) Day) Day) Day) Day) Day) Day) Day)
Nuclear N/A N/A N/A N/A N/A N/A N/A N/A
Pumped
Storage $23.64 $33.19 $24.56 $34.48 $25.56 $35.89 $24.05 $33.78
Hydro $80.80 $105.67 $83.93 $109.76 $87.35 $114.24 $82.23 $107.55
Sub-Critical
Coal $193.98 $215.02 $201.49 $223.35 $209.71 $232.46 $197.43 $218.84
Super Critical
Coal $200.41 $219.21 $208.17 $227.70 $216.66 $236.99 $203.96 $223.10
Waste Coal -
Small $255.81 $309.83 $265.72 $321.83 $276.56 $334.96 $260.35 $315.34
Waste Coal —
Large $94.61 $114.29 $98.27 $118.72 $102.28 $123.56 $96.29 $116.32
Wind N/A N/A N/A N/A N/A N/A N/A N/A
CC-2on1l
Frame F $35.18 $49.90 $36.54 $51.83 $38.03 $53.94 $35.81 $50.79
CC-3onl
Frame
E/Siemens $39.06 $52.89 $40.57 $54.94 $42.23 $57.18 $39.75 $53.83
CC-3or
More on 1 or
More Frame $30.46 $42.28 $31.64 $43.92 $32.93 $45.71 $30.99 $43.03




F

CC-NUG
Cogen. Frame
BorE
Technology

$130.76

$175.71

$135.82

$182.52

$141.36

$189.97

$133.09

$178.83

CT- Ist&
2nd Gen.
Aero (P&W
FT 4)

$27.96

$37.19

$29.04

$38.63

$30.22

$40.21

$28.45

$37.85

CT-1st&
Gen. Frame B

$27.63

$36.87

$28.70

$38.30

$29.87

$39.86

$28.11

$37.52

CT - 2nd
Gen. Frame E

$26.26

$35.14

$27.28

$36.50

$28.39

$37.99

$26.73

$35.77

CT - 3rd Gen.
Aero (GE LM
6000)

$63.57

$93.70

$66.03

$97.33

$68.72

$101.30

$64.70

$95.37

CT - 3rd Gen.
Aero (P&W
FT-8
TwinPak)

$33.34

$49.16

$34.63

$51.06

$36.04

$53.14

$33.93

$50.03

CT - 3rd
Gen. Frame F

$26.96

$38.83

$28.00

$40.33

$29.14

$41.98

$27.43

$39.52

Diesel

$29.92

$37.98

$31.08

$39.45

$32.35

$41.06

$30.44

$38.66

Oil and Gas
Steam

$74.20

$90.33

$77.07

$93.83

$80.21

$97.66

$75.51

$91.94




Commencing with the Base Residual Auction for the 2017/2018 Delivery Year, the Office of the
Interconnection shall determine the default retirement and mothball Avoidable Cost Rates
referenced in section (c)(ii) above, and post them on its website, by no later than one hundred
fifty (150) days prior to the commencement of the offer period for each Base Residual Auction.
To determine the applicable ACR rates, the Office of the Interconnection shall use the actual rate
of change in the historical values from the Handy-Whitman Index of Public Utility Construction
Costs or a comparable index approved by the Commission (“Handy-Whitman Index”) to the
extent they are available to update the base values for the Delivery Year, and for future Delivery
Years for which the updated Handy-Whitman Index values are not yet available the Office of the
Interconnection shall update the base values for the Delivery Year using the most recent ten-
calendar-year annual average rate of change. The ACR rates shall be expressed in dollar values
for the applicable Delivery Year.

Maximum Avoidable Cost Rates by Technology Class
(Expressed in 2011 Dollars for the 2011/2012 Delivery Year)

Mothball ACR ($/MW- Retirement ACR

Technology Day) ($/MW-Day)
Combustion Turbine - Industrial Frame $24.13 $33.04

Coal Fired $136.91 $157.83
Combined Cycle $29.58 $40.69
Combustion Turbine - Aero Derivative $26.13 $37.18

Diesel $25.46 $32.33

Hydro $68.78 $89.96

Oil and Gas Steam $63.16 $76.90

Pumped Storage $20.12 $28.26

To determine the default retirement and mothball ACR values for the 2017/2018 Delivery Year,
the Office of the Interconnection shall multiply the base default retirement and mothball ACR
values in the table above by a factor equal to one plus the most recent annual average rate of
change in the July Handy-Whitman Indices for the 2011 to 2013 calendar years to determine
updated base default retirement and mothball ACR values. The updated base default retirement
and mothball ACR values shall then be multiplied by a factor equal to one plus the most recent
ten-calendar-year annual average rate of change in the applicable Handy-Whitman Index, taken
to the fourth power, as calculated by the Office of the Interconnection and posted to its website.

To determine the default retirement and mothball ACR values for the 2018/2019 and 2019/2020
Delivery Years for Base Capacity Resources, the Office of the Interconnection shall multiply the
updated base default retirement and mothball ACR values from the immediately preceding
Delivery Year by a factor equal to one plus the most recent annual average rate of change in the
July Handy-Whitman Index. These values become the new adjusted base default retirement and
mothball ACR values, as calculated by the Office of the Interconnection and posted to its
website. These resulting adjusted base values for the Delivery Year shall be multiplied by a
factor equal to one plus the most recent ten-calendar-year annual average rate of change in the



applicable Handy-Whitman Index, taken to the fourth power, as calculated by the Office of the
Interconnection and posted to its website.

PJM shall also publish on its website the number of Generation Capacity Resources and
megawatts per LDA that use the retirement Avoidable Cost Rates.

After the Market Monitoring Unit conducts its annual review of the table of default Avoidable
Cost Rates included in section 6.7(c) above in accordance with the procedure specified in Tariff,
Attachment M-Appendix, section I1.H, it will provide updated values or notice of its
determination that updated values are not needed to Office of the Interconnection. In the event
that the Office of the Interconnection determines that the values should be updated, the Office of
the Interconnection shall file its proposed values with the Commission by no later than October
30th prior to the commencement of the offer period for the first RPM Auction for which it
proposes to apply the updated values.

(d) In order for costs to qualify for inclusion in the Market Seller Offer Cap, the
Capacity Market Seller must provide to the Market Monitoring Unit and the Office of the
Interconnection relevant unit-specific cost data concerning each data item specified as set forth
in section 6 by no later than one hundred twenty (120) days prior to the commencement of the
offer period for the applicable RPM Auction. If cost data is not available at the time of
submission for the time periods specified in section 6.8 below, costs may be estimated for such
period based on the most recent data available, with an explanation of and basis for the estimate
used, as may be further specified in the PJIM Manuals. Based on the data and calculations
submitted by the Capacity Market Sellers for each existing generation resource and the formulas
specified below, the Market Monitoring Unit shall calculate the Market Seller Offer Cap for each
such resource, and notify the Capacity Market Seller and the Office of the Interconnection in
writing of its determination pursuant to Tariff, Attachment M-Appendix, section II.E.

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

ii. Opportunity Cost: Opportunity Cost shall be the documented price
available to an existing generation resource in a market external to PJM. In the event that the
total MW of existing generation resources submitting opportunity cost offers in any auction for a
Delivery Year exceeds the firm export capability of the PJM system for such Delivery Year, or
the capability of external markets to import capacity in such year, the Office of the
Interconnection will accept such offers on a competitive basis. PJIM will construct a supply curve
of opportunity cost offers, ordered by opportunity cost, and accept such offers to export starting
with the highest opportunity cost, until the maximum level of such exports is reached. The
maximum level of such exports is the lesser of the Office of the Interconnection’s ability to
permit firm exports or the ability of the importing area(s) to accept firm imports or imports of
capacity, taking account of relevant export limitations by location. If, as a result, an opportunity
cost offer is not accepted from an existing generation resource, the Market Seller Offer Cap
applicable to Sell Offers relying on such generation resource shall be the Avoidable Cost Rate
less the Projected Market Revenues for such resource (as defined in section 6.4 above). The
default Avoidable Cost Rate shall be the one year mothball Avoidable Cost Rate set forth in the



tables in section 6.7(c) above unless Capacity Market Seller satisfies the criteria delineated in
section 6.7(e) below.

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

(e) In order for the retirement Avoidable Cost Rate set forth in the table in section
6.7(c) to apply, by no later than one hundred twenty (120) days prior to the commencement of
the offer period for the applicable RPM Auction, a Capacity Market Seller must submit to the
Office of the Interconnection and the Market Monitoring Unit a written sworn, notarized
statement of a corporate officer representing that the Capacity Market Seller will retire the
Generation Capacity Resource if it does not receive during the relevant Delivery Year at least the
applicable retirement Avoidable Cost Rate because it would be uneconomic to continue to
operate the Generation Capacity Resource in the Delivery Year without the retirement Avoidable
Cost Rate, and specifying the date the Generation Capacity Resource would otherwise be retired.

6.8  Avoidable Cost Definition
@) Avoidable Cost Rate:

The Avoidable Cost Rate for a Generation Capacity Resource that is the subject of a Sell Offer
shall be determined using the following formula, expressed in dollars per MW-year:

Avoidable Cost Rate = [Adjustment Factor * (AOML + AAE + AFAE + AME +
AVE + ATFI + ACC + ACLE) + ARPIR + APIR + CPQR]

Where:

o Adjustment Factor equals 1.10 (to provide a margin of error for understatement
of costs) plus an additional adjustment referencing the 10-year average Handy-
Whitman Index in order to account for expected inflation from the time interval
between the submission of the Sell Offer and the commencement of the Delivery
Year.

o AOML (Avoidable Operations and Maintenance Labor) consists of the
avoidable labor expenses related directly to operations and maintenance of the
generating unit for the twelve months preceding the month in which the data
must be provided. The categories of expenses included in AOML are those
incurred for: (a) on-site based labor engaged in operations and maintenance
activities; (b) off-site based labor engaged in on-site operations and maintenance
activities directly related to the generating unit; and (c) off-site based labor
engaged in off-site operations and maintenance activities directly related to
generating unit equipment removed from the generating unit site.

o AAE (Avoidable Administrative Expenses) consists of the avoidable
administrative expenses related directly to employees at the generating
unit for twelve months preceding the month in which the data must be



provided. The categories of expenses included in AAE are those incurred
for: (a) employee expenses (except employee expenses included in
AOML); (b) environmental fees; (c) safety and operator training; (d)
office supplies; (¢) communications; and (f) annual plant test, inspection
and analysis.

AFAE (Avoidable Fuel Availability Expenses) consists of avoidable
operating expenses related directly to fuel availability and delivery for the
generating unit that can be demonstrated by the Capacity Market Seller
based on data for the twelve months preceding the month in which the
data must be provided , or on reasonable projections for the Delivery Year
supported by executed contracts, published tariffs, or other data sufficient
to demonstrate with reasonable certainty the level of costs that have been
or shall be incurred for such purpose. The categories of expenses included
in AFAE are those incurred for: (a) firm gas pipeline transportation; (b)
natural gas storage costs; (c) costs of gas balancing agreements; and (d)
costs of gas park and loan services. AFAE expenses are for firm fuel
supply and apply solely for offers for a Capacity Performance Resource

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

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

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

ACC (Avoidable Carrying Charges) consists of avoidable short-term
carrying charges related directly to the generating unit in the twelve
months preceding the month in which the data must be provided.
Avoidable short-term carrying charges shall include short term carrying
charges for maintaining reasonable levels of inventories of fuel and spare
parts that result from short-term operational unit decisions as measured by
industry best practice standards. For the purpose of determining ACC,



Where:

short term is the time period in which a reasonable replacement of
inventory for normal, expected operations can occur.

ACLE (Avoidable Corporate Level Expenses) consists of avoidable
corporate level expenses directly related to the generating unit incurred in
the twelve months preceding the month in which the data must be
provided. Avoidable corporate level expenses shall include only such
expenses that are directly linked to providing tangible services required for
the operation of the generating unit proposed for Deactivation. The
categories of avoidable expenses included in ACLE are those incurred for:
(@) legal services, (b) environmental reporting; and (c) procurement
expenses.

CPQR (Capacity Performance Quantifiable Risk) consists of the
quantifiable and reasonably-supported costs of mitigating the risks of non-
performance associated with submission of a Capacity Performance
Resource offer (or of a Base Capacity Resource offer for the 2018/19 or
2019/20 Delivery Years), such as insurance expenses associated with
resource non-performance risks. CPQR shall be considered reasonably
supported if it is based on actuarial practices generally used by the
industry to model or value risk and if it is based on actuarial practices used
by the Capacity Market Seller to model or value risk in other aspects of
the Capacity Market Seller’s business. Such reasonable support shall also
include an officer certification that the modeling and valuation of the
CPQR was developed in accord with such practices. Provision of such
reasonable support shall be sufficient to establish the CPQR. A Capacity
Market Seller may use other methods or forms of support for its proposed
CPQOR that shows the CPQR is limited to risks the seller faces from
committing a Capacity Resource hereunder, that quantifies the costs of
mitigating such risks, and that includes supporting documentation (which
may include an officer certification) for the identification of such risks and
quantification of such costs. Such showing shall establish the proposed
CPQR upon acceptance by the Office of the Interconnection.

APIR (Avoidable Project Investment Recovery Rate) = Pl * CRF

o P1 is the amount of project investment completed prior to June 1 of
the Delivery Year, except for Mandatory Capital Expenditures
(“CapEx”) for which the project investment must be completed
during the Delivery Year, that is reasonably required to enable a
Generation Capacity Resource that is the subject of a Sell Offer to
continue operating or improve availability during Peak-Hour
Periods during the Delivery Year.



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

Age of Existing Units (Years) Remaining Life of Plant Levelized CRF
(Years)
1to5 30 0.107
6to 10 25 0.114
11t0 15 20 0.125
16 to 20 15 0.146
21to 25 10 0.198
25 Plus 5 0.363
Mandatory CapEx 4 0.450
40 Plus Alternative 1 1.100

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

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

Capital Expenditures and Project Investment

For any given Project Investment, a Capacity Market Seller may make a one-time election to
recover such investment using: (i) the highest CRF and associated recovery schedule to which it
is entitled; or (ii) the next highest CRF and associated recovery schedule. For these purposes, the
CRF and recovery schedule for the 25 Plus category is the next highest CRF and recovery
schedule for both the Mandatory CapEx and the 40 Plus Alternative categories. The Capacity
Market Seller using the above table must provide the Market Monitoring Unit with information,
identifying and supporting such election, including but not limited to the age of the unit, the
amount of the Project Investment, the purpose of the investment, evidence of corporate
commitment (e.g., an SEC filing, a press release, or a letter from a duly authorized corporate
officer indicating intent to make such investment), and detailed information concerning the
governmental requirement (if applicable). Absent other written notification, such election shall
be deemed based on the CRF such Seller employs for the first Sell Offer reflecting recovery of
any portion of such Project Investment.

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

If the project associated with a Project Investment that was included in a Sell Offer using a CRF
and associated recovery schedule from the above table has not entered into commercial operation
prior to the end of the relevant Delivery Year, and the resource’s Sell Offer sets the clearing
price for the relevant LDA, the Capacity Market Seller shall be required to elect to either (i) pay
a charge that is equal to the difference between the Capacity Resource Clearing Price for such
LDA for the relevant Delivery Year and what the clearing price would have been absent the



APIR component of the Avoidable Cost Rate, this difference to be multiplied by the cleared MW
volume from such Resource (“rebate payment”); (ii) hold such rebate payment in escrow, to be
released to the Capacity Market Seller in the event that the project enters into commercial
operation during the subsequent Delivery Year or rebated to LSEs in the relevant LDA if the
project has not entered into commercial operation during the subsequent Delivery Year; or (iii)
make a reasonable investment in the amount of the PI in other Existing Generation Capacity
Resources owned or controlled by the Capacity Market Seller or its Affiliates in the relevant
LDA. The revenue from such rebate payments shall be allocated pro rata to LSEs in the relevant
LDA(s) that were charged a Locational Reliability Charge for such Delivery Year, based on their
Daily Unforced Capacity Obligation in the relevant LDA(S). If the Sell Offer from the
Generation Capacity Resource did not set the Capacity Resource Clearing Price in the relevant
LDA, no alternative investment or rebate payment is required. If the difference between the
Capacity Resource Clearing Price for such LDA for the relevant Delivery Year and what the
clearing price would have been absent the APIR amount does not exceed the greater of $10 per
MW-day or a 10% increase in the clearing price, no alternative investment or rebate payment is
required.

Mandatory CapEx Option

The Mandatory CapEx CRF and recovery schedule is an option available, beginning in the third
BRA (Delivery Year 2009-10), to a resource that must make a Project Investment to comply with
a governmental requirement that would otherwise materially impact operating levels during the
Delivery Year, where: (i) such resource is a coal, oil or gas-fired resource that began commercial
operation no fewer than fifteen years prior to the start of the first Delivery Year for which such
recovery is sought, and such Project Investment is equal to or exceeds $200/kW of capitalized
project cost; or (ii) such resource is a coal-fired resource located in an LDA for which a separate
VRR Curve has been established for the relevant Delivery Years, and began commercial
operation at least 50 years prior to the conduct of the relevant BRA.

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

40 Plus Alternative Option

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

A Capacity Market Seller that wishes to elect the 40 Plus Alternative option for a Project
Investment must provide written notice of such election to the Office of the Interconnection no



later than six months prior to the Base Residual Auction for which such election is sought;
provided however that shorter notice may be provided if unforeseen circumstances give rise to
the need to make such election and such seller gives notice as soon as practicable.

The Office of the Interconnection shall give market participants reasonable notice of such
election, subject to satisfaction of requirements under the PJM Operating Agreement for
protection of confidential and commercially sensitive information. A Sell Offer submitted in any
Base Residual Auction for which the 40 Plus Alternative option is selected may not exceed an
offer price equivalent to the then-current Net CONE (on an unforced-equivalent basis).

Multi-Year Pricing Option

A Seller submitting a Sell Offer with an APIR component that is based on a Project Investment
of at least $450/kW may elect this Multi-Year Pricing Option by providing written notice to such
effect the first time it submits a Sell Offer that includes an APIR component for such Project
Investment. Such option shall be available on the same terms, and under the same conditions, as
are available to Planned Generation Capacity Resources under Tariff, Attachment DD, section
5.14(c).

o ARPIR (Avoidable Refunds of Project Investment Reimbursements)
consists of avoidable refund amounts of Project Investment
Reimbursements payable by a Generation Owner to PJM under Tariff,
Part V, section 118 or avoidable refund amounts of project investment
reimbursements payable by a Generation Owner to PJM under a Cost of
Service Recovery Rate filed under Tariff, Part V, section 119 and
approved by the Commission.

(b) For the purpose of determining an Avoidable Cost Rate, avoidable expenses are
incremental expenses directly required to operate a Generation Capacity Resource that a
Generation Owner would not incur if such generating unit did not operate in the Delivery Year or
meet Availability criteria during Peak-Hour Periods during the Delivery Year.

(©) Variable costs that are directly attributable to the production of energy shall be
excluded from a Market Seller’s generation resource Avoidable Cost Rate. Notwithstanding the
foregoing, a Market Seller that included variable costs attributable to the production of energy in
a generation resource’s Avoidable Cost Rate prior to April 15, 2019 shall not include such costs
in such generation resource’s Maintenance Adders or Operating Costs for any Delivery Year for
which it has already included such costs in the generation resource’s Avoidable Cost Rate. A
Market Seller implicated by this paragraph may continue including such variable costs
attributable to the production of energy in its Avoidable Cost Rate for each generation resource
for any Delivery Year for which it already did so prior to April 15, 2019.

(d) For Delivery Years up to and including the 2021/2022 Delivery Year, projected
PJM Market Revenues for any Generation Capacity Resource to which the Avoidable Cost Rate
is applied shall include all actual unit-specific revenues from PJM energy markets, ancillary
services, and unit-specific bilateral contracts from such Generation Capacity Resource, net of
energy and ancillary services market offers for such resource. Net energy market revenues shall
be based on the non-zero market-based offers of the Capacity Market Seller of such Generation



Capacity Resource unless one of the following conditions is met, in which case the cost-based
offer shall be used: (x) the market-based offer for the resource is zero, (y) the market-based offer
for the resource is higher than its cost-based offer and such offer has been mitigated, or (z) the
market-based offer for the resource is less than such Capacity Market Seller’s fuel and
environmental costs for the resource which shall be determined either by directly summing the
fuel and environmental costs if they are available, or by subtracting from the cost-based offer for
the resource all costs developed pursuant to the Operating Agrement and PJM Manuals that are
not fuel or environmental costs.

The calculation of Projected PJIM Market Revenues shall be equal to the rolling simple average
of such net revenues as described above from the three most recent whole calendar years prior to
the year in which the BRA is conducted.

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

If a Generation Capacity Resource did not receive PJM market revenues during the entire
relevant time period because it was not in commercial operation during the entire period, or if
data is not available to the Capacity Market Seller for the entire period, despite the good faith
efforts of such seller to obtain such data, then the Projected PJIM Market Revenues shall be
calculated based upon net revenues received over the entire period by comparable units, to be
developed by the MMU and the Capacity Market Seller.

(d-1) For the 2022/2023 Delivery and subsequent Delivery Years, Pprojected PJIM
Market Revenues for any Generation Capacity Resource to which the Avoidable Cost Rate is
applied shall be equal to forecasted net revenues, which shall be determined in accordance with
Tariff, Attachment DD, section 5.14(h-1)(2)(B)(ii), or for resource types not specified in such
section, in a manner consistent with the methodologies described in such section, that utilizes
Forward Hourly LMPs and Forward Hourly Ancillary Service Prices for such resource,
forecasted fuel prices as applicable, as well as resource-specific operating parameters and
capability information specific to the simulated dispatch of such resource, where such dispatch
shall either consider the hourly output profiles for Intermittent Resources in a manner consistent
with solar and onshore wind methodologies, or utilize the Projected EAS Dispatch. To the
extent the resource has achieved commercial operation, the dispatch shall utilize the resource-
specific operating parameters as determined in accordance with the PJM Manuals based on
offers submitted in the Day-ahead Energy Market and Real-time Energy Market, as well as the
operating parameters approved, as applicable, in accordance with Operating Agreement,
Schedule 1, section 6.6(b) and Operating Agreement, Schedule 2 (including any Fuel Costs,
emissions costs, Maintenance Adders, and Operating Costs). Adjustments to resource-specific
operating parameters may be submitted to the Market Monitoring Unit and the Office of the
Interconnection for review and consideration in the simulated dispatch with supporting
documentation. For resources that have not yet achieved commercial operation, the operating
parameters used in the simulation of the net energy and ancillary service revenues will be based
on the manufacturer’s specifications and/or from parameters used for other existing, comparable



resources, as developed by the Market Monitoring Unit and the Capacity Market Seller, and
accepted by the Office of the Interconnection.

In the alternative, the Capacity Market Seller may provide their own estimate of Projected PJIM
Market Revenues to the Market Monitoring Unit and the Office of the Interconnection for review
and approval. Such a request shall identify all revenue sources (exclusive of any State
Subsidies), including, without limitation, long-term power supply contracts, tolling agreements,
or tariffs on file with state regulatory agencies, and shall demonstrate that such offsetting
revenues are consistent, over a reasonable time period identified by the Capacity Market Seller,
with the standards prescribed above. In making such demonstration, the Capacity Market Seller
may rely upon revenues projected by well-defined, forward-looking dispatch models designed to
generally follow the rules and processes of PJM’s energy and ancillary services markets. Such
models must utilize forward prices for energy, ancillary service and fuel in the PJM Region
based on contractual evidence of an alternative fuel price or sourced from liquid forward markets
(where available), and other publicly available data to develop the forward prices used in the
estimate. Where forward fuel markets are not available, publicly available estimates of future
fuel sources may be used. The model shall also contain estimates of variable operation and
maintenance expenses, which may include Maintenance Adders, and emissions allowance prices.
Documentation for net revenues also must include, as available and applicable, plant
performance and capability information, including heat rate, start-up times and costs, forced
outage rates, planned outage schedules, maintenance cycle, fuel costs and other variable
operations and maintenance expenses, capacity factors, and ancillary service capabilities. Any
evaluation of revenues should include, but would not be not limited to, consideration of Fuel
Costs, Maintenance Adders and Operating Costs, as applicable, pursuant to Operating
Agreement, Schedule 2.
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6.

MARKET POWER MITIGATION



6.1  Applicability

The provisions of the Market Monitoring Plan (in Tariff, Attachment M and Attachment - M
Appendix and this section 6) shall apply to the Reliability Pricing Model Auctions.



6.2  Process
@) [Reserved for Future Use]

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

(© Within seven days after the deadline for submission of Sell Offers in a Base
Residual Auction or Incremental Auction, the Office of the Interconnection shall file with FERC
a report of any determination made pursuant to Tariff, Attachment DD, section 5.14(h), Tariff,
Attachment DD, section 6.5(a)(ii), or Tariff, Attachment DD, section 6.7(c) identified in such
sections as subject to the procedures of this section. Such report shall list each such
determination, the information considered in making each such determination, and an
explanation of each such determination. Any entity that objects to any such determination may
file a written objection with FERC no later than seven days after the filing of the report. Any
such objection must not merely allege that the determination was in error, and must provide
support for the objection, demonstrating that the determination overlooked or failed to consider
relevant evidence. In the event that no objection is filed, the determination shall be final. In the
event that an objection is filed, FERC shall issue any decision modifying the determination no
later than 60 days after the filing of such report; otherwise, the determination shall be final.
Final auction results shall reflect any decision made by FERC regarding the report.



6.3 Market Structure Test
@) [Reserved for Future Use]
(b) Market Structure Test.

A constrained LDA or the PJM Region shall fail the Market Structure Test, and mitigation shall
be applied to all jointly pivotal suppliers (including all Affiliates of such suppliers, and all third-
party supply in the relevant LDA controlled by such suppliers by contract), if, as to the Sell
Offers that comprise the incremental supply determined pursuant to section 6.3(c) below that are
based on Generation Capacity Resources, there are not more than three jointly pivotal suppliers.
The Office of the Interconnection shall apply the Market Structure Test. The Office of the
Interconnection shall confirm the results of the Market Structure Test with the Market
Monitoring Unit.

(© Determination of Incremental Supply

In applying the Market Structure Test, the Office of the Interconnection shall consider all (i)
incremental supply (provided, however, that the Office of the Interconnection shall consider only
such supply available from Generation Capacity Resources) available to solve the constraint
applicable to a constrained LDA offered at less than or equal to 150% of the cost-based clearing
price; or (ii) supply for the PJIM Region, offered at less than or equal to 150% of the cost-based
clearing price, provided that supply in this section includes only the lower of cost-based or
market-based offers from Generation Capacity Resources. Cost-based clearing prices are the
prices resulting from the RPM auction algorithm using the lower of cost-based or price-based
offers for all Capacity Resources.



6.4  Market Seller Offer Caps

@) The Market Seller Offer Cap, stated in dollars per MW/day of unforced capacity,
applicable to price-quantity offers within the Base Offer Segment for an Existing Generation
Capacity Resource shall be the Avoidable Cost Rate for such resource, less the Projected PJIM
Market Revenues for such resource, stated in dollars per MW/day of unforced capacity,
provided, however, that the default Market Seller Offer Cap for any Capacity Performance
Resource shall be the product of (the Net Cost of New Entry applicable for the Delivery Year
and Locational Deliverability Area for which such Capacity Performance Resource is offered
times the average of the Balancing Ratios in the three consecutive calendar years (during the
Performance Assessment Intervals in such calendar years) that precede the Base Residual
Auction for such Delivery Year), however, for the Base Residual Auction for the 2021/2022
Delivery Year, the Balancing Ratio used in the determination of the default Market Seller Offer
Cap shall be 78.5 percent, and provided further that the submission of a Sell Offer with an Offer
Price at or below the revised Market Seller Offer Cap permitted under this proviso shall not, in
and of itself, be deemed an exercise of market power in the RPM market. Notwithstanding the
previous sentence, a Capacity Market Seller may seek and obtain a Market Seller Offer Cap for a
Capacity Performance Resource that exceeds the revised Market Seller Offer Cap permitted
under the prior sentence, if it supports and obtains approval of such alternative offer cap pursuant
to the procedures and standards of subsection (b) of this section 6.4. A Capacity Market Seller
may not use the Capacity Performance default Market Seller Offer Cap, and also seek to include
any one or more categories of the Avoidable Cost Rate defined in Tariff, Attachment DD,
section 6.8 below. The Market Seller Offer Cap for an Existing Generation Capacity Resource
shall be the Opportunity Cost for such resource, if applicable, as determined in accordance with
Tariff, Attachment DD, section 6.7. Nothing herein shall preclude any Capacity Market Seller
and the Market Monitoring Unit from agreeing to, nor require either such entity to agree to, an
alternative market seller offer cap determined on a mutually agreeable basis. Any such
alternative offer cap shall be filed with the Commission for its approval. This provision is
duplicated in Tariff, Attachment M-Appendix, section Il.E.3.

(b) For each Existing Generation Capacity Resource, a potential Capacity Market
Seller must provide to the Market Monitoring Unit and the Office of the Interconnection data and
documentation required under section 6.7 below to establish the level of the Market Seller Offer
Cap applicable to each resource by no later than one hundred twenty (120) days prior to the
commencement of the offer period for the applicable RPM Auction. The Capacity Market Seller
must promptly address any concerns identified by the Market Monitoring Unit regarding the data
and documentation provided, review the Market Seller Offer Cap proposed by the Market
Monitoring Unit, and attempt to reach agreement with the Market Monitoring Unit on the level
of the Market Seller Offer Cap by no later than ninety (90) days prior to the commencement of
the offer period for the applicable RPM Auction. The Capacity Market Seller shall notify the
Market Monitoring Unit in writing, with a copy to the Office of the Interconnection, whether an
agreement with the Market Monitoring Unit has been reached or, if no agreement has been
reached, specifying the level of Market Seller Offer Cap to which it commits by no later than
eighty (80) days prior to the commencement of the offer period for the applicable RPM Auction.
The Office of the Interconnection shall review the data submitted by the Capacity Market Seller,
make a determination whether to accept or reject the requested unit-specific Market Seller Offer



Cap, and notify the Capacity Market Seller and the Market Monitoring Unit of its determination
in writing, by no later than sixty-five (65) days prior to the commencement of the offer period for
the applicable RPM Auction. If the Market Monitoring Unit does not provide its determination
to the Capacity Market Seller and the Office of the Interconnection by the specified deadline, by
no later than sixty-five (65) days prior to the commencement of the offer period for the
applicable RPM Auction the Office of the Interconnection will make the determination of the
level of the Market Seller Offer Cap, which shall be deemed to be final. If the Capacity Market
Seller does not notify the Market Monitoring Unit and the Office of the Interconnection of the
Market Seller Offer Cap it desires to utilize by no later than eighty (80) days prior to the
commencement of the offer period for the applicable RPM Auction, it shall be required to utilize
a Market Seller Offer Cap determined using the applicable default Avoidable Cost Rate specified
in section 6.7(c) below.

(© Nothing in this section precludes the Capacity Market Seller from filing a petition
with FERC seeking a determination of whether the Sell Offer complies with the requirements of
the Tariff.

(d) For any Third Incremental Auction for Delivery Years through the 2017/2018
Delivery Year, the Market Seller Offer Cap for an Existing Generation Capacity Resource shall
be determined pursuant to subsection (a) of this Section 6.4, or if elected by the Capacity Market
Seller, shall be equal to 1.1 times the Capacity Resource Clearing Price in the Base Residual
Auction for the relevant LDA and Delivery Year. For any Third Incremental Auction for the
2018/2019 or 2019/2020 Delivery Years, the Market Seller Offer Cap for an Existing Generation
Capacity Resource offering as a Base Capacity resource shall be determined pursuant to
subsection (a) of this Section 6.4, or if elected by the Capacity Market Seller, shall be equal to
1.1 times the Capacity Resource Clearing Price in the Base Residual Auction for the relevant
LDA and Delivery Year. For any Third Incremental Auction for the 2018/2019 Delivery Year or
any subsequent Delivery Year, the Market Seller Offer Cap for an Existing Generation Capacity
Resource offering as a Capacity Performance Resource shall be determined pursuant to
subsection (a) of this Section 6.4, or if elected by the Capacity Market Seller, shall be equal to
the greater of the Net Cost of New Entry times the Balancing Ratio for the relevant LDA and
Delivery Year or 1.1 times the Capacity Resource Clearing Price in the Base Residual Auction
for the relevant LDA and Delivery Year.



6.5  Mitigation

The Office of the Interconnection shall apply market power mitigation measures in any Base
Residual Auction or Incremental Auction for any LDA, Unconstrained LDA Group, or the PJIM
Region that fails the Market Structure Test.

@) Mitigation for Generation Capacity Resources.
1) Existing Generation Capacity Resource

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

i) Planned Generation Capacity Resources

(A)  Sell Offers based on Planned Generation Capacity Resources
(including External Planned Generation Capacity Resources) shall be
presumed to be competitive and shall not be subject to market power
mitigation in any Base Residual Auction or Incremental Auction for
which such resource qualifies as a Planned Generation Capacity Resource,
but any such Sell Offer shall be rejected if it meets the criteria set forth in
subsection (C) below, unless the Capacity Market Seller obtains approval
from FERC for use of such offer prior to the close of the offer period for
the applicable RPM Auction.

(B)  Sell Offers based on Planned Generation Capacity Resources
(including Planned External Generation Capacity Resources) shall be
deemed competitive and not be subject to mitigation if: (1) collectively all
such Sell Offers provide Unforced Capacity in an amount equal to or
greater than two times the incremental quantity of new entry required to
meet the LDA Reliability Requirement; and (2) at least two unaffiliated
suppliers have submitted Sell Offers for Planned Generation Capacity
Resources in such LDA. Notwithstanding the foregoing, any Capacity
Market Seller, together with Affiliates, whose Sell Offers based on
Planned Generation Capacity Resources in that modeled LDA are pivotal,
shall be subject to mitigation.

(C)  Where the two conditions stated in subsection (B) above are not
met, or the Sell Offer is pivotal, the Sell Offer shall be rejected if it
exceeds 140 percent of: 1) the average of location-adjusted Sell Offers for
Planned Generation Capacity Resources from the same asset class as such
Sell Offer, submitted (and not rejected) (Asset-Class New Plant Offers)
for such Delivery Year; or 2) if there are no Asset-Class New Plant Offers



for such Delivery Year, the average of Asset-Class New Plant Offers for
all prior Delivery Years; or 3) if there are no Asset-Class New Plant
Offers for any prior Delivery Year, the Net CONE applicable for such
Delivery Year in the LDA for which such Sell Offer was submitted. For
purposes of this section, asset classes shall be as stated in section 6.7(c)
below as effective for such Delivery Year, and Asset-Class New Plant
Offers shall be location-adjusted by the ratio between the Net CONE
effective for such Delivery Year for the LDA in which the Sell Offer
subject to this section was submitted and the average, weighted by
installed capacity, of the Net CONEs for all LDAs in which the units
underlying such Asset Class New Plant Offers are located. Following the
conduct of the applicable auction and before the final determination of
clearing prices, in accordance with Section 6.2(b) above, each Capacity
Market Seller whose Sell Offer is so rejected shall be notified in writing
by the Office of the Interconnection by no later than one (1) Business Day
after the close of the offer period for the applicable RPM Auction and
allowed an opportunity to submit a revised Sell Offer that does not exceed
such threshold within one (1) Business Day of the Office of the
Interconnection’s rejection of such Sell Offer. If such revised Sell Offer is
accepted by the Office of the Interconnection, the Office of the
Interconnection then shall clear the auction with such revised Sell Offer in
place. Pursuant to Tariff, Attachment M-Appendix, Section II.F, the
Market Monitoring Unit shall notify in writing each Capacity Market
Seller whose Sell Offer has been determined to be non-competitive and
subject to mitigation, with a copy to the Office of the Interconnection, by
no later than one (1) Business Day after the close of the offer period for
the

applicable RPM Auction.

(b) Mitigation for Demand Resources

The Market Seller Offer Cap shall not be applied to Sell Offers of Demand Resources or Energy
Efficiency Resources.



6.6  Offer Requirement for Capacity Resources

@) To avoid application of subsection (h) below, all of the installed capacity of all
Existing Generation Capacity Resources located in the PJIM Region shall be offered by the
Capacity Market Seller that owns or controls all or part of such resource (which may include
submission as Self-Supply) in all RPM Auctions for each Delivery Year, less any amount
determined by the Office of the Interconnection to be eligible for an exception to this RPM must-
offer requirement, where installed capacity is determined as of the date on which bidding
commences for each RPM Auction pursuant to Tariff, Attachment DD, section 5.6.6. The
Unforced Capacity of such resources is determined using the EFORd value that is submitted by
the Capacity Market Seller in its Sell Offer, which shall not exceed the maximum EFORd for
that resource as defined in section 6.6(b). If a resource should be included on the list of Existing
Generation Capacity Resources subject to the RPM must-offer requirement that is maintained by
the Market Monitoring Unit pursuant to Tariff, Attachment M-Appendix, section 11.C.1, but is
omitted therefrom whether by mistake of the Market Monitoring Unit or failure of the Capacity
Market Seller that owns or controls all or part of such resource to provide information about the
resource to the Market Monitoring Unit, this shall not excuse such resource from the RPM must-
offer requirement.

(b) For each Existing Generation Capacity Resource, a potential Capacity Market
Seller must timely provide to the Market Monitoring Unit and the Office of the Interconnection
all data and documentation required under this section 6.6 to establish the maximum EFORd
applicable to each resource in accordance with standards and procedures specified in the PJIM
Manuals. The maximum EFORd that may be used in a Sell Offer for RPM Auctions held prior
to the date on which the final EFORdSs used for a Delivery Year are posted, is the greater of (i)
the average EFOR for the five consecutive years ending on the September 30 that last precedes
the Base Residual Auction, or (ii) the EFORd for the 12 months ending on the September 30 that
last precedes the Base Residual Auction.

Notwithstanding the foregoing, a Capacity Market Seller may request an alternate maximum
EFORd for Sell Offers submitted in such auctions if it has a documented, known reason that
would result in an increase in its EFORd, by submitting a written request to the Market
Monitoring Unit and Office of the Interconnection, along with data and documentation required
to support the request for an alternate maximum EFORd, by no later one hundred twenty (120)
days prior to the commencement of the offer period for the Base Residual Auction for the
applicable Delivery Year. The Capacity Market Seller must address any concerns identified by
the Market Monitoring Unit and/or the Office of the Interconnection regarding the data and
documentation provided and attempt to reach agreement with the Market Monitoring Unit on the
level of the alternate maximum EFORd by no later than ninety (90) days prior to the
commencement of the offer period for the Base Residual Auction for the applicable Delivery
Year. As further described in Tariff, Attachment M-Appendix, section II.C, the Market
Monitoring Unit shall notify the Capacity Market Seller and the Office of the Interconnection in
writing of its determination of the requested alternate maximum EFORd by no later than ninety
(90) days prior to the commencement of the offer period for the Base Residual Auction for the
applicable Delivery Year. By no later than eighty (80) days prior to the commencement of the
offer period for the Base Residual Auction for the applicable Delivery Year, the Capacity Market



Seller shall notify the Office of the Interconnection and the Market Monitoring Unit in writing
whether it agrees with the Market Monitoring Unit on the alternate maximum EFORd or, if no
agreement has been reached, specifying the level of alternate maximum EFORd to which it
commits. If a Capacity Market Seller fails to request an alternate maximum EFOR prior to the
specified deadlines, the maximum EFORd for the applicable RPM Auction shall be deemed to be
the default EFORd calculated pursuant to this section.

The maximum EFORd that may be used in a Sell Offer for Third Incremental Auction, and for
Conditional Incremental Auctions held after the date on which the final EFORd used for a
Delivery Year is posted, is the EFORd for the 12 months ending on the September 30 that last
precedes the submission of such offers.

(© [Reserved for Future Use]

(d) In the event that a Capacity Market Seller and the Market Monitoring Unit cannot
agree on the maximum level of the alternate EFORd that may be used in a Sell Offer for RPM
Auctions held prior to the date on which the final EFORds used for a Delivery Year are posted,
the Office of the Interconnection shall make its own determination of the maximum level of the
alternate EFORd based on the requirements of the Tariff and the PJIM Manuals, per Tariff,
Attachment DD, section 5.8, by no later than sixty-five (65) days prior to the commencement of
the offer period for the Base Residual for the applicable Delivery Year, and shall notify the
Capacity Market Seller and the Market Monitoring Unit in writing of such determination.

(e Nothing in this section precludes the Capacity Market Seller from filing a petition
with FERC seeking a determination of whether the EFORd complies with the requirements of
the Tariff.

()] Notwithstanding the foregoing, a Capacity Market Seller may submit an EFORd
that it chooses for an RPM Auction held prior to the date on which the final EFORd used for a
Delivery Year is posted, provided that (i) it has participated in good faith with the process
described in this section 6.6 and in Tariff, Attachment M-Appendix, section I1.C, (ii) the offer is
no higher than the level defined in any agreement reached by the Capacity Market Seller and the
Market Monitoring Unit that resulted from the foregoing process, and (iii) the offer is accepted
by the Office of the Interconnection subject to the criteria set forth in the Tariff and the PIM
Manuals.

(9) A Capacity Market Seller that owns or controls an existing generation resource in
the PJM Region that is capable of qualifying as an Existing Generation Capacity Resource as of
the date on which bidding commences for an RPM Auction may not avoid the rule in subsection
(a) or be removed from Capacity Resource status by failing to qualify as a Generation Capacity
Resource, or by attempting to remove a unit previously qualified as a Generation Capacity
Resource from classification as a Capacity Resource for that RPM Auction. However,
generation resource may qualify for an exception to the RPM must-offer requirement, as shown
by appropriate documentation, if the Capacity Market Seller that owns or controls such resource
demonstrates that it: (i) is reasonably expected to be physically unable to participate in the
relevant Delivery Year; (ii) has a financially and physically firm commitment to an external sale



of its capacity, or (iii) was interconnected to the Transmission System as an Energy Resource
and not subsequently converted to a Capacity Resource.

In order to establish that a resource is reasonably expected to be physically unable to
participate in the relevant auction as set forth in (i) above, the Capacity Market Seller must
demonstrate that:

A. It has a documented plan in place to retire the resource prior to or during the Delivery
Year, and has submitted a notice of Deactivation to the Office of the Interconnection
consistent with Tariff, Part V, section 113.1, without regard to whether the Office of the
Interconnection has requested the Capacity Market Seller to continue to operate the
resource beyond its desired deactivation date in accordance with Tariff, Part V, section
113.2 for the purpose of maintaining the reliability of the PJIM Transmission System and
the Capacity Market Seller has agreed to do so;

B. Significant physical operational restrictions cause long term or permanent changes to the
installed capacity value of the resource, or the resource is under major repair that will
extend into the applicable Delivery Year, that will result in the imposition of RPM
performance penalties pursuant to Tariff, Attachment DD;

C. The Capacity Market Seller is involved in an ongoing regulatory proceeding (e.g. —
regarding potential environmental restrictions) specific to the resource and has received
an order, decision, final rule, opinion or other final directive from the regulatory authority
that will result in the retirement of the resource; or

D. A resource considered an Existing Generating Capacity Resource because it cleared an
RPM Auction for a Delivery Year prior to the Delivery Year of the relevant auction, but
which is not yet in service, is unable to achieve full commercial operation prior to the
Delivery Year of the relevant auction. The Capacity Market Seller must submit to the
Office of the Interconnection and the Market Monitoring Unit a written sworn, notarized
statement of a corporate officer certifying that the resource will not be in full commercial
operation prior to the referenced Delivery Year.

In order to establish that a resource has a financially and physically firm commitment to
an external sale of its capacity as set forth in (ii) above, the Capacity Market Seller must
demonstrate that it has entered into a unit-specific bilateral transaction for service to load located
outside the PJM Region, by a demonstration that such resource is identified on a unit-specific
basis as a network resource under the transmission tariff for the control area applicable to such
external load, or by an equivalent demonstration of a financially and physically firm commitment
to an external sale. The Capacity Market Seller additionally shall identify the megawatt amount,
export zone, and time period (in days) of the export.

A Capacity Market Seller that seeks approval for an exception to the RPM must-offer
requirement, for any reason other than the reason specified in Paragraph A above, shall first
submit such request in writing, along with all supporting data and documentation, to the Market
Monitoring Unit for evaluation, notifying the Office of the Interconnection by copy of the same,



by no later than one hundred twenty (120) days prior to the commencement of the offer period
for the applicable RPM Auction.

In order to obtain an exception to the RPM must-offer requirement for the reason
specified in Paragraph A above, a Capacity Market Seller shall first submit a preliminary
exception request in writing, along with supporting data and documentation indicating the
reasons and conditions upon which the Capacity Market Seller is relying in its analysis of
whether to retire such resource, to the Market Monitoring Unit for evaluation, notifying the
Office of the Interconnection by copy of the same, by no later than (a) November 1, 2013 for the
Base Residual Auction for the 2017/2018 Delivery Year, (b) the September 1 that last precedes
the Base Residual Auction for the 2018/2019 and subsequent Delivery Years, and (c) two
hundred forty (240) days prior to the commencement of the offer period for the applicable
Incremental Auction. By no later than five (5) Business Days after receipt of any such
preliminary exception requests, the Office of the Interconnection will post on its website a
summary of the number of megawatts of Generation Capacity Resources for which it has
received notification of preliminary exception requests, on an aggregate basis by Zone and
Locational Deliverability Area that comprises a subset of a Zone, as specified in the PJIM
Manuals.

Thereafter, as applicable, such Capacity Market Seller shall by no later than (a) the
December 1 that last precedes the Base Residual Auction for the applicable Delivery Year, or (b)
one hundred twenty (120) days prior to the commencement of the offer period for the applicable
Incremental Auction, either (a) notify the Office of the Interconnection and the Market
Monitoring Unit in writing that it is withdrawing its preliminary exception request and
explaining the changes to its analysis of whether to retire such resource that support its decision
to withdraw, or (b) demonstrate that it has met the requirements specified under Paragraph A
above. By no later than five (5) Business Days after receipt of such notification, the Office of
the Interconnection will post on its website a revised summary of the number of megawatts of
Generation Capacity Resources for which it has received requests for exceptions to the RPM
must-offer requirement for the reason specified in Paragraph A above, on an aggregate basis by
Zone and Locational Deliverability Area that comprises a subset of a Zone, as specified in the
PJM Manuals.

A Capacity Market Seller that seeks to remove a Generation Capacity Resource from
Capacity Resource status shall first submit a preliminary request in writing, along with
supporting data and documentation indicating the reasons and conditions upon which the
Capacity Market Seller is relying in its analysis of whether to remove the Capacity Resource
status of such resource to the Market Monitoring Unit for evaluation, notifying the Office of the
Interconnection by copy of the same, by no later than (a) the September 1 that last precedes the
Base Residual Auction, and (b) two hundred forty (240) days prior to the commencement of the
offer period for the applicable Incremental Auction. For the Base Residual Auction for the
2023/2024 Delivery Year, a Capacity Market Seller that seeks to remove a Generation Capacity
Resource from Capacity Resource status shall first submit such preliminary request by no later
than November 1, 2019. By no later than five (5) Business Days after receipt of any such
preliminary requests, the Office of the Interconnection will post on its website a summary of the
number of megawatts of Generation Capacity Resources for which it has received notification of



preliminary requests, on an aggregate basis by Zone and Locational Deliverability Area that
comprises a subset of a Zone, as specified in the PJIM Manuals.

Thereafter, as applicable, such Capacity Market Seller shall, by no later than (a) the
December 1 that last precedes the Base Residual Auction for the applicable Delivery Year, or (b)
one hundred twenty (120) days prior to the commencement of the offer period for the applicable
Incremental Auction, notify the Office of the Interconnection and the Market Monitoring Unit in
writing that it is either (a) withdrawing its preliminary request and explaining the changes to its
analysis that support its decision to withdraw, or (b) confirming its preliminary decision to
remove the Generation Capacity Resource from Capacity Resource status. By no later than five
(5) Business Days after receipt of such notification, the Office of the Interconnection will post on
its website a revised summary of the number of megawatts of Generation Capacity Resources for
which it has received requests to remove its Capacity Resource status, on an aggregate basis by
Zone and Locational Deliverability Area that comprises a subset of a Zone, as specified in the
PJM Manuals.

The Market Monitoring Unit shall analyze the effects of the proposed removal of a
Generation Capacity Resource from Capacity Resource status with regard to potential market
power issues and shall notify the Capacity Market Seller and the Office of the Interconnection in
writing of its determination of the request to remove the Generation Capacity Resource from
Capacity Resource status, and whether a market power issue has been identified, by no later than
ninety (90) days prior to the commencement of the offer period for the applicable RPM Auction.
Such notice shall include the specific market power impact resulting from the proposed removal
of the Generation Capacity Resource from Capacity Resource status, as well as an initial
assessment of any steps that could be taken to mitigate the market power impact.

A Capacity Market Seller may only remove the Generation Capacity Resource from
Capacity Resource status if (i) the Market Monitoring Unit has determined that the Generation
Capacity Resource meets the applicable criteria set forth in Tariff, Attachment DD, sections
5.6.6 and this section 6.6 and the Office of the Interconnection agrees with this determination, or
(if) the Commission has issued an order terminating the Capacity Resource status of the resource,
or (iii) it is required as set forth in Tariff, Attachment DD, section 6.6A(c). Nothing herein shall
require a Market Seller to offer its resource into an RPM Auction prior to seeking to remove a
resource from Capacity Resource status, subject to satisfaction of this section 6.6. A Generation
Capacity Resource that is removed from Capacity Resource status shall no longer qualify as an
Existing Generation Capacity Resource, and the Capacity Interconnection Rights associated with
such facility shall be subject to termination in accordance with the rules described in Tariff, Part
VI, section 230.3.3. The Office of the Interconnection shall amend the applicable Interconnection
Service Agreement or wholesale market participation agreement to reflect any such removal of
the Capacity Interconnection Rights, and shall report the amended agreement to the Commission
in the same manner as the original (e.g., FERC filing or Electronic Quarterly Reports). The
Office of the Interconnection shall file the amended agreement unexecuted if the Interconnection
Customer or wholesale market participant does not sign the amended Interconnection Service
Agreement or wholesale market participation agreement.

If the Capacity Market Seller disagrees with the Market Monitoring Unit’s determination
of its request to remove a resource from Capacity Resource status or its request for an exception



to the RPM must-offer requirement, it must notify the Market Monitoring Unit in writing, with a
copy to the Office of the Interconnection, of the same by no later than eighty (80) days prior to
the commencement of the offer period for the applicable RPM Auction. After the Market
Monitoring Unit has made its determination of whether a resource may be removed from
Capacity Resource status, or whether the resource meets one of the exceptions thereto, and has
notified the Capacity Market Seller and the Office of the Interconnection of the same pursuant to
Tariff, Attachment M-Appendix, section 11.C.4, the Office of the Interconnection shall approve
or deny the request. The request shall be deemed to be approved by the Office of the
Interconnection, consistent with the determination of the Market Monitoring Unit, unless the
Office of the Interconnection notifies the Capacity Market Seller and Market Monitoring Unit,
by no later than sixty-five (65) days prior to the date on which the offer period for the applicable
RPM Auction commences, that the request is denied.

If the Market Monitoring Unit does not timely notify the Capacity Market Seller and the
Office of the Interconnection of its determination of the request to remove a Generation Capacity
Resource from Capacity Resource status or for an exception to the RPM must-offer requirement,
the Office of the Interconnection shall make the determination whether the request shall be
approved or denied, and will notify the Capacity Market Seller of its determination in writing,
with a copy to the Market Monitoring Unit, by no later than sixty-five (65) days prior to the date
on which the offer period for the applicable RPM Auction commences.

After the Market Monitoring Unit and the Office of the Interconnection have made their
determinations of whether a resource meets the criteria to qualify for an exception to the RPM
must-offer requirement, the Capacity Market Seller must notify the Market Monitoring Unit and
the Office of the Interconnection whether it intends to exclude from its Sell Offer some or all of
the subject capacity on the basis of an identified exception by no later than sixty-five (65) days
prior to the date on which the offer period for the applicable RPM Auction commences. PJM
does not make determinations of whether withholding of capacity constitutes market power. A
Generation Capacity Resource that does not qualify for submission into an RPM Auction
because it is not owned or controlled by the Capacity Market Seller for a full Delivery Year is
not subject to the offer requirement hereunder; provided, however, that a Capacity Market Seller
planning to transfer ownership or control of a Generation Capacity Resource during a Delivery
Year pursuant to a sale or transfer agreement entered into after March 26, 2009 shall be required
to satisfy the offer requirement hereunder for the entirety of such Delivery Year and may satisfy
such requirement by providing for the assumption of this requirement by the transferee of
ownership or control under such agreement.

If a Capacity Market Seller doesn’t timely seek to remove a Generation Capacity
Resource from Capacity Resource status or timely submit a request for an exception to the RPM
must-offer requirement, the Generation Capacity Resource shall only be removed from Capacity
Resource status, and may only be approved for an exception to the RPM must-offer requirement,
upon the Capacity Market Seller requesting and receiving an order from FERC, prior to the close
of the offer period for the applicable RPM Auction, directing the Office of the Interconnection to
remove the resource from Capacity Resource status and/or granting an exception to the RPM
must-offer requirement or a waiver of the RPM must-offer requirement as to such resource.



(h) Any existing generation resource located in the PJM Region that satisfies the
criteria in the definition of Existing Generation Capacity Resource as of the date on which
bidding commences for the Base Residual Auction for a Delivery Year, that is not offered into
such Base Residual Auction, and that does not meet any of the exceptions stated in the prior
subsection (g): (i) may not participate in any subsequent Incremental Auctions conducted for
such Delivery Year; (ii) shall not receive any payments under Tariff, Attachment DD, section
5.14 for such Delivery Year for the capacity of such Generation Capacity Resources; and (iii)
shall not be permitted to satisfy any LSE’s Unforced Capacity Obligation, or any entity’s
obligation to obtain the commitment of Capacity Resources, for such Delivery Year.

All generation resources located in the PJM Region that satisfy the criteria in the
definition of Existing Generation Capacity Resource as of the date on which bidding commences
for an Incremental Auction for a particular Delivery Year, but that did not satisfy such criteria as
of the date that on which bidding commenced in the Base Residual Auction for that Delivery
Year, that is not offered into that Incremental Auction, and that does not meet any of the
exceptions stated in the prior subsection (g): (i) may not participate in any subsequent
Incremental Auctions conducted for such Delivery Year; (ii) shall not receive any payments
under Tariff, Attachment DD, section 5.14 for such Delivery Year for the capacity of such
Generation Capacity Resources; and (iii) shall not be permitted to satisfy any LSE’s Unforced
Capacity Obligation, or any entity’s obligation to obtain the commitment of Capacity Resources,
for such Delivery Year.

All Existing Generation Capacity Resources that are offered into a Base Residual Auction
or Incremental Auction for a particular Delivery Year but do not clear in such auction, that are
not offered into each subsequent Incremental Auction, and that do not meet any of the exceptions
stated in the prior subsection (g): (i) may not participate in any Incremental Auctions conducted
for such Delivery Year subsequent to such failure to offer; (ii) shall not receive any payments
under Tariff, Attachment DD, section 5.14 for such Delivery Year for the capacity of such
Generation Capacity Resources; and (iii) shall not be permitted to satisfy any LSE’s Unforced
Capacity Obligation, or any entity’s obligation to obtain the commitment of Capacity Resources,
for such Delivery Year.

Any such Existing Generation Capacity Resources may also be subject to further action
by the Market Monitoring Unit under the terms of Tariff, Attachment M and Tariff, Attachment
M — Appendix.

Q) In addition to the remedies set forth in subsections (g) and (h) above, if the
Market Monitoring Unit determines that one or more Capacity Market Sellers’ failure to offer
part or all of one or more existing generation resources, for which the Office of the
Interconnection has not approved an exception to the RPM must-offer requirement, into an RPM
Auction as required by this Section 6.6 would result in an increase of greater than five percent in
any Zonal Capacity Price determined through such auction, and the Office of the Interconnection
agrees with that determination, the Office of the Interconnection shall apply to FERC for an
order, on an expedited basis, directing such Capacity Market Seller to participate in the relevant
RPM Auction, or for other appropriate relief, and PJM will postpone clearing the auction
pending FERC’s decision on the matter. If the Office of the Interconnection disagrees with the



Market Monitoring Unit’s determination and does not apply to FERC for an order directing the
Capacity Market Seller to participate in the auction or for other appropriate relief, the Market
Monitoring Unit may exercise its powers to inform Commission staff of its concerns and to seek
appropriate relief.



6.6A Offer Requirement for Capacity Performance Resources

@) For the 2018/2019 Delivery Year and subsequent Delivery Years, the installed
capacity of every Generation Capacity Resource located in the PJM Region that is capable (or
that reasonably can become capable) of qualifying as a Capacity Performance Resource shall be
offered as a Capacity Performance Resource by the Capacity Market Seller that owns or controls
all or part of such resource (which may include submission as Self-Supply) in all RPM Auctions
for each such Delivery Year, less any amount determined by the Office of the Interconnection to
be eligible for an exception to the Capacity Performance Resource must-offer requirement,
where installed capacity is determined as of the date on which bidding commences for each RPM
Auction pursuant to Tariff, Attachment DD, section 5.6.6.

(b) Determinations of EFORd and Unforced Capacity made under this section 6.6 as
to a Generation Capacity Resource shall govern the offers required under this section as to the
same Generation Capacity Resource.

(© Exceptions to the requirement in subsection (a) shall be permitted only for a
resource which the Capacity Market Seller demonstrates is reasonably expected to be physically
incapable of satisfying the requirements of a Capacity Performance Resource. Intermittent
Resources, Capacity Storage Resources, Demand Resources, and Energy Efficiency Resources
shall not be required to offer as a Capacity Performance Resource, but shall not be precluded
from being offered as a Capacity Performance Resource at a level that demonstrably satisfies
such requirements. Exceptions shall be determined using the same timeline and procedures as
specified in section 6.6.

Effective with the 2023/2024 Delivery Year, Capacity Market Sellers seeking an
exception for a Base Residual Auction on the basis that a resource is incapable of meeting the
Capacity Performance Resource requirement shall include a documented plan with the
submission of their request showing the steps the Capacity Market Seller intends to pursue for
the resource to become physically capable of satisfying the requirements of a Capacity
Performance Resource. Such plan shall include (i) a timeline for design, permitting,
procurement, and construction milestones, as applicable, where such timeline shall not exceed
one Base Residual Auction exception, and (ii) evidence of corporate commitment (e.g., an SEC
filing, a press release, or a letter from a duly authorized corporate officer indicating intent to
make such investment). Periodic updates on the progress, shall be provided by the Capacity
Market Seller to the Office of the Interconnection and the Market Monitoring Unit for their
review by no later than (i) one hundred twenty (120) days prior to the commencement of the
offer period for subsequent Incremental Auctions for the applicable Delivery Years, and (ii) the
December 1 that last precedes subsequent Base Residual Auctions. The Capacity Market Seller
shall also immediately notify the Office of the Interconnection and the Market Monitoring Unit
of any material changes to the plan that may occur. Upon request by a Capacity Market Seller, a
one year extension to the plan timeline shall be permissible only for delays not caused by the
Capacity Market Seller, and that could not have been remedied through the exercise of due
diligence by the Capacity Market Seller. In no event may an exception be requested by the
Capacity Market Seller for more than two Base Residual Auctions.



Failure to submit a documented plan, or lack of good faith effort by a Capacity Market
Seller to make an Existing Generation Capacity Resource physically capable of meeting the
requirements of a Capacity Performance Resource in accordance with a documented plan, shall
result in the removal of the resource’s Capacity Resource status effective with the first future
Delivery Year for which the resource was granted an exception, no earlier than the 2023/2024
Delivery Year. The Office of the Interconnection shall amend the applicable Interconnection
Service Agreement or wholesale market participation agreement to reflect any such removal of
the Capacity Interconnection Rights, and shall report the amended agreement to the Commission
in the same manner as the original (e.g. FERC Filing or Electronic Quarterly Reports). The
Office of the Interconnection shall file the amended agreement unexecuted if the Interconnection
Customer or wholesale market participant does not sign the amended Interconnection Service
Agreement or wholesale market participation agreement. The required change in Capacity
Resource status shall only apply to those Generation Capacity Resources that are shown to be
physically incapable of satisfying the requirements of a Capacity Performance Resource.

(d) A resource not exempted or excepted under subsection (c) hereof that is capable
of qualifying as a Capacity Performance Resource and does not offer into an RPM Auction as a
Capacity Performance Resource shall be subject to the same restrictions on subsequent offers,
and other possible remedies, as specified in section 6.6.



6.7 Data Submission

€)) Potential participants in any PJM Reliability Pricing Model Auction shall submit,
together with supporting documentation for each item, to the Market Monitoring Unit and the
Office of the Interconnection no later than one hundred twenty (120) days prior to the posted
date for the conduct of such auction, a list of owned or controlled generation resources by PJIM
transmission zone for the specified Delivery Year, including the amount of gross capacity, the
EFORd and the net (unforced) capacity. A potential participant intending to offer any Capacity
Performance Resource at or below the default Market Seller Offer Cap described in Tariff,
Attachment DD, section 6.4(a) must provide the associated offer cap and the MW to which the
offer cap applies.

(b) Except as provided in subsection (c) below, potential participants in any PJM
Reliability Pricing Model Auction in any LDA or Unconstrained LDA Group that request a unit
specific Avoidable Cost Rate shall, in addition, submit the following data, together with
supporting documentation for each item, to the Market Monitoring Unit no later than one
hundred twenty (120) days prior to the commencement of the offer period for such auction:

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

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

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

I that is in an Unconstrained LDA Group or, if this is the relevant market,
the entire PJM Region, and is in a resource class identified in the table below as not likely to
include the marginal price-setting resources in such auction; or

ii. for which the potential participant commits that any Sell Offer it submits
as to such resource shall not include any price above: (1) the applicable default level identified
below for the relevant resource class, less (2) the Projected PJIM Market Revenues for such
resource, as determined in accordance with this Tariff.

Nothing herein precludes the Market Monitoring Unit from requesting additional information
from any potential auction participant as deemed necessary by the Market Monitoring Unit,
including, without limitation, additional cost data on resources in a class that is not otherwise
expected to include the marginal price setting resource as outlined in Tariff, Attachment M-
Appendix, section I1.G. Any Sell Offer submitted in any auction that is inconsistent with any
agreement or commitment made pursuant to this subsection shall be rejected, and the Capacity
Market Seller shall be required to resubmit a Sell Offer that complies with such agreement or



commitment within one (1) Business Day of the Office of the Interconnection’s rejection of such
Sell Offer. If the Capacity Market Seller does not timely resubmit its Sell Offer, fails to request
a unit-specific Avoidable Cost Rate by the specified deadline, or if the Office of the
Interconnection determines that the information provided by the Capacity Market Seller in
support of the requested unit-specific Avoidable Cost Rate or Sell Offer is incomplete, the
Capacity Market Seller shall be deemed to have submitted a Sell Offer that complies with the
commitments made under this subsection, with a default offer for the applicable class of resource
or nearest comparable class of resource determined under this subsection (c)(ii). The obligation
imposed under section 6.6(a) above shall not be satisfied unless and until the Capacity Market
Seller submits (or is deemed to have submitted) a Sell Offer that conforms to its commitments
made pursuant to this subsection or subject to the procedures set forth in section 6.4 above and
Tariff, Attachment M-Appendix, section I1.H.

The default retirement and mothball Avoidable Cost Rates (“ACR”) referenced in this subsection
(c)(ii) are as set forth in the tables below for the 2013/2014 Delivery Year through the
2016/2017 Delivery Year. Capacity Market Sellers shall use the one-year mothball Avoidable
Cost Rate shown below, unless such Capacity Market Seller satisfies the criteria set forth in
section 6.7(e) below, in which case the Capacity Market Seller may use the retirement Avoidable
Cost Rate. PJM shall also publish on its Web site the number of Generation Capacity Resources
and megawatts per LDA that use the retirement Avoidable Cost Rates. A Capacity Market Seller
may not use the default Market Seller Offer Cap contained in the ACR tables in this subsection,
and also seek to include any one or more categories of the Avoidable Cost Rate defined section
6.8 below.



Maximum Avoidable Cost Rates by Technology Class

2016/201
2013/14 2014/15 2015/16 7
2013/14 | Retireme | 2014/15 | Retireme | 2015/16 | Retireme | 2016/2017 | Retireme
pomball T npacr | Nomeall | ppacr | Motball | peacr | MR | e ACR
($/IMW- ($/MW- ($IMW- ($/MW- (S/MW- ($/MW- (SIMW- ($/MW-
Technology | Day) Day) Day) Day) Day) Day) Day) Day)
Nuclear N/A N/A N/A N/A N/A N/A N/A N/A
Pumped
Storage $23.64 $33.19 $24.56 $34.48 $25.56 $35.89 $24.05 $33.78
Hydro $80.80 $105.67 $83.93 $109.76 $87.35 $114.24 $82.23 $107.55
Sub-Critical
Coal $193.98 $215.02 $201.49 $223.35 $209.71 $232.46 $197.43 $218.84
Super Critical
Coal $200.41 $219.21 $208.17 $227.70 $216.66 $236.99 $203.96 $223.10
Waste Coal -
Small $255.81 $309.83 $265.72 $321.83 $276.56 $334.96 $260.35 $315.34
Waste Coal —
Large $94.61 $114.29 $98.27 $118.72 $102.28 $123.56 $96.29 $116.32
Wind N/A N/A N/A N/A N/A N/A N/A N/A
CC-2on1
Frame F $35.18 $49.90 $36.54 $51.83 $38.03 $53.94 $35.81 $50.79
CC-3on1
Frame
E/Siemens $39.06 $52.89 $40.57 $54.94 $42.23 $57.18 $39.75 $53.83
CC-3or
More on 1 or
More Frame
F $30.46 $42.28 $31.64 $43.92 $32.93 $45.71 $30.99 $43.03
CC-NUG
Cogen. Frame
BorE
Technology $130.76 $175.71 $135.82 $182.52 $141.36 $189.97 $133.09 $178.83
CT- 1st&
2nd Gen.
Aero (P&W
FT 4) $27.96 $37.19 $29.04 $38.63 $30.22 $40.21 $28.45 $37.85
CT-1st&
Gen. Frame B | $27.63 $36.87 $28.70 $38.30 $29.87 $39.86 $28.11 $37.52
CT - 2nd
Gen. Frame E | $26.26 $35.14 $27.28 $36.50 $28.39 $37.99 $26.73 $35.77
CT - 3rd Gen.
Aero (GE LM
6000) $63.57 $93.70 $66.03 $97.33 $68.72 $101.30 $64.70 $95.37
CT - 3rd Gen.
Aero (P&W
FT -8
TwinPak) $33.34 $49.16 $34.63 $51.06 $36.04 $53.14 $33.93 $50.03
CT - 3rd
Gen. Frame F | $26.96 $38.83 $28.00 $40.33 $29.14 $41.98 $27.43 $39.52
Diesel $29.92 $37.98 $31.08 $39.45 $32.35 $41.06 $30.44 $38.66




Oil and Gas

Steam

$74.20 $90.33 $77.07 $93.83 $80.21 $97.66 $75.51 $91.94

Commencing with the Base Residual Auction for the 2017/2018 Delivery Year, the Office of the
Interconnection shall determine the default retirement and mothball Avoidable Cost Rates
referenced in section (c)(ii) above, and post them on its website, by no later than one hundred
fifty (150) days prior to the commencement of the offer period for each Base Residual Auction.
To determine the applicable ACR rates, the Office of the Interconnection shall use the actual rate
of change in the historical values from the Handy-Whitman Index of Public Utility Construction
Costs or a comparable index approved by the Commission (“Handy-Whitman Index”) to the
extent they are available to update the base values for the Delivery Year, and for future Delivery
Years for which the updated Handy-Whitman Index values are not yet available the Office of the
Interconnection shall update the base values for the Delivery Year using the most recent ten-
calendar-year annual average rate of change. The ACR rates shall be expressed in dollar values
for the applicable Delivery Year.

Maximum Avoidable Cost Rates by Technology Class
(Expressed in 2011 Dollars for the 2011/2012 Delivery Year)

Mothball ACR ($/MW- Retirement ACR

Technology Day) ($/MW-Day)
Combustion Turbine - Industrial Frame $24.13 $33.04

Coal Fired $136.91 $157.83
Combined Cycle $29.58 $40.69
Combustion Turbine - Aero Derivative $26.13 $37.18

Diesel $25.46 $32.33

Hydro $68.78 $89.96

QOil and Gas Steam $63.16 $76.90

Pumped Storage $20.12 $28.26

To determine the default retirement and mothball ACR values for the 2017/2018 Delivery Year,
the Office of the Interconnection shall multiply the base default retirement and mothball ACR
values in the table above by a factor equal to one plus the most recent annual average rate of
change in the July Handy-Whitman Indices for the 2011 to 2013 calendar years to determine
updated base default retirement and mothball ACR values. The updated base default retirement
and mothball ACR values shall then be multiplied by a factor equal to one plus the most recent
ten-calendar-year annual average rate of change in the applicable Handy-Whitman Index, taken
to the fourth power, as calculated by the Office of the Interconnection and posted to its website.

To determine the default retirement and mothball ACR values for the 2018/2019 and 2019/2020
Delivery Years for Base Capacity Resources, the Office of the Interconnection shall multiply the
updated base default retirement and mothball ACR values from the immediately preceding
Delivery Year by a factor equal to one plus the most recent annual average rate of change in the




July Handy-Whitman Index. These values become the new adjusted base default retirement and
mothball ACR values, as calculated by the Office of the Interconnection and posted to its
website. These resulting adjusted base values for the Delivery Year shall be multiplied by a
factor equal to one plus the most recent ten-calendar-year annual average rate of change in the
applicable Handy-Whitman Index, taken to the fourth power, as calculated by the Office of the
Interconnection and posted to its website.

PJM shall also publish on its website the number of Generation Capacity Resources and
megawatts per LDA that use the retirement Avoidable Cost Rates.

After the Market Monitoring Unit conducts its annual review of the table of default Avoidable
Cost Rates included in section 6.7(c) above in accordance with the procedure specified in Tariff,
Attachment M-Appendix, section 11.H, it will provide updated values or notice of its
determination that updated values are not needed to Office of the Interconnection. In the event
that the Office of the Interconnection determines that the values should be updated, the Office of
the Interconnection shall file its proposed values with the Commission by no later than October
30th prior to the commencement of the offer period for the first RPM Auction for which it
proposes to apply the updated values.

(d) In order for costs to qualify for inclusion in the Market Seller Offer Cap, the
Capacity Market Seller must provide to the Market Monitoring Unit and the Office of the
Interconnection relevant unit-specific cost data concerning each data item specified as set forth
in section 6 by no later than one hundred twenty (120) days prior to the commencement of the
offer period for the applicable RPM Auction. If cost data is not available at the time of
submission for the time periods specified in section 6.8 below, costs may be estimated for such
period based on the most recent data available, with an explanation of and basis for the estimate
used, as may be further specified in the PJM Manuals. Based on the data and calculations
submitted by the Capacity Market Sellers for each existing generation resource and the formulas
specified below, the Market Monitoring Unit shall calculate the Market Seller Offer Cap for each
such resource, and notify the Capacity Market Seller and the Office of the Interconnection in
writing of its determination pursuant to Tariff, Attachment M-Appendix, section I1.E.

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

ii. Opportunity Cost: Opportunity Cost shall be the documented price
available to an existing generation resource in a market external to PJM. In the event that the
total MW of existing generation resources submitting opportunity cost offers in any auction for a
Delivery Year exceeds the firm export capability of the PJM system for such Delivery Year, or
the capability of external markets to import capacity in such year, the Office of the
Interconnection will accept such offers on a competitive basis. PJIM will construct a supply curve
of opportunity cost offers, ordered by opportunity cost, and accept such offers to export starting
with the highest opportunity cost, until the maximum level of such exports is reached. The
maximum level of such exports is the lesser of the Office of the Interconnection’s ability to
permit firm exports or the ability of the importing area(s) to accept firm imports or imports of



capacity, taking account of relevant export limitations by location. If, as a result, an opportunity
cost offer is not accepted from an existing generation resource, the Market Seller Offer Cap
applicable to Sell Offers relying on such generation resource shall be the Avoidable Cost Rate
less the Projected Market Revenues for such resource (as defined in section 6.4 above). The
default Avoidable Cost Rate shall be the one year mothball Avoidable Cost Rate set forth in the
tables in section 6.7(c) above unless Capacity Market Seller satisfies the criteria delineated in
section 6.7(e) below.

iii. Projected PJM Market Revenues: Projected PJIM Market Revenues are
defined by section 6.8(d) below, for any Generation Capacity Resource to which the Avoidable
Cost Rate is applied.

(e) In order for the retirement Avoidable Cost Rate set forth in the table in section
6.7(c) to apply, by no later than one hundred twenty (120) days prior to the commencement of
the offer period for the applicable RPM Auction, a Capacity Market Seller must submit to the
Office of the Interconnection and the Market Monitoring Unit a written sworn, notarized
statement of a corporate officer representing that the Capacity Market Seller will retire the
Generation Capacity Resource if it does not receive during the relevant Delivery Year at least the
applicable retirement Avoidable Cost Rate because it would be uneconomic to continue to
operate the Generation Capacity Resource in the Delivery Year without the retirement Avoidable
Cost Rate, and specifying the date the Generation Capacity Resource would otherwise be retired.



6.8 Avoidable Cost Definition

(a)

Avoidable Cost Rate:

The Avoidable Cost Rate for a Generation Capacity Resource that is the subject of a Sell Offer
shall be determined using the following formula, expressed in dollars per MW-year:

Where:

Avoidable Cost Rate = [Adjustment Factor * (AOML + AAE + AFAE + AME +
AVE + ATFI + ACC + ACLE) + ARPIR + APIR + CPQR]

Adjustment Factor equals 1.10 (to provide a margin of error for understatement
of costs) plus an additional adjustment referencing the 10-year average Handy-
Whitman Index in order to account for expected inflation from the time interval
between the submission of the Sell Offer and the commencement of the Delivery
Year.

AOML (Avoidable Operations and Maintenance Labor) consists of the
avoidable labor expenses related directly to operations and maintenance of the
generating unit for the twelve months preceding the month in which the data
must be provided. The categories of expenses included in AOML are those
incurred for: (a) on-site based labor engaged in operations and maintenance
activities; (b) off-site based labor engaged in on-site operations and maintenance
activities directly related to the generating unit; and (c) off-site based labor
engaged in off-site operations and maintenance activities directly related to
generating unit equipment removed from the generating unit site.

o AAE (Avoidable Administrative Expenses) consists of the avoidable
administrative expenses related directly to employees at the generating
unit for twelve months preceding the month in which the data must be
provided. The categories of expenses included in AAE are those incurred
for: (a) employee expenses (except employee expenses included in
AOML); (b) environmental fees; (c) safety and operator training; (d)
office supplies; (¢) communications; and (f) annual plant test, inspection
and analysis.

o AFAE (Avoidable Fuel Availability Expenses) consists of avoidable
operating expenses related directly to fuel availability and delivery for the
generating unit that can be demonstrated by the Capacity Market Seller
based on data for the twelve months preceding the month in which the
data must be provided , or on reasonable projections for the Delivery Year
supported by executed contracts, published tariffs, or other data sufficient
to demonstrate with reasonable certainty the level of costs that have been
or shall be incurred for such purpose. The categories of expenses included
in AFAE are those incurred for: (a) firm gas pipeline transportation; (b)



natural gas storage costs; (c) costs of gas balancing agreements; and (d)
costs of gas park and loan services. AFAE expenses are for firm fuel
supply and apply solely for offers for a Capacity Performance Resource

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

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

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

ACC (Avoidable Carrying Charges) consists of avoidable short-term
carrying charges related directly to the generating unit in the twelve
months preceding the month in which the data must be provided.
Avoidable short-term carrying charges shall include short term carrying
charges for maintaining reasonable levels of inventories of fuel and spare
parts that result from short-term operational unit decisions as measured by
industry best practice standards. For the purpose of determining ACC,
short term is the time period in which a reasonable replacement of
inventory for normal, expected operations can occur.

ACLE (Avoidable Corporate Level Expenses) consists of avoidable
corporate level expenses directly related to the generating unit incurred in
the twelve months preceding the month in which the data must be
provided. Avoidable corporate level expenses shall include only such
expenses that are directly linked to providing tangible services required for
the operation of the generating unit proposed for Deactivation. The
categories of avoidable expenses included in ACLE are those incurred for:
(@) legal services, (b) environmental reporting; and (c) procurement
expenses.

CPQR (Capacity Performance Quantifiable Risk) consists of the
guantifiable and reasonably-supported costs of mitigating the risks of non-



Where:

performance associated with submission of a Capacity Performance
Resource offer (or of a Base Capacity Resource offer for the 2018/19 or
2019/20 Delivery Years), such as insurance expenses associated with
resource non-performance risks. CPQR shall be considered reasonably
supported if it is based on actuarial practices generally used by the
industry to model or value risk and if it is based on actuarial practices used
by the Capacity Market Seller to model or value risk in other aspects of
the Capacity Market Seller’s business. Such reasonable support shall also
include an officer certification that the modeling and valuation of the
CPQR was developed in accord with such practices. Provision of such
reasonable support shall be sufficient to establish the CPQR. A Capacity
Market Seller may use other methods or forms of support for its proposed
CPQR that shows the CPQR is limited to risks the seller faces from
committing a Capacity Resource hereunder, that quantifies the costs of
mitigating such risks, and that includes supporting documentation (which
may include an officer certification) for the identification of such risks and
quantification of such costs. Such showing shall establish the proposed
CPQR upon acceptance by the Office of the Interconnection.

APIR (Avoidable Project Investment Recovery Rate) = Pl * CRF

o P1 is the amount of project investment completed prior to June 1 of
the Delivery Year, except for Mandatory Capital Expenditures
(“CapEx”) for which the project investment must be completed
during the Delivery Year, that is reasonably required to enable a
Generation Capacity Resource that is the subject of a Sell Offer to
continue operating or improve availability during Peak-Hour
Periods during the Delivery Year.

o CREF is the annual capital recovery factor, applied in accordance
with the terms specified below. CRF values are calculated for
recovery periods of 1, 4, 5, 10, 15, 20, 25, and 30 years, using a
standard financial model and assumptions of the following
components: (i) capital structure and cost of capital; (ii) debt
interest rate; (iii) state income tax rate, and (iv) federal income tax
and depreciation rates as utilized by the U.S. Internal Revenue
Service.

The CRF values of the following table shall be used for RPM
Auctions through and including the Base Residual Auction
conducted for 2022/2023 Delivery Year. Thereafter, the table of
CRF values applicable to each RPM Auction shall be determined
and posted on the PJM website by no later than 150 days prior to
the commencement of the offer period of the RPM Auction. The
values of the posted CRF table shall be determined using federal
income tax laws in effect at the time of the determination for the



relevant Delivery Year and shall use the same assumptions of

(i) capital structure and cost of capital; (ii) debt interest rate; and
(iii) state income tax rate, as those utilized to calculate the Cost of
New Entry for the Reference Resource for the relevant Delivery
Year. For the purpose of the CRF determination, the state income
tax rate will be set equal to the average state income tax rate used
to calculate the Cost of New Entry of the Reference Resource
across the four CONE Regions.

Age of Existing Units (Years) Remaining Life of Plant Levelized CRF
(Years)
1to5 30 0.107
6to 10 25 0.114
11to 15 20 0.125
16 to 20 15 0.146
21t0 25 10 0.198
25 Plus 5 0.363
Mandatory CapEx 4 0.450
40 Plus Alternative 1 1.100

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

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

Capital Expenditures and Project Investment

For any given Project Investment, a Capacity Market Seller may make a one-time election to
recover such investment using: (i) the highest CRF and associated recovery schedule to which it
is entitled; or (ii) the next highest CRF and associated recovery schedule. For these purposes, the
CRF and recovery schedule for the 25 Plus category is the next highest CRF and recovery
schedule for both the Mandatory CapEx and the 40 Plus Alternative categories. The Capacity
Market Seller using the above or posted table must provide the Market Monitoring Unit with
information, identifying and supporting such election, including but not limited to the age of the
unit, the amount of the Project Investment, the purpose of the investment, evidence of corporate
commitment (e.g., an SEC filing, a press release, or a letter from a duly authorized corporate
officer indicating intent to make such investment), and detailed information concerning the
governmental requirement (if applicable). Absent other written notification, such election shall
be deemed based on the CRF such Seller employs for the first Sell Offer reflecting recovery of
any portion of such Project Investment.

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



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

Mandatory CapEx Option

The Mandatory CapEx CRF and recovery schedule is an option available, beginning in the third
BRA (Delivery Year 2009-10), to a resource that must make a Project Investment to comply with
a governmental requirement that would otherwise materially impact operating levels during the
Delivery Year, where: (i) such resource is a coal, oil or gas-fired resource that began commercial
operation no fewer than fifteen years prior to the start of the first Delivery Year for which such
recovery is sought, and such Project Investment is equal to or exceeds $200/kW of capitalized
project cost; or (ii) such resource is a coal-fired resource located in an LDA for which a separate
VRR Curve has been established for the relevant Delivery Years, and began commercial
operation at least 50 years prior to the conduct of the relevant BRA.

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

40 Plus Alternative Option

The 40 Plus Alternative CRF and recovery schedule is an option available, beginning in the third
BRA (Delivery Year 2009-10), for a resource that is a gas- or oil-fired resource that began
commercial operation no less than 40 years prior to the conduct of the relevant BRA (excluding,
however, any resource in any Delivery Year for which the resource is receiving a payment under
Tariff, Part V. Generation Capacity Resources electing this 40 Plus Alternative CRF shall be



treated as At Risk Generation for purposes of the sensitivity runs in the RTEP process).
Resources electing the 40 Plus Alternative option will be modeled in the RTEP process as “at-
risk” at the end of the one-year amortization period.

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

The Office of the Interconnection shall give market participants reasonable notice of such
election, subject to satisfaction of requirements under the PJM Operating Agreement for
protection of confidential and commercially sensitive information. A Sell Offer submitted in any
Base Residual Auction for which the 40 Plus Alternative option is selected may not exceed an
offer price equivalent to the then-current Net CONE (on an unforced-equivalent basis).

Multi-Year Pricing Option

A Seller submitting a Sell Offer with an APIR component that is based on a Project Investment
of at least $450/kW may elect this Multi-Year Pricing Option by providing written notice to such
effect the first time it submits a Sell Offer that includes an APIR component for such Project
Investment. Such option shall be available on the same terms, and under the same conditions, as
are available to Planned Generation Capacity Resources under Tariff, Attachment DD, section
5.14(c).

o ARPIR (Avoidable Refunds of Project Investment Reimbursements)
consists of avoidable refund amounts of Project Investment
Reimbursements payable by a Generation Owner to PJM under Tariff,
Part V, section 118 or avoidable refund amounts of project investment
reimbursements payable by a Generation Owner to PJM under a Cost of
Service Recovery Rate filed under Tariff, Part V, section 119 and
approved by the Commission.

(b) For the purpose of determining an Avoidable Cost Rate, avoidable expenses are
incremental expenses directly required to operate a Generation Capacity Resource that a
Generation Owner would not incur if such generating unit did not operate in the Delivery Year or
meet Availability criteria during Peak-Hour Periods during the Delivery Year.

(© Variable costs that are directly attributable to the production of energy shall be
excluded from a Market Seller’s generation resource Avoidable Cost Rate. Notwithstanding the
foregoing, a Market Seller that included variable costs attributable to the production of energy in
a generation resource’s Avoidable Cost Rate prior to April 15, 2019 shall not include such costs
in such generation resource’s Maintenance Adders or Operating Costs for any Delivery Year for
which it has already included such costs in the generation resource’s Avoidable Cost Rate. A
Market Seller implicated by this paragraph may continue including such variable costs
attributable to the production of energy in its Avoidable Cost Rate for each generation resource
for any Delivery Year for which it already did so prior to April 15, 2019.



(d) For Delivery Years up to and including the 2021/2022 Delivery Year, projected
PJM Market Revenues for any Generation Capacity Resource to which the Avoidable Cost Rate
is applied shall include all actual unit-specific revenues from PJM energy markets, ancillary
services, and unit-specific bilateral contracts from such Generation Capacity Resource, net of
energy and ancillary services market offers for such resource. Net energy market revenues shall
be based on the non-zero market-based offers of the Capacity Market Seller of such Generation
Capacity Resource unless one of the following conditions is met, in which case the cost-based
offer shall be used: (x) the market-based offer for the resource is zero, (y) the market-based offer
for the resource is higher than its cost-based offer and such offer has been mitigated, or (z) the
market-based offer for the resource is less than such Capacity Market Seller’s fuel and
environmental costs for the resource which shall be determined either by directly summing the
fuel and environmental costs if they are available, or by subtracting from the cost-based offer for
the resource all costs developed pursuant to the Operating Agreement and PJM Manuals that are
not fuel or environmental costs.

The calculation of Projected PJIM Market Revenues shall be equal to the rolling simple average
of such net revenues as described above from the three most recent whole calendar years prior to
the year in which the BRA is conducted.

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

If a Generation Capacity Resource did not receive PJIM market revenues during the entire
relevant time period because it was not in commercial operation during the entire period, or if
data is not available to the Capacity Market Seller for the entire period, despite the good faith
efforts of such seller to obtain such data, then the Projected PJM Market Revenues shall be
calculated based upon net revenues received over the entire period by comparable units, to be
developed by the MMU and the Capacity Market Seller.

(d-1) For the 2022/2023 Delivery and subsequent Delivery Years, Projected PJIM
Market Revenues for any Generation Capacity Resource to which the Avoidable Cost Rate is
applied shall be equal to forecasted net revenues, which shall be determined in accordance with
Tariff, Attachment DD, section 5.14(h-1)(2)(B)(ii), or for resource types not specified in such
section, in a manner consistent with the methodologies described in such section, that utilizes
Forward Hourly LMPs and Forward Hourly Ancillary Service Prices for such resource,
forecasted fuel prices as applicable, as well as resource-specific operating parameters and
capability information specific to the simulated dispatch of such resource, where such dispatch
shall either consider the hourly output profiles for Intermittent Resources in a manner consistent
with solar and onshore wind methodologies, or utilize the Projected EAS Dispatch. To the
extent the resource has achieved commercial operation, the dispatch shall utilize the resource-
specific operating parameters as determined in accordance with the PJM Manuals based on
offers submitted in the Day-ahead Energy Market and Real-time Energy Market, as well as the
operating parameters approved, as applicable, in accordance with Operating Agreement,
Schedule 1, section 6.6(b) and Operating Agreement, Schedule 2 (including any Fuel Costs,
emissions costs, Maintenance Adders, and Operating Costs). Adjustments to resource-specific



operating parameters may be submitted to the Market Monitoring Unit and the Office of the
Interconnection for review and consideration in the simulated dispatch with supporting
documentation. For resources that have not yet achieved commercial operation, the operating
parameters used in the simulation of the net energy and ancillary service revenues will be based
on the manufacturer’s specifications and/or from parameters used for other existing, comparable
resources, as developed by the Market Monitoring Unit and the Capacity Market Seller, and
accepted by the Office of the Interconnection.

In the alternative, the Capacity Market Seller may provide their own estimate of Projected PJM
Market Revenues to the Market Monitoring Unit and the Office of the Interconnection for review
and approval. Such a request shall identify all revenue sources (exclusive of any State
Subsidies), including, without limitation, long-term power supply contracts, tolling agreements,
or tariffs on file with state regulatory agencies, and shall demonstrate that such offsetting
revenues are consistent, over a reasonable time period identified by the Capacity Market Seller,
with the standards prescribed above. In making such demonstration, the Capacity Market Seller
may rely upon revenues projected by well-defined, forward-looking dispatch models designed to
generally follow the rules and processes of PJM’s energy and ancillary services markets. Such
models must utilize forward prices for energy, ancillary service and fuel in the PJM Region
based on contractual evidence of an alternative fuel price or sourced from liquid forward markets
(where available), and other publicly available data to develop the forward prices used in the
estimate. Where forward fuel markets are not available, publicly available estimates of future
fuel sources may be used. The model shall also contain estimates of variable operation and
maintenance expenses, which may include Maintenance Adders, and emissions allowance prices.
Documentation for net revenues also must include, as available and applicable, plant
performance and capability information, including heat rate, start-up times and costs, forced
outage rates, planned outage schedules, maintenance cycle, fuel costs and other variable
operations and maintenance expenses, capacity factors, and ancillary service capabilities. Any
evaluation of revenues should include, but would not be not limited to, consideration of Fuel
Costs, Maintenance Adders and Operating Costs, as applicable, pursuant to Operating
Agreement, Schedule 2.
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