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Jacqulynn Hugee

Assistant General Counsel - Markets
Telephone 610.666.8208 | Facsimile 610.666.8211
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March 1, 2013

Honorable Kimberly D. Bose, Secretary
Federal Energy Regulatory Commission
888 First Street, N.E.

Washington, D.C. 20426-0001

Re: PJM Interconnection, L.L.C., Docket No. ER13-102:-000

Dear Secretary Bose:

Pursuant to Section 205 of the Federal Power Act, 16 U.S.C. § 824d, and the
Commission’s Regulations, 18 C.F.R. Part 35, PJM Interconnection, L.L.C. (“PJM")
hereby submits for filing revisions to Section 5.14(c) of Attachment DD of the PIJM Open
Access Transmission Tariff (“Tariff”) to allow a Capacity Market Seller to make its Sell
Offer in a Base Residual Auction contingent upon qualifying for the New Entry Price
Adjustment (“NEPA”) and to correct the description of one of the NEPA qualification
requirements. PJM requests that the Commission issue an order accepting the
enclosed revisions by no later than April 30, 2013, sixty-one (61) days after the date of
this filing, with an effective date of May 1, 2013, in order to allow Capacity Market
Sellers to utilize the contingent Sell Offer option in the upcoming Base Residual Auction
(“BRA”) scheduled to commence on May 13, 2013 and to ensure that there is no

confusion regarding the NEPA qualification requirements for that auction.*

! PIM has sought to previously place all Tariff changes needed for the upcoming BRA before the
Commission earlier in time. This proposal arose after those other proposals were finalized. Given the
strong support for the proposal and its relatively non-controversial nature, PJM seeks the Commission’s
indulgence given the nature and support for this proposal.
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l. Background

The NEPA, described in Section 5.14(c) of Attachment DD of the Tariff, is a
multi-year price mechanism that is intended to incent the building of new generation
resources by providing price certainty for three years for such resources. Specifically, if
a Capacity Market Seller submits a Sell Offer based on a Planned Generation Capacity
Resource in the BRA for the first Delivery Year for which such resource is eligible to be
considered a Planned Generation Capacity Resource (“First BRA"), elects NEPA
treatment for the resource, and the resource clears that BRA and satisfies all of the
NEPA qualification requirements, the Capacity Market Seller will receive the NEPA for
its Sell Offers for that resource in the BRAs for the two immediately succeeding Delivery
Years.? The NEPA provisions were first incorporated into the Tariff on June 1, 2007.°

NEPA is intentionally narrow in scope, with its purpose being to mitigate the price
impacts of adding large resources to small Locational Deliverability Areas (“LDA”) that
have a substantial supply shortage. Adding a large resource to a small LDA can
eliminate the LDA price premium that may be realized in the First BRA in subsequent
auctions, especially if load growth is low relative to the size of the new resource. This
effect can deter developers from adding new resources in locations where they are
most needed. The NEPA mitigates this problem by allowing the new entrant to continue
being paid at the price at which it initially cleared in the First BRA for the next two

Delivery Years.

% Tariff, Attachment DD, Section 5.14(c)(1)-(4).

® See September 29, 2006 Settlement Agreement and Explanatory Statement filed in Docket Nos. ERO5-
1410-000 and -001 and EL05-148-000 and -001; see also PJM Interconnection, L.L.C., 117 FERC |
61,331 (2006).
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PJM’'s Markets and Reliability Committee (“MRC”) created the Capacity Senior
Task Force (“CSTF”) and charged it with, among other things, developing business
rules for a long-term capacity auction or “alternative multi-year mechanism” to
potentially incentivize additional new entry into the Reliability Pricing Model (“RPM”)
capacity market.* During their discussions, the CSTF considered various revisions to
Section 5.14(c) of Attachment DD of the Tariff. ~One such revision received
overwhelming stakeholder consensus — revising Section 5.14(c)(1) to give Capacity
Market Sellers the flexibility to make their Sell Offers based on a Planned Generation
Capacity Resource contingent upon receiving NEPA treatment.

In addition, at PIM’s request, stakeholders considered a revision to Section
5.14(c)(3) to correct the explanation of one of the NEPA qualification requirements.
This revision is required because the current Tariff language describing the NEPA
gualification calculation does not take the Short-Term Resource Procurement Target
into account. This logical and conceptual inconsistency arose when PJM made
enhancements to its RPM provisions in a filing submitted on December 12, 2008 in
Docket No. ER09-412-000, one of which was to reduce the reliability requirement to be
procured in the RPM Auction for a Delivery Year by the Short-Term Resource
Procurement Target in recognition of the fact that “some share of the capacity needed
to satisfy the region’s requirements will be supplied in the incremental auctions, by
resources that can better commit one or two years in advance, as opposed to three

»5

years in advance.”” When it made the referenced revisions to Attachment DD in the

* See CSTF revised charter approved at July 26, 2012 MRC at http://www.pjm.com/~/media/committees-
groups/committees/mrc/20120726/20120726-item-03b-capacity-senior-task-force-charter-approved-
version.ashx.

®> See December 12, 2008 filing in Docket No. ER09-412-000 (“December 2008 Filing”) at 40-41.
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December 12, 2008 filing, PJM should have, but inadvertently did not, make revisions to
Section 5.14(c)(3) to make conforming changes to take into account the Short-Term
Resource Procurement Target in the NEPA qualification calculation.

The revisions to Section 5.14(c)(1) and (3) of Attachment DD were endorsed by
the MRC by acclamation with no objections and two abstentions at its meeting on
February 28, 2013. On the same day, the PIM Members Committee endorsed PJM’s
proposed revisions by acclamation, with no objections and three abstentions.

I. Proposed Revisions

A. Sell Offer Contingent Upon Qualifying for NEPA

During stakeholder discussions of possible improvements to RPM, some
Capacity Market Sellers indicated that their decision whether to build a new generation
capacity resource depends, in part, upon obtaining multi-year price assurances for Sell
Offers that cleared the RPM Auction to ensure that it is economically viable to build the
resource. Currently in the Tariff the only guarantee of a resource’s clearing price in
RPM is the three-year price lock-in for resources qualifying for the NEPA.

For the resource to qualify for the NEPA, among other things, it must (a) clear the
First BRA,® (b) be the marginal resource in the BRA for the LDA in which it will be
located as required by Section 5.14(c)(2),” and (c) be of a certain size relative to the

size of the LDA in which it resides as described in Section 5.14(c)(3).2 At the time it

® Tariff, Attachment DD, Section 5.14(c).

" Tariff, Attachment DD, Section 5.14(c)(2) (“All or any part of a Sell Offer from the Planned Generation
Capacity Resource submitted in accordance with section 5.14(c)(1) is the marginal Sell Offer that sets the
Capacity Resource Clearing Price for the LDA.").

® Tariff, Attachment DD, Section 5.14(c)(3) (“Acceptance of all or any part of a Sell Offer that meets the
conditions in section 5.14(c)(1)-(2) in the BRA increases the total Unforced Capacity committed in the
BRA (including any minimum block quantity) for the LDA in which such Resource will be located from a
megawatt quantity below the LDA Reliability Requirement to a megawatt quantity at or above a megawatt
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submits its Sell Offer requesting NEPA treatment, a Capacity Market Seller will not
know whether its resource will clear the BRA, be the marginal resource for an LDA, nor
whether its meets the size requirements since these determinations aren’t made by
PJM until after the close of the offer period for the BRA.

To address this issue, stakeholders proposed that PJM incorporate a market rule
prohibiting PJM from clearing a Sell Offer in the First BRA, if a Capacity Market Seller
conditions its Sell Offer on its Planned Generation Capacity Resource obtaining NEPA
treatment, if the Sell Offer doesn’t qualify for the NEPA. From a policy perspective such
a market rule change supports the very purpose behind NEPA — by encouraging new
build capacity commitments and removing the barrier that a mandatory bid offer in the
first year could drive a new resource away from otherwise utilizing the incentives for
longer-term certainty provided in the NEPA provisions.

In order to provide Capacity Market Sellers with this flexibility, PIM proposes in
this filing to revise Section 5.14(c)(1) to allow Capacity Market Sellers to submit Sell
Offers that are contingent upon receiving NEPA treatment, as follows:

C) New Entry Price Adjustment
A Capacity Market Seller that submits a Sell Offer based on
a Planned Generation Capacity Resource that clears in the
BRA for a Delivery Year may, at its election, submit Sell
Offers with a New Entry Price Adjustment in the BRAs for
the two immediately succeeding Delivery Years if:

1. Such Capacity Market Seller provides notice of
such election at the time it submits its Sell Offer for such
resource in the BRA for the first Delivery Year for which such

resource is eligible to be considered a Planned Generation
Capacity Resource. When the Capacity Market Seller

guantity at the price-quantity point on the VRR Curve at which the price is 0.40 times the applicable Net
CONE divided by (one minus the pool-wide average EFORd)").
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provides notice of such election, it must specify whether its
Sell Offer is contingent upon qualifying for the New Entry
Price Adjustment. The Office of the Interconnection shall not
clear such contingent Sell Offer if it does not qualify for the
New Entry Price Adjustment.

With the implementation of this rule change, a Capacity Market Seller for the first
time will have the certainty of knowing that if it requires multi-year price assurances to
make it economically feasible to construct a Planned Generation Capacity Resource, its
Sell Offer won't clear in the First BRA unless it meets all NEPA qualification
requirements.®

This change will also make the NEPA option more viable for potential developers
by allowing them to choose to enter a conditional Sell Offer based on a resource
meeting the NEPA requirements in future years rather than risking clearing in the First
BRA but not qualifying for NEPA treatment in subsequent years. Without such an
option, the risks on developers are too high for them to take advantage of the NEPA
provisions of the Tariff as they are presently constituted.

B. Correction of Description of NEPA Qualification Calculation

During the CSTF discussions regarding the NEPA, PJM realized that the
description of the NEPA qualification requirement was no longer accurate because, due

to a prior oversight, PJM neglected to revise Section 5.14(c)(3) to account for the affect

® Capacity Market Sellers submitting a Sell Offer for an Existing Generation Capacity Resource with an
APIR component based on a Project Investment of at least $450/kW may elect the Multi-Year Pricing
Option described in Attachment DD, Section 6.8(a) on the same terms and conditions available to
Planned Generation Capacity Resources under the NEPA provisions of Section 5.14(c). Similarly,
Attachment DD-1, Section M.4 states that a Capacity Market Seller that offers and clears an Energy
Efficiency Resource in a BRA may elect NEPA on the same terms as set forth in Section 5.14(c).
Because Attachment DD, Section 6.8(a) and Attachment DD-1, Section M.4 each indicate that the
referenced resources may elect NEPA on the same terms and conditions set forth in Section 5.14(c) of
Attachment DD, no revisions to Section 6.8(a) of Attachment DD or Section M.4 of Attachment DD-1 are
required to be made in this filing since the revisions to Section 5.14(c) will automatically be deemed to
apply to Sell Offers for Existing Generation Capacity Resources electing the Multi-Year Pricing Option
and Sell Offers for Energy Efficiency Resources electing NEPA treatment.
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of the Short -Term Resource Procurement Target adjustment when it was incorporated
into the Tariff on March 27, 2009,° almost two years after the NEPA provisions became
effective.

Sections 5.10(a)(i) and (a)(ii) of Attachment DD of the Tariff describe how PJM
establishes separate VRR Curves for the PJM Region and for Locational Deliverability
Areas (“LDAS"), specifically stating therein that the Short-Term Resource Procurement
Target must be subtracted from the reliability requirement to determine the various price
points on the VRR Curve for the PJM Region and each LDA. When the Short-Term
Resource Procurement Target is subtracted from the reliability requirement, the result is
that every point on the VRR Curve shifts to the left to take into account the amount of
megawatts of capacity that are being held back to allow for short-lead-time resources to
commit capacity in Incremental Auctions. This same logic applies to NEPA as well
because since the qualification requirement for NEPA depends on whether or not the
clearing of the new generation resource moves the LDA from being short of the target
level of procurement to a point where the LDA has exceeded the target level of
procurement and the clearing price drops to a level at or below .40 times the LDA Net
CONE divided by (one minus the pool-wide average EFORd), the NEPA provision in

section 5.14(c)(3) needs to reflect the proper target level of procurement in a BRA which

9 See December 12, 2008 filing in Docket No. ER09-412-000 (“December 2008 Filing"); see also PIM
Interconnection, L.L.C., 126 FERC 1 61,275 (2009). Section 2.65A of Attachment DD of Tariff states:
“’Short-Term Resource Procurement Target’ shall mean, as to the PJM Region, for purposes of the Base
Residual Auction, 2.5% of the PJIM Region Reliability Requirement determined for such Base Residual
Auction, for purposes of the First Incremental Auction, 2% of the of the PIJM Region Reliability
Requirement as calculated at the time of the Base Residual Auction; and, for purposes of the Second
Incremental Auction, 1.5% of the of the PIJM Region Reliability Requirement as calculated at the time of
the Base Residual Auction; and, as to any Zone, an allocation of the PJM Region Short-Term Resource
Procurement Target based on the Preliminary Zonal Forecast Peak Load, reduced by the amount of load
served under the FRR Alternative. For any LDA, the LDA Short-Term Resource Procurement Target shall
be the sum of the Short-Term Resource Procurement Targets of all Zones in the LDA.”
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is LDA Reliability Requirement minus the LDA Short-term Resource Procurement
Target.

Currently Section 5.14(c)(3) specifies that in order to qualify for NEPA,
acceptance of the resource’s Sell Offer must increase the total Unforced Capacity
committed in the BRA for the LDA in which such resource will be located from a
megawatt quantity below the LDA Reliability Requirement to a megawatt quantity at or
above a megawatt quantity at the price-quantity point on the VRR Curve at which the
price is 0.40 times the applicable Net CONE. Further, the resource must be of sufficient
megawatt size as measured by the difference between the megawatt quantities
associated with two points on the VRR Curve. The introduction of the Short-Term
Resource Procurement Target effectively shifted the entire VRR curve to the left by the
quantity of the Short-Term Resource Procurement Target. Therefore, in order to
maintain the resource size requirement described in Section 5.13(c)(3), when PJM
submitted its December 2008 Filing it should have proposed revisions to that section to
reflect the effect of the Short-Term Resource Procurement Target.

In order to correct the description of the NEPA qualification calculation, to ensure
consistency with how PJM establishes the Variable Resource Requirement Curve for
LDAs, and conform the Tariff to reflect the manner in which PIJM has intended and
explained to its stakeholders that the NEPA qualification calculation is done,** Section

5.14(c)(3) must be revised to make clear that the Short-Term Resource Procurement

1 See September 13,2012 presentation to CSTF entitled “Education and Background” posted at
http://www.pjm.com/~/media/committees-groups/task-forces/cstf/20120913/20120913-item-02-nepa-
background-education.ashx at slide 4; see also October 14, 2011 presentation to the MRC entitled
“Existing New Entry Price Adjustment (NEPA) Provisions” posted at
http://www.pjm.com/sitecore%20modules/web/~/media/committees-
groups/committees/mrc/20111014/20111014-item-02b-nepa-education-updated.ashx at slide 3.
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Target must be subtracted from the LDA Reliability Requirement in order to determine
the correct target level resources for the Base Residual Auction. Accordingly, PJM
proposes the following revisions:

3. Acceptance of all or any part of a Sell Offer that
meets the conditions in section 5.14(c)(1)-(2) in the BRA
increases the total Unforced Capacity committed in the BRA
(including any minimum block quantity) for the LDA in which
such Resource will be located from a megawatt quantity
below the LDA Reliability Requirement, minus the Short
Term Resource Procurement Target, to a megawatt quantity
at or above a megawatt quantity at the price-quantity point
on the VRR Curve at which the price is 0.40 times the
applicable Net CONE divided by (one minus the pool-wide
average EFORd).:-and

. Effective Date

PJM proposes an effective date of May 1, 2013 in order to allow Capacity Market
Sellers to utilize the contingent Sell Offer option in the BRA for the 2016/2017 Delivery
Year which is scheduled to commence on May 13, 2013, and to ensure that there is no
confusion regarding the NEPA qualification requirements for that auction.

V. Description of Submittal

PJM encloses with this transmittal letter electronic versions of the revisions to the
Tariff in both marked (showing the changes) and clean forms.

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:

Jacqulynn B. Hugee Craig Glazer

Assistant General Counsel Vice President, Federal Government Policy
PJM Interconnection, L.L.C. PJM Interconnection, L.L.C.

955 Jefferson Avenue 1200 G Street, N.W, Suite 600

Norristown, Pennsylvania 19403  Washington, D.C. 20005

(610) 666-8208 (202) 423-4743

hugeej@pjm.com glazec@pjm.com
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VI. Service

PJM has served a copy of this filing on all PIM Members and on all state utility
regulatory commissions in the PJM Region by posting this filing electronically.
Electronic service is permitted as of November 3, 2008, under the Commission’s
regulations*? pursuant to Order No. 714** and the Commission’s Notice of Effectiveness
of Regulations issued on October 28, 2008, in Docket No. RM01-5-000. In compliance
with these regulations, PIJM will post a copy of this filing to the FERC filings section of

its internet site, located at the following link: http://www.pjm.com/documents/ferc-

manuals/ferc-filings.aspx with a specific link to the newly-filed document, and will send

an e-mail on the same date as this filing to all PJIM Members and all state utility
regulatory commissions in the PJM Region'* alerting them that this filing has been
made by PJM today and is available by following such link. PJM is also serving
electronic copies of this filing on all persons listed on the Commission’s official service

list for these proceedings.

'? See 18 CFR 8§ 35.2, 154.2, 154.208 and 341.2.
¥ Federal Energy Regulatory Commission, Order No. 714, 124 FERC 1 61,270.

% PJM already maintains, updates and regularly uses e-mail lists for all PJIM members and affected
commissions.
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VII.  Conclusion
For the reasons discussed herein, PJM requests that the Commission accept the
proposed revisions to Section 5.14(c) of Attachment DD of the Tariff.

Respectfully submitted,

g

Craig Glazer Jacqulynn B. Hugee

Vice President, Federal Government Policy Assistant General Counsel - Markets
PJM Interconnection, L.L.C. PJM Interconnection, L.L.C.

1200 G Street, N.W, Suite 600 955 Jefferson Avenue

Washington, D.C. 20005 Norristown, Pennsylvania 19403
(202) 423-4743 (610) 666-8208

glazec@pjm.com hugeej@pjm.com
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5.14 Clearing Prices and Charges
a) Capacity Resource Clearing Prices

For each Base Residual Auction and Incremental Auction, the Office of the Interconnection shall
calculate a clearing price to be paid for each megawatt-day of Unforced Capacity that clears in
such auction. The Capacity Resource Clearing Price for each LDA will be the sum of the
following: (1) the marginal value of system capacity for the PJM Region, without considering
locational constraints, (2) the Locational Price Adder, if any in such LDA, (3) the Annual
Resource Price Adder, if any, and (4) the Extended Summer Resource Price Adder, if any, all as
determined by the Office of the Interconnection based on the optimization algorithm. If a
Capacity Resource is located in more than one Locational Deliverability Area, it shall be paid the
highest Locational Price Adder in any applicable LDA in which the Sell Offer for such Capacity
Resource cleared. The Annual Resource Price Adder is applicable for Annual Resources only.
The Extended Summer Resource Price Adder is applicable for Annual Resources and Extended
Summer Demand Resources.

b) Resource Make-Whole Payments

If a Sell Offer specifies a minimum block, and only a portion of such block is needed to clear the
market in a Base Residual or Incremental Auction, the MW portion of such Sell Offer needed to
clear the market shall clear, and such Sell Offer shall set the marginal value of system capacity.
In addition, the Capacity Market Seller shall receive a Resource Make-Whole Payment equal to
the Capacity Resource Clearing Price in such auction times the difference between the Sell
Offer's minimum block MW quantity and the Sell Offer's cleared MW quantity. The cost for any
such Resource Make-Whole Payments required in a Base Residual Auction or Incremental
Auction for adjustment of prior capacity commitments shall be collected pro rata from all LSEs
in the LDA in which such payments were made, based on their Daily Unforced Capacity
Obligations. The cost for any such Resource Make-Whole Payments required in an Incremental
Auction for capacity replacement shall be collected from all Capacity Market Buyers in the LDA
in which such payments were made, on a pro-rata basis based on the MWs purchased in such
auction.

c) New Entry Price Adjustment

A Capacity Market Seller that submits a Sell Offer based on a Planned Generation Capacity
Resource that clears in the BRA for a Delivery Year may, at its election, submit Sell Offers with
a New Entry Price Adjustment in the BRAs for the two immediately succeeding Delivery Years
if:

1. Such Capacity Market Seller provides notice of such election at the time it
submits its Sell Offer for such resource in the BRA for the first Delivery Year for which such
resource is eligible to be considered a Planned Generation Capacity Resource. \When the
Capacity Market Seller provides notice of such election, it must specify whether its Sell Offer is
contingent upon qualifying for the New Entry Price Adjustment. The Office of the
Interconnection shall not clear such contingent Sell Offer if it does not qualify for the New Entry
Price Adjustment.:
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2. All or any part of a Sell Offer from the Planned Generation Capacity
Resource submitted in accordance with section 5.14(c)(1) is the marginal Sell Offer that sets the
Capacity Resource Clearing Price for the LDA.

3. Acceptance of all or any part of a Sell Offer that meets the conditions in
section 5.14(c)(1)-(2) in the BRA increases the total Unforced Capacity committed in the BRA
(including any minimum block quantity) for the LDA in which such Resource will be located
from a megawatt quantity below the LDA Reliability Requirement, minus the Short Term
Resource Procurement Target, to a megawatt quantity at or above a megawatt quantity at the
price-quantity point on the VRR Curve at which the price is 0.40 times the applicable Net CONE
divided by (one minus the pool-wide average EFORd).;-and

4. Such Capacity Market Seller submits Sell Offers in the BRA for the two
immediately succeeding Delivery Years for the entire Unforced Capacity of such Generation
Capacity Resource committed in the first BRA under section 5.14(c)(1)-(2) equal to the lesser of:
A) the price in such seller’s Sell Offer for the BRA in which such resource qualified as a Planned
Generation Capacity Resource that satisfies the conditions in section 5.14(c)(1)-(3); or B) 0.90
times the Net CONE applicable in the first BRA in which such Planned Generation Capacity
Resource meeting the conditions in section 5.14(c)(1)-(3) cleared, on an Unforced Capacity
basis, for such LDA.

5. If the Sell Offer is submitted consistent with section 5.14(c)(1)-(4) the
foregoing conditions, then:

(i) in the first Delivery Year, the Resource sets the Capacity Resource
Clearing Price for the LDA and all cleared resources in the LDA receive
the Capacity Resource Clearing Price set by the Sell Offer as the marginal
offer, in accordance with sections 5.12(a) and 5.14(a).

(i) ineither of the subsequent two BRAs, if any part of the Sell Offer from
the Resource clears, it shall receive the Capacity Resource Clearing Price
for such LDA for its cleared capacity and for any additional minimum
block quantity pursuant to section 5.14(b); or

(iii)  if the Resource does not clear, it shall be deemed resubmitted at the
highest price per MW-day at which the megawatt quantity of Unforced
Capacity of such Resource that cleared the first-year BRA will clear the
subsequent-year BRA pursuant to the optimization algorithm described in
section 5.12(a) of this Attachment, and

(iv)  the resource with its Sell Offer submitted shall clear and shall be
committed to the PJM Region in the amount cleared, plus any additional
minimum-block quantity from its Sell Offer for such Delivery Year, but
such additional amount shall be no greater than the portion of a minimum-
block quantity, if any, from its first-year Sell Offer satisfying section
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5.14(c)(1)-(3) that is entitled to compensation pursuant to section 5.14(b)
of this Attachment; and

(v) the Capacity Resource Clearing Price, and the resources cleared, shall be
re-determined to reflect the resubmitted Sell Offer. In such case, the
Resource for which the Sell Offer is submitted pursuant to section
5.14(c)(1)-(4) shall be paid for the entire committed quantity at the Sell
Offer price that it initially submitted in such subsequent BRA. The
difference between such Sell Offer price and the Capacity Resource
Clearing Price (as well as any difference between the cleared quantity and
the committed quantity), will be treated as a Resource Make-Whole
Payment in accordance with Section 5.14(b). Other capacity resources
that clear the BRA in such LDA receive the Capacity Resource Clearing
Price as determined in Section 5.14(a).

6. The failure to submit a Sell Offer consistent with Section 5.14(c)(i)-(iii) in
the BRA for Delivery Year 3 shall not retroactively revoke the New Entry Price Adjustment for
Delivery Year 2. However, the failure to submit a Sell Offer consistent with section 5.14(c)(4)
in the BRA for Delivery Year 2 shall make the resource ineligible for the New Entry Pricing
Adjustment for Delivery Years 2 and 3.

7. For each Delivery Year that the foregoing conditions are satisfied, the
Office of the Interconnection shall maintain and employ in the auction clearing for such LDA a
separate VRR Curve, notwithstanding the outcome of the test referenced in Section 5.10(a)(ii) of
this Attachment.

8. On or before August 1, 2012, PJM shall file with FERC under FPA
section 205, as determined necessary by PJM following a stakeholder process, tariff changes to
establish a long-term auction process as a not unduly discriminatory means to provide adequate
long-term revenue assurances to support new entry, as a supplement to or replacement of this
New Entry Price Adjustment.

d) Qualifying Transmission Upgrade Payments

A Capacity Market Seller that submitted a Sell Offer based on a Qualifying Transmission
Upgrade that clears in the Base Residual Auction shall receive a payment equal to the Capacity
Resource Clearing Price, including any Locational Price Adder, of the LDA into which the
Qualifying Transmission Upgrade is to increase Capacity Emergency Transfer Limit, less the
Capacity Resource Clearing Price, including any Locational Price Adder, of the LDA from
which the upgrade was to provide such increased CETL, multiplied by the megawatt quantity of
increased CETL cleared from such Sell Offer. Such payments shall be reflected in the
Locational Price Adder determined as part of the Final Zonal Capacity Price for the Zone
associated with such LDAs, and shall be funded through a reduction in the Capacity Transfer
Rights allocated to Load-Serving Entities under section 5.15, as set forth in that section.
PJMSettlement shall be the Counterparty to any cleared capacity transaction resulting from a Sell
Offer based on a Qualifying Transmission Upgrade.
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e) Locational Reliability Charge

In accordance with the Reliability Assurance Agreement, each LSE shall incur a Locational
Reliability Charge (subject to certain offsets and other adjustments as described in sections 5.13,
5.14A, and 5.15) equal to such LSE’s Daily Unforced Capacity Obligation in a Zone during such
Delivery Year multiplied by the applicable Final Zonal Capacity Price in such Zone.
PJMSettlement shall be the Counterparty to the LSEs’ obligations to pay, and payments of,
Locational Reliability Charges.

f) The Office of the Interconnection shall determine Zonal Capacity Prices in
accordance with the following, based on the optimization algorithm:

) The Office of the Interconnection shall calculate and post the Preliminary
Zonal Capacity Prices for each Delivery Year following the Base Residual Auction for such
Delivery Year. The Preliminary Zonal Capacity Price for each Zone shall be the sum of: 1) the
marginal value of system capacity for the PJM Region, without considering locational
constraints; 2) the Locational Price Adder, if any, for the LDA in which such Zone is located;
provided however, that if the Zone contains multiple LDAs with different Capacity Resource
Clearing Prices, the Zonal Capacity Price shall be a weighted average of the Capacity Resource
Clearing Prices for such LDAs, weighted by the Unforced Capacity of Capacity Resources
cleared in each such LDA; 3) an adjustment, if required, to account for adders paid to Annual
Resources and Extended Summer Demand Resources in the LDA for which the zone is located;
4) an adjustment, if required, to account for Resource Make-Whole Payments; and (5) an
adjustment, if required to provide sufficient revenue for payment of any PRD Credits, all as
determined in accordance with the optimization algorithm.

i) The Office of the Interconnection shall calculate and post the Adjusted
Zonal Capacity Price following each Incremental Auction. The Adjusted Zonal Capacity Price
for each Zone shall equal the sum of: (1) the average marginal value of system capacity
weighted by the Unforced Capacity cleared in all auctions previously conducted for such
Delivery Year (excluding any Unforced Capacity cleared as replacement capacity); (2) the
average Locational Price Adder weighted by the Unforced Capacity cleared in all auctions
previously conducted for such Delivery Year (excluding any Unforced Capacity cleared as
replacement capacity); (3) an adjustment, if required, to account for adders paid to Annual
Resources and Extended Summer Demand Resources for all auctions previously conducted for
such Delivery Year (excluding any Unforced Capacity cleared as replacement capacity); (4) an
adjustment, if required, to account for Resource Make-Whole Payments for all actions previously
conducted (excluding any Resource Make-Whole Payments to be charged to the buyers of
replacement capacity); and (5) an adjustment, if required to provide sufficient revenue for
payment of any PRD Credits. The Adjusted Zonal Capacity Price may decrease if Unforced
Capacity is decommitted or the Resource Clearing Price decreases in an Incremental Auction.

iii) The Office of the Interconnection shall, through May 31, 2012, calculate
and post the Final Zonal Capacity Price after all ILR resources are certified for the Delivery
Years and, thereafter, shall calculate and post such price after the final auction is held for such
Delivery Year, as set forth above. The Final Zonal Capacity Price for each Zone shall equal the
Adjusted Zonal Capacity Price, as further adjusted (for the Delivery Years through May 31,
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2012) to reflect the certified ILR compared to the ILR Forecast previously used for such
Delivery Year, and any decreases in the Nominated Demand Resource Value of any existing
Demand Resource cleared in the Base Residual Auction and Second Incremental Auction. For
such purpose, for the three consecutive Delivery Years ending May 31, 2012 only, the Forecast
ILR allocated to loads located in the AEP transmission zone that are served under the Reliability
Pricing Model shall be in proportion for each such year to the load ratio share of such RPM loads
compared to the total peak loads of such zone for such year; and any remaining ILR Forecast that
otherwise would be allocated to such loads shall be allocated to all Zones in the PJM Region pro
rata based on their Preliminary Zonal Peak Load Forecasts.

9) Resource Substitution Charge

Each Capacity Market Buyer in an Incremental Auction securing replacement capacity shall pay
a Resource Substitution Charge equal to the Capacity Resource Clearing Price resulting from
such auction multiplied by the megawatt quantity of Unforced Capacity purchased by such
Market Buyer in such auction.

h) Minimum Offer Price Rule for Certain Generation Capacity Resources

(1) General Rule. Any Sell Offer submitted in any RPM Auction for any
Delivery Year based on a MOPR Screened Generation Resource shall have an offer price no
lower than the MOPR Floor Offer Price for the period specified in this subsection (h), unless the
Capacity Market Seller has obtained either a Self-Supply Exemption or a Competitive Entry
Exemption with respect to such MOPR Screened Generation Resource in such auction prior to
the submission of such offer, in accordance with the provisions of this subsection. Nothing in
subsection (c) of this section 5.14 shall be read to excuse compliance of any Sell Offer with the
requirements of this subsection (h).

(2)  Applicability. A MOPR Screened Generation Resource shall be any
Generation Capacity Resource, and any uprate to a Generation Capacity Resource that is being,
or has been, modified to increase the number of megawatts of available installed capacity
thereof by 20 MW or more, based on a combustion turbine, combined cycle, or integrated
gasification combined cycle generating plant (including repowering of an existing plant
whenever the repowered plant utilizes combustion turbine, combined cycle, or integrated
gasification combined cycle units) with an installed capacity rating, combined for all units
comprising such resource at a single point of interconnection to the Transmission System, of no
less than 20 MW; provided, however, that a MOPR Screened Generation Resource shall not
include: (i) the Installed Capacity equivalent (measured as of the time of clearing) of any of a
resource’s Unforced Capacity that has cleared any RPM Auction conducted prior to February 1,
2013; (ii) any unit primarily fueled with landfill gas; (iii) any cogeneration unit that is certified
or self-certified as a Qualifying Facility, where the Capacity Market Seller is owner of the
Qualifying Facility and is the beneficial off-taker of the steam, electrical energy, and Unforced
Capacity of the unit, the Unforced Capacity of the unit is no larger than approximately all of the
Unforced Capacity Obligation of the host load, and all Unforced Capacity of the unit is used to
meet the Unforced Capacity Obligation of the host load. A MOPR Screened Generation
Resource shall include all Generation Capacity Resources located in the PIJM Region that meet
the foregoing criteria, and all Generation Capacity Resources located outside the PJM Region
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(where such Sell Offer is based solely on such resource) that entered commercial service on or
after January 1, 2013, that meet the foregoing criteria and that require sufficient transmission
investment for delivery to the PJM Region to indicate a long-term commitment to providing

capacity to the PJM Region.

(3)

MOPR Floor Offer Price. The MOPR Floor Offer Price shall be 100% of

the Net Asset Class Cost of New Entry for the relevant generator type and location, as
determined hereunder. The gross Cost of New Entry component of the Net Asset Class Cost of
New Entry shall be, for purposes of the Delivery Year commencing on June 1, 2015, the values
indicated in the table below for each CONE Area for a combustion turbine generator (“CT”), a
combined cycle generator (“CC”), and an integrated gasification combined cycle generator
(“IGCC”), respectively, and shall be adjusted for subsequent Delivery Years in accordance with
subsection (h)(3)(i) below. The estimated energy and ancillary service revenues for each type of
plant shall be determined as described in subsection (h)(3)(ii) below.

CONE Areal | CONE Area2 | CONE Area 3 | CONE Area 4 CONE Area
5
CT $/MW-yr 140,000 130,600 127,500 134,500 114,500
CC $/MW-yr 173,000 152,600 166,000 166,000 147,000
IGCC $/MW- | 582,042 558,486 547,240 537,306 541,809
yr

i) Commencing with the Delivery Year that begins on June 1, 2016,
the gross Cost of New Entry component of the Net Asset Class Cost of New Entry shall be
adjusted to reflect changes in generating plant construction costs in the same manner as set
forth for the cost of new entry in section 5.10(a)(iv)(B), provided, however, that nothing herein
shall preclude the Office of the Interconnection from filing to change the Net Asset Class Cost of
New Entry for any Delivery Year pursuant to appropriate filings with FERC under the Federal
Power Act.

i) For purposes of this provision, the net energy and ancillary
services revenue estimate for a combustion turbine generator shall be that determined by section
5.10(a)(v)(A) of this Attachment DD, provided that the energy revenue estimate for each CONE
Avrea shall be based on the Zone within such CONE Area that has the highest energy revenue
estimate calculated under the methodology in that subsection. The net energy and ancillary
services revenue estimate for a combined cycle generator shall be determined in the same
manner as that prescribed for a combustion turbine generator in the previous sentence, except
that the heat rate assumed for the combined cycle resource shall be 6.722 MMbtu/Mwh, the
variable operations and maintenance expenses for such resource shall be $3.23 per MWh, the
Peak-Hour Dispatch scenario for both the Day-Ahead and Real-Time Energy Markets shall be
modified to dispatch the resource continuously during the full peak-hour period, as described in
section 2.46, for each such period that the resource is economic (using the test set forth in such
section), rather than only during the four-hour blocks within such period that such resource is
economic, and the ancillary service revenues shall be $3198 per MW-year. The net energy and
ancillary services revenue estimate for an integrated gasification combined cycle generator shall
be determined in the same manner as that prescribed for a combustion turbine generator above,
except that the heat rate assumed for the combined cycle resource shall be 8.7 MMbtu/Mwh, the
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variable operations and maintenance expenses for such resource shall be $7.77 per MWh, the
Peak-Hour Dispatch scenario for both the Day-Ahead and Real-Time Energy Markets shall be
modified to dispatch the resource continuously during the full peak-hour period, as described in
section 2.46, for each such period that the resource is economic (using the test set forth in such
section), rather than only during the four-hour blocks within such period that such resource is
economic, and the ancillary service revenues shall be $3,198 per MW-year.

4) Duration. The MOPR Floor Offer Price shall apply to any Sell Offer
based on a MOPR Screened Generation Resource (to the extent an exemption has not been
obtained for such resource under this subsection) until the earlier of: (i) the time by which Sell
Offers based on the non-exempt portion of such resource have cleared in RPM Auctions for no
less than three Delivery Years; or (ii) the time by which a Sell Offer based on the non-exempt
portion of such resource has cleared any single RPM Auction for which the Office of the
Interconnection determines that, had the non-exempt portion of such MOPR Screened
Generation Resource not cleared, such auction would have cleared a quantity of capacity less
than or equal to [the LDA Reliability Requirement multiplied by (100% plus IRM% minus 3%)
divided by (100% plus IRM%)] minus the Short-Term Resource Procurement Target.

(5) Effect of Exemption. To the extent a Sell Offer in any RPM Auction for
any Delivery Year is based on a MOPR Screened Generation Resource for which the Capacity
Market Seller obtains, prior to the submission of such offer, either a Competitive Entry
Exemption or a Self-Supply Exemption, such offer (to the extent of such exemption) may include
an offer price below the MOPR Floor Offer Price (including, without limitation, an offer price of
zero or other indication of intent to clear regardless of price). The Installed Capacity equivalent
of any MOPR Screened Generation Resource’s Unforced Capacity that has both obtained such
an exemption and cleared the RPM Auction for which it obtained such exemption shall not be
subject to a MOPR Floor Offer Price in any subsequent RPM Auction, except as provided in
subsection (h)(9) hereof.

(6) Self-Supply Exemption. A Capacity Market Seller that is a Self-Supply
LSE may qualify its MOPR Screened Generation Resource in any RPM Auction for any Delivery
Year for a Self-Supply Exemption if the MOPR Screened Generation Resource satisfies the
criteria specified below:

) Cost and revenue criteria. The costs and revenues associated with
a MOPR Screened Generation Resource for which a Self-Supply LSE seeks a Self-Supply
Exemption may permissibly reflect: (A) payments, concessions, rebates, subsidies, or incentives
designed to incent or promote, or participation in a program, contract, or other arrangement
that utilizes criteria designed to incent or promote, general industrial development in an area;
(B) payments, concessions, rebates, subsidies or incentives from a county or other local
government authority designed to incent, or participation in a program, contract or other
arrangement established by a county or other local governmental authority utilizing eligibility or
selection criteria designed to incent, siting facilities in that county or locality rather than
another county or locality; (C) revenues received by the Self-Supply LSE attributable to the
inclusion of costs of the MOPR Screened Generation Resource in such LSE’s regulated retail
rates where such LSE is an investor owned utility and the MOPR Screened Generation Resource
is planned consistent with such LSE’s most recent integrated resource plan found reasonable by
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the RERRA to meet the needs of its customers; and (D) payments to the Self-Supply LSE (such as
retail rate recovery) traditionally associated with revenues and costs of Public Power Entities
(or joint action of multiple Public Power Entities); revenues to a Public Power Entity from its
contracts having a term of one year or more with its members or customers (including wholesale
power contracts between an electric cooperative and its members); or cost or revenue
advantages related to a longstanding business model employed by the Self-Supply LSE, such as
its financial condition, tax status, access to capital, or other similar conditions affecting the Self-
Supply LSE’s costs and revenues. A Self~Supply Exemption shall not be permitted to the extent
that the Self-Supply LSE, acting either as the Capacity Market Seller or on behalf of the
Capacity Market Seller, has any formal or informal agreements or arrangements to seek,
recover, accept or receive: (E) any material payments, concessions, rebates, or subsidies,
connected to the construction, or clearing in any RPM Auction, of the MOPR Screened
Generation Resource, not described by (A) through (D) of this section; or (F) other support
through contracts having a term of one year or more obtained in any procurement process
sponsored or mandated by any state legislature or agency connected with the construction, or
clearing in any RPM Auction, of the MOPR Screened Generation Resource. Any cost and
revenue advantages described by (A) through (D) of this subsection that are material to the cost
of the MOPR Screened Generation Resource and that are irregular or anomalous, that do not
reflect arms-length transactions, or that are not in the ordinary course of the Self-Supply LSE’s
business, shall disqualify application of the Self-Supply Exemption unless the Self-Supply LSE
demonstrates in the exemption process provided hereunder that such costs and revenues are
consistent with the overall objectives of the Self-Supply Exemption.

i) Owned and Contracted Capacity. To qualify for the Self-Supply
Exemption, the Self-Supply LSE, acting either as the Capacity Market Seller or on behalf of the
Capacity Market Seller, must demonstrate that the MOPR Screened Generation Resource is
included in such LSE’s Owned and Contracted Capacity and that its Owned and Contracted
Capacity meets the criteria outlined below after the addition of such MOPR Screened
Generation Resource.

i) Maximum Net Short Position. If the excess, if any, of the Self-
Supply LSE’s Estimated Capacity Obligation above its Owned and Contracted Capacity (“Net
Short”) is less than the amount of Unforced Capacity specified in or calculated under the table
below for all relevant areas based on the specified type of LSE, then this exemption criterion is
satisfied. For this purpose, the Net Short position shall be calculated for any Self-Supply LSE
requesting this exemption for the PIJM Region and for each LDA specified in the table below in
which the MOPR Screened Generation Resource is located (including through nesting of LDAS)
to the extent the Self-Supply LSE has an Estimated Capacity Obligation in such LDA. If the Self-
Supply LSE does not have an Estimated Capacity Obligation in an evaluated LDA, then the Self-
Supply LSE is deemed to satisfy the test for that LDA.

Type of Self-Supply LSE Maximum Net Short Position (UCAP
MW, measured at RTO, MAAC, SWMAAC
and EMAAC unless otherwise specified)

Single Customer Entity 150 MW
Public Power Entity 1000 MW
Multi-state Public Power Entity* 1000 MW in SWMAAC, EMAAC, or
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MAAC LDAs and 1800 MW RTO

Vertically Integrated Utility 20% of LSE's Reliability Requirement
*A Multi-state Public Power Entity shall not have more than 90% of its total load in
any one state.

iv) Maximum Net Long Position. If the excess, if any, of the Self-
Supply LSE’s Owned and Contracted Capacity for the PJM Region above its Estimated Capacity
Obligation for the PJM Region (“Net Long”), is less than the amount of Unforced Capacity
specified in or calculated under the table below, then this exemption criterion is satisfied:

Self-Supply LSE Total Estimated
Capacity Obligation in the PJM
Region (UCAP MW)

Maximum Net Long Position (UCAP
MW)

Less than 500

75 MW

Greater than or equal to 500 and
less than 5,000

15% of LSE's Estimated Capacity
Obligation

Greater than or equal to 5,000 and

less than 15,000 750 MW
Greater than or equal to 15,000 and
less than 25,000 1,000 MW

Greater than or equal to 25,000

4% of LSE's Estimated Capacity
Obligation capped at 1300 MWs

If the MOPR Screened Generation Resource causes the Self-Supply LSE’s Net Long Position to
exceed the applicable threshold stated above, the MOPR Floor Offer Price shall apply, for the
Delivery Year in which such threshold is exceeded, only to the quantity of Unforced Capacity of
such resource that exceeds such threshold. In such event, such Unforced Capacity of such
resource shall be subject to the MOPR Floor Offer Price for the period specified in subsection
(h)(4) hereof; provided however, that any such Unforced Capacity that did not qualify for such
exemption for such Delivery Year may qualify for such exemption in any RPM Auction for a
future Delivery Year to the extent the Self-Supply LSE’s future load growth accommodates the
resource under the Net Long Position criteria.

V) Officer Certification. The Self-Supply LSE, acting either as the
Capacity Market Seller or on behalf of the Capacity Market Seller, shall submit a sworn,
notarized certification of a duly authorized officer, certifying that the officer has personal
knowledge of, or has engaged in a diligent inquiry to determine, the facts and circumstances
supporting the Capacity Market Seller’s decision to submit a Sell Offer into the RPM Auction for the
MOPR Screened Generation Resource and seek an exemption from the MOPR Floor Offer Price for
such resource, and to the best of his/her knowledge and belief: (A) the information supplied to the
Market Monitoring Unit and the Office of Interconnection in support of its exemption request is
true and correct and the MOPR Screened Generation Resource will be Owned and Contracted
Capacity for the purpose of self-supply for the benefit of the Self-Supply LSE; (B) the Self-Supply
LSE has disclosed all material facts relevant to the exemption request; and (C) the Capacity
Market Seller satisfies the criteria for the exemption.

Vi) For purposes of the Self-Supply Exemption:
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(A) “Self-Supply LSE” means the following types of Load Serving
Entity, which operate under long-standing business models: Municipal/Cooperative
Entity, Single Customer Entity, or Vertically Integrated Utility.

(B) “Municipal/Cooperative Entity” means cooperative and municipal
utilities, including public power supply entities comprised of either or both of the same,
and joint action agencies.

©) “Vertically Integrated Utility” means a utility that owns
generation, includes such generation in its regulated rates, and earns a regulated return
on its investment in such generation.

(D) “Single Customer Entity” means an LSE that serves at retail only
customers that are under common control with such LSE, where such control means
holding 51% or more of the voting securities or voting interests of the LSE and all its
retail customers.

(E)  All capacity calculations shall be on an Unforced Capacity basis.

(F)  Estimated Capacity Obligations and Owned and Contracted
Capacity shall be measured on a three-year average basis for the three years starting
with the first day of the Delivery Year associated with the RPM Auction for which the
exemption is being sought (“MOPR Exemption Measurement Period”). Such
measurements shall be verified by PJM using the latest available data that PJM uses to
determine capacity obligations.

(G)  The Self-Supply LSE’s Estimated Capacity Obligation shall be the
average, for the three Delivery Years of the MOPR Exemption Measurement Period, of
the Self-Supply LSE’s estimated share of the most recent available Zonal Peak Load
Forecast for each such Delivery Year for each Zone in which the Self-Supply LSE will
serve load during such Delivery Year, times the Forecast Pool Requirement established
for the first such Delivery Year, shall be stated on an Unforced Capacity basis. The Self-
Supply LSE’s share of such load shall be determined by the ratio of: (1) the peak load
contributions, from the most recent summer peak for which data is available at the time
of the exemption request, of the customers or areas within each Zone for which such LSE
will have load-serving responsibility during the first Delivery Year of the MOPR
Exemption Measurement Period to (2) the weather-normalized summer peak load of such
Zone for the same summer peak period addressed in the previous clause. Once submitted,
an exemption request shall not be subject to change due to later revisions to the PJM
load forecasts for such Delivery Years. The Self-Supply LSE’s Estimated Capacity
Obligation shall be limited to the LSE’s firm obligations to serve specific identifiable
customers or groups of customers including native load obligations and specific load
obligations in effective contracts for which the term of the contract includes at least a
portion of the Delivery Year associated with the RPM Auction for which the exemption is
requested (and shall not include load that is speculative or load obligations that are not
native load or customer specific); as well as retail loads of entities that directly (as
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through charges on a retail electric bill) or indirectly, contribute to the cost recovery of
the MOPR Screened Generation Resource; provided, however, nothing herein shall
require a Self-Supply LSE that is a joint owner of a MOPR Screened Generation
Resource to aggregate its expected loads with the loads of any other joint owner for
purposes of such Self-Supply LSE’s exemption request.

(H)  “Owned and Contracted Capacity” includes all of the Self-Supply
LSE'’s qualified Capacity Resources, whether internal or external to PJM. For purposes
of the Self-Supply Exemption, Owned and Contracted Capacity includes Generation
Capacity Resources without regard to whether such resource has failed or could fail the
Competitive and Non-Discriminatory procurement standard of the Competitive Entry
Exemption. To qualify for a Self-Supply Entry exemption, the MOPR Screened
Generation must be used by the Self-Supply LSE, meaning such Self-Supply LSE is the
beneficial off-taker of such generation such that the owned or contracted for MOPR
Screened Generation is for the Self-Supply LSE’s use to supply its customer(s).

M If multiple entities will have an ownership or contractual share in,
or are otherwise sponsoring, the MOPR Screened Generation Resource, the positions of
each such entity will be measured and considered for a Self-Supply Exemption with
respect to the individual Self-Supply LSE’s ownership or contractual share of such
resource.

(7) Competitive Entry Exemption. A Capacity Market Seller may qualify a
MOPR Screened Generation Resource for a Competitive Entry Exemption in any RPM Auction
for any Delivery Year if the Capacity Market Seller demonstrates that the MOPR Screened
Generation Resource satisfies all of the following criteria:

i) No costs are recovered from customers either directly or indirectly
through a non-bypassable charge linked to the construction, or clearing in any RPM Auction, of
the MOPR Screened Generation Resource.

i) No costs of the MOPR Screened Generation Resource are
supported through any contracts having a term of one year or more obtained in any state-
sponsored or state-mandated procurement processes that are not Competitive and Non-
Discriminatory. The Office of the Interconnection and the Market Monitoring Unit may deem a
procurement process to be “Competitive and Non-Discriminatory” only if: (4) both new and
existing resources may satisfy the requirements of the procurement; (B) the requirements of the
procurement are fully objective and transparent; (C) the procurement terms do not restrict the
type of capacity resources that may participate in and satisfy the requirements of the
procurement; (D) the procurement terms do not include selection criteria that could give
preference to new resources; and (E) the procurement terms do not use indirect means to
discriminate against existing capacity, such as geographic constraints inconsistent with LDA
import capabilities, unit technology or unit fuel requirements or unit heat-rate requirements,
identity or nature of seller requirements, or requirements for new construction. Notwithstanding
the foregoing, rather than seeking a determination from the Office of the Interconnection or the
Market Monitoring Unit under this section, an affected entity may submit a filing with FERC
seeking a determination that a state-sponsored or state-mandated procurement process meets the
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standards of this subsection and therefore should be deemed Competitive and Non-
Discriminatory.

iii) The Capacity Market Seller does not have any formal or informal
agreements or arrangements to seek, recover, accept or receive any (A) material payments,
concessions, rebates, or subsidies directly or indirectly from any governmental entity connected
with the construction, or clearing in any RPM Auction, of the MOPR Screened Generation
Resource, or (B) other material support through contracts having a term of one year or more
obtained in any state-sponsored or state-mandated procurement processes, connected to the
construction, or clearing in any RPM Auction, of the MOPR Screened Generation Resource.
These restrictions shall not include (C) payments (including payments in lieu of taxes),
concessions, rebates, subsidies, or incentives designed to incent, or participation in a program,
contract or other arrangement that utilizes criteria designed to incent or promote, general
industrial development in an area; (D) payments, concessions, rebates, subsidies or incentives
designed to incent, or participation in a program, contract or other arrangements from a county
or other local governmental authority using eligibility or selection criteria designed to incent,
siting facilities in that county or locality rather than another county or locality; or (E) federal
government production tax credits, investment tax credits, and similar tax advantages or
incentives that are available to generators without regard to the geographic location of the
generation.

iv) The Capacity Market Seller shall submit a sworn, notarized
certification of a duly authorized officer, certifying that the officer has personal knowledge of, or
has engaged in a diligent inquiry to determine, the facts and circumstances supporting the Capacity
Market Seller’s decision to submit a Sell Offer into the RPM Auction for the MOPR Screened
Generation Resource and seek an exemption from the MOPR Floor Offer Price for such resource,
and, to the best of his/her knowledge and belief: (A) the information supplied to the Market
Monitoring Unit and the Office of Interconnection to support its exemption is true and correct
and the resource is being constructed or contracted for purposes of competitive entry by the
Capacity Market Seller; (B) the Capacity Market Seller has disclosed all material facts relevant
to the request for the exemption; and (C) the exemption request satisfies the criteria for the
exemption.

8) Exemption Process.

) The Capacity Market Seller must submit its request for a
Competitive Entry Exemption or a Self-Supply Exemption in writing simultaneously to the
Market Monitoring Unit and the Office of Interconnection by no later than one hundred thirty
five (135) days prior to the commencement of the offer period for the RPM Auction in which
such seller seeks to submit its Sell Offer. The Capacity Market Seller shall include in its
request a description of its MOPR Screened Generation Resource, the exemption that the
Capacity Market Seller is requesting, and all documentation necessary to demonstrate that the
exemption criteria are satisfied, including without limitation the applicable certification(s)
specified in this subsection (h). In addition to the documentation identified herein and in the
PJM Manuals, the Capacity Market Seller shall provide any additional supporting information
reasonably requested by the Office of the Interconnection or the Market Monitoring Unit to
evaluate the Sell Offer. Requests for additional documentation will not extend the deadline by
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which the Office of the Interconnection or the Market Monitoring Unit must provide their
determinations of the exemption request. The Capacity Market Seller shall have an ongoing
obligation through the closing of the offer period for the RPM Auction to update the request to
reflect any material changes in the request.

i) As further described in Section 11.D. of Attachment M-Appendix to
this Tariff, the Market Monitoring Unit shall review the request and supporting documentation
and shall provide its determination by no later than forty-five (45) days after receipt of the
exemption request. The Office of the Interconnection shall also review all exemption requests to
determine whether the request is acceptable in accordance with the standards and criteria under
this section 5.14(h) and shall provide its determination in writing to the Capacity Market Seller,
with a copy to the Market Monitoring Unit, by no later than sixty-five (65) days after receipt of
the exemption request. The Office of the Interconnection shall reject a requested exemption if
the Capacity Market Seller fails to satisfy either the filing process in any material way, or the
criteria for the requested exemption. If the Office of the Interconnection does not provide its
determination by no later than sixty-five (65) days after receipt of the exemption request, the
exemption request shall be deemed granted. A Capacity Market Seller that is dissatisfied with
any determination hereunder may seek any remedies available to it from FERC; provided,
however, that the Office of the Interconnection will proceed with administration of the Tariff and
market rules unless and until ordered to do otherwise by FERC.

9) Procedures and Remedies in Cases of Suspected Fraud or Material
Misrepresentation or Omissions in Connection with Exemption Requests.

In the event the Office of the Interconnection reasonably believes that a request for a
Competitive Entry Exemption or a Self-Supply Exemption that has been granted contains
fraudulent or material misrepresentations or fraudulent or material omissions such that the
Capacity Market Seller would not have been eligible for the exemption for that resource had the
request not contained such misrepresentations or omissions, then:

) if the Office of the Interconnection provides written notice of
revocation to the Capacity Market Seller no later than thirty (30) days prior to the
commencement of the offer period for the RPM Auction for which the seller submitted a
fraudulent exemption request, the Office of the Interconnection shall revoke the exemption for
that auction. In such event, the Office of the Interconnection shall make any filings with FERC
that the Office of the Interconnection deems necessary, and

i) if the Office of the Interconnection does not provide written notice
of revocation no later than 30 days before the start of the relevant RPM Auction, then the Office
of the Interconnection may not revoke the exemption absent FERC approval. In any such filing
to FERC, the requested remedies shall include (A) in the event that such resource has not
cleared in the RPM Auction for which the exemption has been granted and the filing is made no
later than 5 days prior to the commencement of the offer period for the RPM Auction, revocation
of the exemption or, (B) in the event that the resource has cleared the RPM Auction for which the
exemption has been granted and the filing is made no later than two (2) years after the close of
the offer period for the relevant RPM Auction, suspension of any payments, during the pendency
of the FERC proceeding, to the Capacity Market Seller for the resource that cleared in any RPM
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Auction relying on such exemption; and suspension of the Capacity Market Seller's exemption
for that resource for future RPM Auctions.

iii) Prior to any automatic revocation or submission to FERC, the
Office of the Interconnection and/or the Market Monitoring Unit shall notify the affected
Capacity Market Seller and, to the extent practicable, provide the Capacity Market Seller an
opportunity to explain the alleged misrepresentation or omission. Any filing to FERC under this
provision shall seek fast track treatment and neither the name nor any identifying characteristics
of the Capacity Market Seller or the resource shall be publicly revealed, but otherwise the filing
shall be public. The Capacity Market Seller may apply for a new exemption for that resource for
subsequent auctions, including auctions held during the pendency of the FERC proceeding. In
the event that the Capacity Market Seller is cleared by FERC from such allegations of
misrepresentations or omissions then the exemption shall be restored to the extent and in the
manner permitted by FERC. The remedies required by this subsection (h)(9) to be requested in
any filing to FERC shall not be exclusive of any other remedies or penalties that may be pursued
against the Capacity Market Seller.

i) Capacity Export Charges and Credits
(1) Charge

Each Capacity Export Transmission Customer shall incur for each day of each Delivery Year a
Capacity Export Charge equal to the Reserved Capacity of Long-Term Firm Transmission
Service used for such export (“Export Reserved Capacity””) multiplied by (the Final Zonal
Capacity Price for such Delivery Year for the Zone encompassing the interface with the Control
Area to which such capacity is exported minus the Final Zonal Capacity Price for such Delivery
Year for the Zone in which the resources designated for export are located, but not less than
zero). If more than one Zone forms the interface with such Control Area, then the amount of
Reserved Capacity described above shall be apportioned among such Zones for purposes of the
above calculation in proportion to the flows from such resource through each such Zone directly
to such interface under CETO/CETL analysis conditions, as determined by the Office of the
Interconnection using procedures set forth in the PJIM Manuals. The amount of the Reserved
Capacity that is associated with a fully controllable facility that crosses such interface shall be
completely apportioned to the Zone within which such facility terminates.

(2) Credit

To recognize the value of firm Transmission Service held by any such Capacity Export
Transmission Customer, such customer assessed a charge under section 5.14(i)(1) also shall
receive a credit, comparable to the Capacity Transfer Rights provided to Load-Serving Entities
under section 5.15. Such credit shall be equal to the locational capacity price difference
specified in section 5.14(i)(1) times the Export Customer's Allocated Share determined as
follows:

Export Customer’s Allocated Share equals

(Export Path Import * Export Reserved Capacity) /
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(Export Reserved Capacity + Daily Unforced Capacity Obligations of all LSEs in such Zone).
Where:

“Export Path Import” means the megawatts of Unforced Capacity imported into the export
interface Zone from the Zone in which the resource designated for export is located.

If more than one Zone forms the interface with such Control Area, then the amount of Export
Reserved Capacity shall be apportioned among such Zones for purposes of the above calculation
in the same manner as set forth in subsection (i)(1) above.

3) Distribution of Revenues

Any revenues collected from the Capacity Export Charge with respect to any capacity export for
a Delivery Year, less the credit provided in subsection (i)(2) for such Delivery Year, shall be
distributed to the Load Serving Entities in the export-interface Zone that were assessed a

Locational Reliability Charge for such Delivery Year, pro rata based on the Daily Unforced
Capacity Obligations of such Load-serving Entities in such Zone during such Delivery Year. If
more than one Zone forms the interface with such Control Area, then the revenues shall be
apportioned among such Zones for purposes of the above calculation in the same manner as set
forth in subsection (i)(1) above.

5.14A Demand Response Transition Provision for RPM Delivery Years 2012/2013,
2013/2014, and 2014/2015

A This Transition Provision applies only with respect to Demand Resources cleared in the
Base Residual Auction for any or all of the 2012/2013, 2013/2014, or 2014/2015 Delivery Years
(hereafter, “Transition Delivery Years” and each a “Transition Delivery Year”) by a Curtailment
Service Provider as an aggregator of end-use customers registered for the Emergency Load
Response Program as Full Program Option or Capacity Only Option. A Curtailment Service
Provider meeting the description of the preceding sentence is hereafter in this Section 5.14A
referred to as a “Qualified DR Provider.”

B. In the event that a Qualified DR Provider concludes that its cleared Demand Resource for
a Transition Delivery Year is not viable under the revised Reporting and Compliance provisions
of the Emergency Load Response Program which became effective on November 7, 2011,
pursuant to the Commission’s order issued on November 4, 2011, in Docket No. ER11-3322-000
(137 FERC 1 61,108), the Qualified DR Provider must so inform PJM in writing by no later than
30 days prior to the next Incremental Auction for the Transition Delivery Year for which the
identified Demand Resource was cleared. A Qualified DR Provider that does not timely provide
the notice described in this paragraph shall be excluded from application of the remainder of this
Transition Provision. A Demand Resource cleared for a Transition Delivery Year is not viable
for purposes of this Transition Provision to the extent that it relies upon load reduction by any
end-use customer for which the applicable Qualified DR Provider anticipated, when it offered
the Demand Resource, measuring load reduction at loads in excess of such customer’s peak load
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contribution during Emergency Load Response dispatch events or tests.

1.

2.

In the event a Qualified DR Provider that participates in an Incremental Auction after
providing notice pursuant to paragraph B. above purchases Capacity Resources to
replace its previously cleared Demand Resource at a price that exceeds the price at
which the provider’s Demand Resource cleared in the Base Residual Auction for the
same Transition Delivery Year, the Qualified DR Provider shall receive a DR
Capacity Transition Credit in an amount determined by the following:

DRTC = (IAP - BRP) * DRMW
Where:

DRTC is the amount of the DR Capacity Transition Credit for the
Qualified DR Provider, expressed in dollars;

IAP = the Capacity Resource Clearing Price paid by the Qualified DR
Provider for replacement Capacity Resources in the Incremental Auction
for the relevant Transition Delivery Year;

BRP = the Capacity Resource Clearing Price at which the Qualified DR
Provider’s Demand Resource cleared in the Base Residual Auction for the
same Transition Delivery Year; and

DRMW = the capacity in MW of the Qualified DR Provider’s previously
cleared Demand Resource.

All DR Capacity Transition Credits will be paid weekly to the recipient Qualified DR
Providers by PJIMSettlement during the relevant Transition Delivery Year.

The cost of payments of DR Capacity Transition Credits to Qualified DR Providers
shall be included in the Locational Reliability Charge collected by PIMSettlement
during the relevant Transition Delivery Year from Load-Serving Entities in the
LDA(s) for which the Qualified DR Provider’s subject Demand Resource was
cleared.

C. A Qualified DR Provider may seek compensation related to its previously cleared
Demand Resource for a particular Transition Delivery Year, in lieu of any DR Capacity
Transition Credits for which it otherwise might be eligible under paragraph B.1. above, under the
following conditions:

1.

The Qualified DR Provider must provide timely notice to PJM in accordance with
paragraph B of this Transition Provision, and

The Qualified DR Provider must demonstrate to PJM’s reasonable satisfaction, not
later than 60 days prior to the start of the applicable Transition Delivery Year, that
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a. the Qualified DR Provider entered into contractual arrangements on or before
April 7, 2011, with one or more end-use customers registered for the Emergency
Load Response Program as Full Program Option or Capacity Only Option in
association with the Demand Resource identified in the provider’s notice pursuant to
paragraph B above,

b. under which the Qualified DR Provider is unavoidably obligated to pay to such
end-use customers during the relevant Transition Delivery Year

C. an aggregate amount that exceeds:

(i) any difference of (A) the amount the Qualified DR Provider is entitled to
receive in payment for the previously cleared Demand Resource it designated
as not viable in its notice pursuant to paragraph B of this provision, minus (B)
the amount the provider is obligated to pay for capacity resources it purchased
in the Incremental Auctions to replace the Demand Resource the provider
designated as not viable, plus

(i1) any monetary gains the Qualified DR Provider realizes from purchases of
Capacity Resources in Incremental Auctions for the same Transition Delivery
Year to replace any Demand Resources that the Qualified DR Provider
cleared in the applicable Base Residual Auction other than the resource
designated as not viable in the provider’s notice pursuant to paragraph (B) of
this provision,

(ii1) where “monetary gains” for the purpose of clause (ii) shall be any
positive difference of (A) the aggregate amount the Qualified DR Provider is
entitled to receive in payment for any such other Demand Resource it cleared
in the Base Residual Auction, minus (B) the aggregate amount the provider is
obligated to pay for capacity resources it purchased in the applicable
Incremental Auctions to replace any such other Demand Resource the
provider cleared in the Base Residual Auction.

D. A Qualified DR Provider which demonstrates satisfaction of the conditions of paragraph
C of this Transition Provision shall be entitled to an Alternative DR Transition Credit equal to
the amount described in paragraph C.2.c. above. Any Alternative DR Transition Credit provided
in accordance with this paragraph shall be paid and collected by PJIMSettlement in the same
manner as described in paragraphs B.2. and B.3. of this Transition Provision, provided, however,
that each Qualified DR Provider receiving an Alternative DR Transition Credit shall submit to
PJM within 15 days following the end of each month of the relevant Transition Delivery Year a
report providing the calculation described in paragraph C.2.c. above, using actual amounts paid
and received through the end of the month just ended. The DR Provider’s Alternative DR
Transition Credit shall be adjusted as necessary (including, if required, in the month following
the final month of the Transition Delivery Year) to ensure that the total credit paid to the
Qualified DR Provider for the Transition Delivery Year will equal, but shall not exceed, the
amount described in paragraph C.2.c. above, calculated using the actual amounts paid and
received by the Qualified DR Provider.
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5.14 Clearing Prices and Charges
a) Capacity Resource Clearing Prices

For each Base Residual Auction and Incremental Auction, the Office of the Interconnection shall
calculate a clearing price to be paid for each megawatt-day of Unforced Capacity that clears in
such auction. The Capacity Resource Clearing Price for each LDA will be the sum of the
following: (1) the marginal value of system capacity for the PJM Region, without considering
locational constraints, (2) the Locational Price Adder, if any in such LDA, (3) the Annual
Resource Price Adder, if any, and (4) the Extended Summer Resource Price Adder, if any, all as
determined by the Office of the Interconnection based on the optimization algorithm. If a
Capacity Resource is located in more than one Locational Deliverability Area, it shall be paid the
highest Locational Price Adder in any applicable LDA in which the Sell Offer for such Capacity
Resource cleared. The Annual Resource Price Adder is applicable for Annual Resources only.
The Extended Summer Resource Price Adder is applicable for Annual Resources and Extended
Summer Demand Resources.

b) Resource Make-Whole Payments

If a Sell Offer specifies a minimum block, and only a portion of such block is needed to clear the
market in a Base Residual or Incremental Auction, the MW portion of such Sell Offer needed to
clear the market shall clear, and such Sell Offer shall set the marginal value of system capacity.
In addition, the Capacity Market Seller shall receive a Resource Make-Whole Payment equal to
the Capacity Resource Clearing Price in such auction times the difference between the Sell
Offer's minimum block MW quantity and the Sell Offer's cleared MW quantity. The cost for any
such Resource Make-Whole Payments required in a Base Residual Auction or Incremental
Auction for adjustment of prior capacity commitments shall be collected pro rata from all LSEs
in the LDA in which such payments were made, based on their Daily Unforced Capacity
Obligations. The cost for any such Resource Make-Whole Payments required in an Incremental
Auction for capacity replacement shall be collected from all Capacity Market Buyers in the LDA
in which such payments were made, on a pro-rata basis based on the MWs purchased in such
auction.

c) New Entry Price Adjustment

A Capacity Market Seller that submits a Sell Offer based on a Planned Generation Capacity
Resource that clears in the BRA for a Delivery Year may, at its election, submit Sell Offers with
a New Entry Price Adjustment in the BRAs for the two immediately succeeding Delivery Years
if:

1. Such Capacity Market Seller provides notice of such election at the time it
submits its Sell Offer for such resource in the BRA for the first Delivery Year for which such
resource is eligible to be considered a Planned Generation Capacity Resource. When the
Capacity Market Seller provides notice of such election, it must specify whether its Sell Offer is
contingent upon qualifying for the New Entry Price Adjustment. The Office of the
Interconnection shall not clear such contingent Sell Offer if it does not qualify for the New Entry
Price Adjustment.
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2. All or any part of a Sell Offer from the Planned Generation Capacity
Resource submitted in accordance with section 5.14(c)(1) is the marginal Sell Offer that sets the
Capacity Resource Clearing Price for the LDA.

3. Acceptance of all or any part of a Sell Offer that meets the conditions in
section 5.14(c)(1)-(2) in the BRA increases the total Unforced Capacity committed in the BRA
(including any minimum block quantity) for the LDA in which such Resource will be located
from a megawatt quantity below the LDA Reliability Requirement, minus the Short Term
Resource Procurement Target, to a megawatt quantity at or above a megawatt quantity at the
price-quantity point on the VRR Curve at which the price is 0.40 times the applicable Net CONE
divided by (one minus the pool-wide average EFORd).

4. Such Capacity Market Seller submits Sell Offers in the BRA for the two
immediately succeeding Delivery Years for the entire Unforced Capacity of such Generation
Capacity Resource committed in the first BRA under section 5.14(c)(1)-(2) equal to the lesser of:
A) the price in such seller’s Sell Offer for the BRA in which such resource qualified as a Planned
Generation Capacity Resource that satisfies the conditions in section 5.14(c)(1)-(3); or B) 0.90
times the Net CONE applicable in the first BRA in which such Planned Generation Capacity
Resource meeting the conditions in section 5.14(c)(1)-(3) cleared, on an Unforced Capacity
basis, for such LDA.

5. If the Sell Offer is submitted consistent with section 5.14(c)(1)-(4) the
foregoing conditions, then:

(i) in the first Delivery Year, the Resource sets the Capacity Resource
Clearing Price for the LDA and all cleared resources in the LDA receive
the Capacity Resource Clearing Price set by the Sell Offer as the marginal
offer, in accordance with sections 5.12(a) and 5.14(a).

(i) ineither of the subsequent two BRAs, if any part of the Sell Offer from
the Resource clears, it shall receive the Capacity Resource Clearing Price
for such LDA for its cleared capacity and for any additional minimum
block quantity pursuant to section 5.14(b); or

(iii)  if the Resource does not clear, it shall be deemed resubmitted at the
highest price per MW-day at which the megawatt quantity of Unforced
Capacity of such Resource that cleared the first-year BRA will clear the
subsequent-year BRA pursuant to the optimization algorithm described in
section 5.12(a) of this Attachment, and

(iv)  the resource with its Sell Offer submitted shall clear and shall be
committed to the PJM Region in the amount cleared, plus any additional
minimum-block quantity from its Sell Offer for such Delivery Year, but
such additional amount shall be no greater than the portion of a minimum-
block quantity, if any, from its first-year Sell Offer satisfying section
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5.14(c)(1)-(3) that is entitled to compensation pursuant to section 5.14(b)
of this Attachment; and

(v) the Capacity Resource Clearing Price, and the resources cleared, shall be
re-determined to reflect the resubmitted Sell Offer. In such case, the
Resource for which the Sell Offer is submitted pursuant to section
5.14(c)(1)-(4) shall be paid for the entire committed quantity at the Sell
Offer price that it initially submitted in such subsequent BRA. The
difference between such Sell Offer price and the Capacity Resource
Clearing Price (as well as any difference between the cleared quantity and
the committed quantity), will be treated as a Resource Make-Whole
Payment in accordance with Section 5.14(b). Other capacity resources
that clear the BRA in such LDA receive the Capacity Resource Clearing
Price as determined in Section 5.14(a).

6. The failure to submit a Sell Offer consistent with Section 5.14(c)(i)-(iii) in
the BRA for Delivery Year 3 shall not retroactively revoke the New Entry Price Adjustment for
Delivery Year 2. However, the failure to submit a Sell Offer consistent with section 5.14(c)(4)
in the BRA for Delivery Year 2 shall make the resource ineligible for the New Entry Pricing
Adjustment for Delivery Years 2 and 3.

7. For each Delivery Year that the foregoing conditions are satisfied, the
Office of the Interconnection shall maintain and employ in the auction clearing for such LDA a
separate VRR Curve, notwithstanding the outcome of the test referenced in Section 5.10(a)(ii) of
this Attachment.

8. On or before August 1, 2012, PJM shall file with FERC under FPA
section 205, as determined necessary by PJM following a stakeholder process, tariff changes to
establish a long-term auction process as a not unduly discriminatory means to provide adequate
long-term revenue assurances to support new entry, as a supplement to or replacement of this
New Entry Price Adjustment.

d) Qualifying Transmission Upgrade Payments

A Capacity Market Seller that submitted a Sell Offer based on a Qualifying Transmission
Upgrade that clears in the Base Residual Auction shall receive a payment equal to the Capacity
Resource Clearing Price, including any Locational Price Adder, of the LDA into which the
Qualifying Transmission Upgrade is to increase Capacity Emergency Transfer Limit, less the
Capacity Resource Clearing Price, including any Locational Price Adder, of the LDA from
which the upgrade was to provide such increased CETL, multiplied by the megawatt quantity of
increased CETL cleared from such Sell Offer. Such payments shall be reflected in the
Locational Price Adder determined as part of the Final Zonal Capacity Price for the Zone
associated with such LDAs, and shall be funded through a reduction in the Capacity Transfer
Rights allocated to Load-Serving Entities under section 5.15, as set forth in that section.
PJMSettlement shall be the Counterparty to any cleared capacity transaction resulting from a Sell
Offer based on a Qualifying Transmission Upgrade.
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e) Locational Reliability Charge

In accordance with the Reliability Assurance Agreement, each LSE shall incur a Locational
Reliability Charge (subject to certain offsets and other adjustments as described in sections 5.13,
5.14A, and 5.15) equal to such LSE’s Daily Unforced Capacity Obligation in a Zone during such
Delivery Year multiplied by the applicable Final Zonal Capacity Price in such Zone.
PJMSettlement shall be the Counterparty to the LSEs’ obligations to pay, and payments of,
Locational Reliability Charges.

f) The Office of the Interconnection shall determine Zonal Capacity Prices in
accordance with the following, based on the optimization algorithm:

) The Office of the Interconnection shall calculate and post the Preliminary
Zonal Capacity Prices for each Delivery Year following the Base Residual Auction for such
Delivery Year. The Preliminary Zonal Capacity Price for each Zone shall be the sum of: 1) the
marginal value of system capacity for the PJM Region, without considering locational
constraints; 2) the Locational Price Adder, if any, for the LDA in which such Zone is located;
provided however, that if the Zone contains multiple LDAs with different Capacity Resource
Clearing Prices, the Zonal Capacity Price shall be a weighted average of the Capacity Resource
Clearing Prices for such LDAs, weighted by the Unforced Capacity of Capacity Resources
cleared in each such LDA; 3) an adjustment, if required, to account for adders paid to Annual
Resources and Extended Summer Demand Resources in the LDA for which the zone is located;
4) an adjustment, if required, to account for Resource Make-Whole Payments; and (5) an
adjustment, if required to provide sufficient revenue for payment of any PRD Credits, all as
determined in accordance with the optimization algorithm.

i) The Office of the Interconnection shall calculate and post the Adjusted
Zonal Capacity Price following each Incremental Auction. The Adjusted Zonal Capacity Price
for each Zone shall equal the sum of: (1) the average marginal value of system capacity
weighted by the Unforced Capacity cleared in all auctions previously conducted for such
Delivery Year (excluding any Unforced Capacity cleared as replacement capacity); (2) the
average Locational Price Adder weighted by the Unforced Capacity cleared in all auctions
previously conducted for such Delivery Year (excluding any Unforced Capacity cleared as
replacement capacity); (3) an adjustment, if required, to account for adders paid to Annual
Resources and Extended Summer Demand Resources for all auctions previously conducted for
such Delivery Year (excluding any Unforced Capacity cleared as replacement capacity); (4) an
adjustment, if required, to account for Resource Make-Whole Payments for all actions previously
conducted (excluding any Resource Make-Whole Payments to be charged to the buyers of
replacement capacity); and (5) an adjustment, if required to provide sufficient revenue for
payment of any PRD Credits. The Adjusted Zonal Capacity Price may decrease if Unforced
Capacity is decommitted or the Resource Clearing Price decreases in an Incremental Auction.

iii) The Office of the Interconnection shall, through May 31, 2012, calculate
and post the Final Zonal Capacity Price after all ILR resources are certified for the Delivery
Years and, thereafter, shall calculate and post such price after the final auction is held for such
Delivery Year, as set forth above. The Final Zonal Capacity Price for each Zone shall equal the
Adjusted Zonal Capacity Price, as further adjusted (for the Delivery Years through May 31,
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2012) to reflect the certified ILR compared to the ILR Forecast previously used for such
Delivery Year, and any decreases in the Nominated Demand Resource Value of any existing
Demand Resource cleared in the Base Residual Auction and Second Incremental Auction. For
such purpose, for the three consecutive Delivery Years ending May 31, 2012 only, the Forecast
ILR allocated to loads located in the AEP transmission zone that are served under the Reliability
Pricing Model shall be in proportion for each such year to the load ratio share of such RPM loads
compared to the total peak loads of such zone for such year; and any remaining ILR Forecast that
otherwise would be allocated to such loads shall be allocated to all Zones in the PJM Region pro
rata based on their Preliminary Zonal Peak Load Forecasts.

9) Resource Substitution Charge

Each Capacity Market Buyer in an Incremental Auction securing replacement capacity shall pay
a Resource Substitution Charge equal to the Capacity Resource Clearing Price resulting from
such auction multiplied by the megawatt quantity of Unforced Capacity purchased by such
Market Buyer in such auction.

h) Minimum Offer Price Rule for Certain Generation Capacity Resources

(1) General Rule. Any Sell Offer submitted in any RPM Auction for any
Delivery Year based on a MOPR Screened Generation Resource shall have an offer price no
lower than the MOPR Floor Offer Price for the period specified in this subsection (h), unless the
Capacity Market Seller has obtained either a Self-Supply Exemption or a Competitive Entry
Exemption with respect to such MOPR Screened Generation Resource in such auction prior to
the submission of such offer, in accordance with the provisions of this subsection. Nothing in
subsection (c) of this section 5.14 shall be read to excuse compliance of any Sell Offer with the
requirements of this subsection (h).

(2)  Applicability. A MOPR Screened Generation Resource shall be any
Generation Capacity Resource, and any uprate to a Generation Capacity Resource that is being,
or has been, modified to increase the number of megawatts of available installed capacity
thereof by 20 MW or more, based on a combustion turbine, combined cycle, or integrated
gasification combined cycle generating plant (including repowering of an existing plant
whenever the repowered plant utilizes combustion turbine, combined cycle, or integrated
gasification combined cycle units) with an installed capacity rating, combined for all units
comprising such resource at a single point of interconnection to the Transmission System, of no
less than 20 MW; provided, however, that a MOPR Screened Generation Resource shall not
include: (i) the Installed Capacity equivalent (measured as of the time of clearing) of any of a
resource’s Unforced Capacity that has cleared any RPM Auction conducted prior to February 1,
2013; (ii) any unit primarily fueled with landfill gas; (iii) any cogeneration unit that is certified
or self-certified as a Qualifying Facility, where the Capacity Market Seller is owner of the
Qualifying Facility and is the beneficial off-taker of the steam, electrical energy, and Unforced
Capacity of the unit, the Unforced Capacity of the unit is no larger than approximately all of the
Unforced Capacity Obligation of the host load, and all Unforced Capacity of the unit is used to
meet the Unforced Capacity Obligation of the host load. A MOPR Screened Generation
Resource shall include all Generation Capacity Resources located in the PJM Region that meet
the foregoing criteria, and all Generation Capacity Resources located outside the PJM Region
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(where such Sell Offer is based solely on such resource) that entered commercial service on or
after January 1, 2013, that meet the foregoing criteria and that require sufficient transmission
investment for delivery to the PJM Region to indicate a long-term commitment to providing

capacity to the PJM Region.

(3)

MOPR Floor Offer Price. The MOPR Floor Offer Price shall be 100% of

the Net Asset Class Cost of New Entry for the relevant generator type and location, as
determined hereunder. The gross Cost of New Entry component of the Net Asset Class Cost of
New Entry shall be, for purposes of the Delivery Year commencing on June 1, 2015, the values
indicated in the table below for each CONE Area for a combustion turbine generator (“CT”), a
combined cycle generator (“CC”), and an integrated gasification combined cycle generator
(“IGCC”), respectively, and shall be adjusted for subsequent Delivery Years in accordance with
subsection (h)(3)(i) below. The estimated energy and ancillary service revenues for each type of
plant shall be determined as described in subsection (h)(3)(ii) below.

CONE Areal | CONE Area2 | CONE Area 3 | CONE Area 4 CONE Area
5
CT $/MW-yr 140,000 130,600 127,500 134,500 114,500
CC $/MW-yr 173,000 152,600 166,000 166,000 147,000
IGCC $/MW- | 582,042 558,486 547,240 537,306 541,809
yr

i) Commencing with the Delivery Year that begins on June 1, 2016,
the gross Cost of New Entry component of the Net Asset Class Cost of New Entry shall be
adjusted to reflect changes in generating plant construction costs in the same manner as set
forth for the cost of new entry in section 5.10(a)(iv)(B), provided, however, that nothing herein
shall preclude the Office of the Interconnection from filing to change the Net Asset Class Cost of
New Entry for any Delivery Year pursuant to appropriate filings with FERC under the Federal
Power Act.

i) For purposes of this provision, the net energy and ancillary
services revenue estimate for a combustion turbine generator shall be that determined by section
5.10(a)(v)(A) of this Attachment DD, provided that the energy revenue estimate for each CONE
Avrea shall be based on the Zone within such CONE Area that has the highest energy revenue
estimate calculated under the methodology in that subsection. The net energy and ancillary
services revenue estimate for a combined cycle generator shall be determined in the same
manner as that prescribed for a combustion turbine generator in the previous sentence, except
that the heat rate assumed for the combined cycle resource shall be 6.722 MMbtu/Mwh, the
variable operations and maintenance expenses for such resource shall be $3.23 per MWh, the
Peak-Hour Dispatch scenario for both the Day-Ahead and Real-Time Energy Markets shall be
modified to dispatch the resource continuously during the full peak-hour period, as described in
section 2.46, for each such period that the resource is economic (using the test set forth in such
section), rather than only during the four-hour blocks within such period that such resource is
economic, and the ancillary service revenues shall be $3198 per MW-year. The net energy and
ancillary services revenue estimate for an integrated gasification combined cycle generator shall
be determined in the same manner as that prescribed for a combustion turbine generator above,
except that the heat rate assumed for the combined cycle resource shall be 8.7 MMbtu/Mwh, the
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variable operations and maintenance expenses for such resource shall be $7.77 per MWh, the
Peak-Hour Dispatch scenario for both the Day-Ahead and Real-Time Energy Markets shall be
modified to dispatch the resource continuously during the full peak-hour period, as described in
section 2.46, for each such period that the resource is economic (using the test set forth in such
section), rather than only during the four-hour blocks within such period that such resource is
economic, and the ancillary service revenues shall be $3,198 per MW-year.

4) Duration. The MOPR Floor Offer Price shall apply to any Sell Offer
based on a MOPR Screened Generation Resource (to the extent an exemption has not been
obtained for such resource under this subsection) until the earlier of: (i) the time by which Sell
Offers based on the non-exempt portion of such resource have cleared in RPM Auctions for no
less than three Delivery Years; or (ii) the time by which a Sell Offer based on the non-exempt
portion of such resource has cleared any single RPM Auction for which the Office of the
Interconnection determines that, had the non-exempt portion of such MOPR Screened
Generation Resource not cleared, such auction would have cleared a quantity of capacity less
than or equal to [the LDA Reliability Requirement multiplied by (100% plus IRM% minus 3%)
divided by (100% plus IRM%)] minus the Short-Term Resource Procurement Target.

(5) Effect of Exemption. To the extent a Sell Offer in any RPM Auction for
any Delivery Year is based on a MOPR Screened Generation Resource for which the Capacity
Market Seller obtains, prior to the submission of such offer, either a Competitive Entry
Exemption or a Self-Supply Exemption, such offer (to the extent of such exemption) may include
an offer price below the MOPR Floor Offer Price (including, without limitation, an offer price of
zero or other indication of intent to clear regardless of price). The Installed Capacity equivalent
of any MOPR Screened Generation Resource’s Unforced Capacity that has both obtained such
an exemption and cleared the RPM Auction for which it obtained such exemption shall not be
subject to a MOPR Floor Offer Price in any subsequent RPM Auction, except as provided in
subsection (h)(9) hereof.

(6) Self-Supply Exemption. A Capacity Market Seller that is a Self-Supply
LSE may qualify its MOPR Screened Generation Resource in any RPM Auction for any Delivery
Year for a Self-Supply Exemption if the MOPR Screened Generation Resource satisfies the
criteria specified below:

) Cost and revenue criteria. The costs and revenues associated with
a MOPR Screened Generation Resource for which a Self-Supply LSE seeks a Self-Supply
Exemption may permissibly reflect: (A) payments, concessions, rebates, subsidies, or incentives
designed to incent or promote, or participation in a program, contract, or other arrangement
that utilizes criteria designed to incent or promote, general industrial development in an area;
(B) payments, concessions, rebates, subsidies or incentives from a county or other local
government authority designed to incent, or participation in a program, contract or other
arrangement established by a county or other local governmental authority utilizing eligibility or
selection criteria designed to incent, siting facilities in that county or locality rather than
another county or locality; (C) revenues received by the Self-Supply LSE attributable to the
inclusion of costs of the MOPR Screened Generation Resource in such LSE’s regulated retail
rates where such LSE is an investor owned utility and the MOPR Screened Generation Resource
is planned consistent with such LSE’s most recent integrated resource plan found reasonable by
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the RERRA to meet the needs of its customers; and (D) payments to the Self-Supply LSE (such as
retail rate recovery) traditionally associated with revenues and costs of Public Power Entities
(or joint action of multiple Public Power Entities); revenues to a Public Power Entity from its
contracts having a term of one year or more with its members or customers (including wholesale
power contracts between an electric cooperative and its members); or cost or revenue
advantages related to a longstanding business model employed by the Self-Supply LSE, such as
its financial condition, tax status, access to capital, or other similar conditions affecting the Self-
Supply LSE’s costs and revenues. A Self~Supply Exemption shall not be permitted to the extent
that the Self-Supply LSE, acting either as the Capacity Market Seller or on behalf of the
Capacity Market Seller, has any formal or informal agreements or arrangements to seek,
recover, accept or receive: (E) any material payments, concessions, rebates, or subsidies,
connected to the construction, or clearing in any RPM Auction, of the MOPR Screened
Generation Resource, not described by (A) through (D) of this section; or (F) other support
through contracts having a term of one year or more obtained in any procurement process
sponsored or mandated by any state legislature or agency connected with the construction, or
clearing in any RPM Auction, of the MOPR Screened Generation Resource. Any cost and
revenue advantages described by (A) through (D) of this subsection that are material to the cost
of the MOPR Screened Generation Resource and that are irregular or anomalous, that do not
reflect arms-length transactions, or that are not in the ordinary course of the Self-Supply LSE’s
business, shall disqualify application of the Self-Supply Exemption unless the Self-Supply LSE
demonstrates in the exemption process provided hereunder that such costs and revenues are
consistent with the overall objectives of the Self-Supply Exemption.

i) Owned and Contracted Capacity. To qualify for the Self-Supply
Exemption, the Self-Supply LSE, acting either as the Capacity Market Seller or on behalf of the
Capacity Market Seller, must demonstrate that the MOPR Screened Generation Resource is
included in such LSE’s Owned and Contracted Capacity and that its Owned and Contracted
Capacity meets the criteria outlined below after the addition of such MOPR Screened
Generation Resource.

i) Maximum Net Short Position. If the excess, if any, of the Self-
Supply LSE’s Estimated Capacity Obligation above its Owned and Contracted Capacity (“Net
Short”) is less than the amount of Unforced Capacity specified in or calculated under the table
below for all relevant areas based on the specified type of LSE, then this exemption criterion is
satisfied. For this purpose, the Net Short position shall be calculated for any Self-Supply LSE
requesting this exemption for the PJIM Region and for each LDA specified in the table below in
which the MOPR Screened Generation Resource is located (including through nesting of LDAS)
to the extent the Self-Supply LSE has an Estimated Capacity Obligation in such LDA. If the Self-
Supply LSE does not have an Estimated Capacity Obligation in an evaluated LDA, then the Self-
Supply LSE is deemed to satisfy the test for that LDA.

Type of Self-Supply LSE Maximum Net Short Position (UCAP
MW, measured at RTO, MAAC, SWMAAC
and EMAAC unless otherwise specified)

Single Customer Entity 150 MW
Public Power Entity 1000 MW
Multi-state Public Power Entity* 1000 MW in SWMAAC, EMAAC, or
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MAAC LDAs and 1800 MW RTO

Vertically Integrated Utility 20% of LSE's Reliability Requirement
*A Multi-state Public Power Entity shall not have more than 90% of its total load in
any one state.

iv) Maximum Net Long Position. If the excess, if any, of the Self-
Supply LSE’s Owned and Contracted Capacity for the PJM Region above its Estimated Capacity
Obligation for the PJM Region (“Net Long”), is less than the amount of Unforced Capacity
specified in or calculated under the table below, then this exemption criterion is satisfied:

Self-Supply LSE Total Estimated
Capacity Obligation in the PJM
Region (UCAP MW)

Maximum Net Long Position (UCAP
MW)

Less than 500

75 MW

Greater than or equal to 500 and
less than 5,000

15% of LSE's Estimated Capacity
Obligation

Greater than or equal to 5,000 and

less than 15,000 750 MW
Greater than or equal to 15,000 and
less than 25,000 1,000 MW

Greater than or equal to 25,000

4% of LSE's Estimated Capacity
Obligation capped at 1300 MWs

If the MOPR Screened Generation Resource causes the Self-Supply LSE’s Net Long Position to
exceed the applicable threshold stated above, the MOPR Floor Offer Price shall apply, for the
Delivery Year in which such threshold is exceeded, only to the quantity of Unforced Capacity of
such resource that exceeds such threshold. In such event, such Unforced Capacity of such
resource shall be subject to the MOPR Floor Offer Price for the period specified in subsection
(h)(4) hereof; provided however, that any such Unforced Capacity that did not qualify for such
exemption for such Delivery Year may qualify for such exemption in any RPM Auction for a
future Delivery Year to the extent the Self-Supply LSE’s future load growth accommodates the
resource under the Net Long Position criteria.

V) Officer Certification. The Self-Supply LSE, acting either as the
Capacity Market Seller or on behalf of the Capacity Market Seller, shall submit a sworn,
notarized certification of a duly authorized officer, certifying that the officer has personal
knowledge of, or has engaged in a diligent inquiry to determine, the facts and circumstances
supporting the Capacity Market Seller’s decision to submit a Sell Offer into the RPM Auction for the
MOPR Screened Generation Resource and seek an exemption from the MOPR Floor Offer Price for
such resource, and to the best of his/her knowledge and belief: (A) the information supplied to the
Market Monitoring Unit and the Office of Interconnection in support of its exemption request is
true and correct and the MOPR Screened Generation Resource will be Owned and Contracted
Capacity for the purpose of self-supply for the benefit of the Self-Supply LSE; (B) the Self-Supply
LSE has disclosed all material facts relevant to the exemption request; and (C) the Capacity
Market Seller satisfies the criteria for the exemption.

Vi) For purposes of the Self-Supply Exemption:
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(A) “Self-Supply LSE” means the following types of Load Serving
Entity, which operate under long-standing business models: Municipal/Cooperative
Entity, Single Customer Entity, or Vertically Integrated Utility.

(B) “Municipal/Cooperative Entity” means cooperative and municipal
utilities, including public power supply entities comprised of either or both of the same,
and joint action agencies.

©) “Vertically Integrated Utility” means a utility that owns
generation, includes such generation in its regulated rates, and earns a regulated return
on its investment in such generation.

(D) “Single Customer Entity” means an LSE that serves at retail only
customers that are under common control with such LSE, where such control means
holding 51% or more of the voting securities or voting interests of the LSE and all its
retail customers.

(E)  All capacity calculations shall be on an Unforced Capacity basis.

(F)  Estimated Capacity Obligations and Owned and Contracted
Capacity shall be measured on a three-year average basis for the three years starting
with the first day of the Delivery Year associated with the RPM Auction for which the
exemption is being sought (“MOPR Exemption Measurement Period”). Such
measurements shall be verified by PJM using the latest available data that PJIM uses to
determine capacity obligations.

(G)  The Self-Supply LSE’s Estimated Capacity Obligation shall be the
average, for the three Delivery Years of the MOPR Exemption Measurement Period, of
the Self-Supply LSE’s estimated share of the most recent available Zonal Peak Load
Forecast for each such Delivery Year for each Zone in which the Self-Supply LSE will
serve load during such Delivery Year, times the Forecast Pool Requirement established
for the first such Delivery Year, shall be stated on an Unforced Capacity basis. The Self-
Supply LSE’s share of such load shall be determined by the ratio of: (1) the peak load
contributions, from the most recent summer peak for which data is available at the time
of the exemption request, of the customers or areas within each Zone for which such LSE
will have load-serving responsibility during the first Delivery Year of the MOPR
Exemption Measurement Period to (2) the weather-normalized summer peak load of such
Zone for the same summer peak period addressed in the previous clause. Once submitted,
an exemption request shall not be subject to change due to later revisions to the PJM
load forecasts for such Delivery Years. The Self-Supply LSE’s Estimated Capacity
Obligation shall be limited to the LSE’s firm obligations to serve specific identifiable
customers or groups of customers including native load obligations and specific load
obligations in effective contracts for which the term of the contract includes at least a
portion of the Delivery Year associated with the RPM Auction for which the exemption is
requested (and shall not include load that is speculative or load obligations that are not
native load or customer specific); as well as retail loads of entities that directly (as
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through charges on a retail electric bill) or indirectly, contribute to the cost recovery of
the MOPR Screened Generation Resource; provided, however, nothing herein shall
require a Self-Supply LSE that is a joint owner of a MOPR Screened Generation
Resource to aggregate its expected loads with the loads of any other joint owner for
purposes of such Self-Supply LSE’s exemption request.

(H)  “Owned and Contracted Capacity” includes all of the Self-Supply
LSE’s qualified Capacity Resources, whether internal or external to PIM. For purposes
of the Self-Supply Exemption, Owned and Contracted Capacity includes Generation
Capacity Resources without regard to whether such resource has failed or could fail the
Competitive and Non-Discriminatory procurement standard of the Competitive Entry
Exemption. To qualify for a Self-Supply Entry exemption, the MOPR Screened
Generation must be used by the Self-Supply LSE, meaning such Self-Supply LSE is the
beneficial off-taker of such generation such that the owned or contracted for MOPR
Screened Generation is for the Self-Supply LSE’s use to supply its customer(s).

M If multiple entities will have an ownership or contractual share in,
or are otherwise sponsoring, the MOPR Screened Generation Resource, the positions of
each such entity will be measured and considered for a Self-Supply Exemption with
respect to the individual Self-Supply LSE’s ownership or contractual share of such
resource.

(7) Competitive Entry Exemption. A Capacity Market Seller may qualify a
MOPR Screened Generation Resource for a Competitive Entry Exemption in any RPM Auction
for any Delivery Year if the Capacity Market Seller demonstrates that the MOPR Screened
Generation Resource satisfies all of the following criteria:

i) No costs are recovered from customers either directly or indirectly
through a non-bypassable charge linked to the construction, or clearing in any RPM Auction, of
the MOPR Screened Generation Resource.

i) No costs of the MOPR Screened Generation Resource are
supported through any contracts having a term of one year or more obtained in any state-
sponsored or state-mandated procurement processes that are not Competitive and Non-
Discriminatory. The Office of the Interconnection and the Market Monitoring Unit may deem a
procurement process to be “Competitive and Non-Discriminatory” only if: (4) both new and
existing resources may satisfy the requirements of the procurement; (B) the requirements of the
procurement are fully objective and transparent; (C) the procurement terms do not restrict the
type of capacity resources that may participate in and satisfy the requirements of the
procurement; (D) the procurement terms do not include selection criteria that could give
preference to new resources; and (E) the procurement terms do not use indirect means to
discriminate against existing capacity, such as geographic constraints inconsistent with LDA
import capabilities, unit technology or unit fuel requirements or unit heat-rate requirements,
identity or nature of seller requirements, or requirements for new construction. Notwithstanding
the foregoing, rather than seeking a determination from the Office of the Interconnection or the
Market Monitoring Unit under this section, an affected entity may submit a filing with FERC
seeking a determination that a state-sponsored or state-mandated procurement process meets the
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standards of this subsection and therefore should be deemed Competitive and Non-
Discriminatory.

iii) The Capacity Market Seller does not have any formal or informal
agreements or arrangements to seek, recover, accept or receive any (A) material payments,
concessions, rebates, or subsidies directly or indirectly from any governmental entity connected
with the construction, or clearing in any RPM Auction, of the MOPR Screened Generation
Resource, or (B) other material support through contracts having a term of one year or more
obtained in any state-sponsored or state-mandated procurement processes, connected to the
construction, or clearing in any RPM Auction, of the MOPR Screened Generation Resource.
These restrictions shall not include (C) payments (including payments in lieu of taxes),
concessions, rebates, subsidies, or incentives designed to incent, or participation in a program,
contract or other arrangement that utilizes criteria designed to incent or promote, general
industrial development in an area; (D) payments, concessions, rebates, subsidies or incentives
designed to incent, or participation in a program, contract or other arrangements from a county
or other local governmental authority using eligibility or selection criteria designed to incent,
siting facilities in that county or locality rather than another county or locality; or (E) federal
government production tax credits, investment tax credits, and similar tax advantages or
incentives that are available to generators without regard to the geographic location of the
generation.

iv) The Capacity Market Seller shall submit a sworn, notarized
certification of a duly authorized officer, certifying that the officer has personal knowledge of, or
has engaged in a diligent inquiry to determine, the facts and circumstances supporting the Capacity
Market Seller’s decision to submit a Sell Offer into the RPM Auction for the MOPR Screened
Generation Resource and seek an exemption from the MOPR Floor Offer Price for such resource,
and, to the best of his/her knowledge and belief: (A) the information supplied to the Market
Monitoring Unit and the Office of Interconnection to support its exemption is true and correct
and the resource is being constructed or contracted for purposes of competitive entry by the
Capacity Market Seller; (B) the Capacity Market Seller has disclosed all material facts relevant
to the request for the exemption; and (C) the exemption request satisfies the criteria for the
exemption.

8) Exemption Process.

) The Capacity Market Seller must submit its request for a
Competitive Entry Exemption or a Self-Supply Exemption in writing simultaneously to the
Market Monitoring Unit and the Office of Interconnection by no later than one hundred thirty
five (135) days prior to the commencement of the offer period for the RPM Auction in which
such seller seeks to submit its Sell Offer. The Capacity Market Seller shall include in its
request a description of its MOPR Screened Generation Resource, the exemption that the
Capacity Market Seller is requesting, and all documentation necessary to demonstrate that the
exemption criteria are satisfied, including without limitation the applicable certification(s)
specified in this subsection (h). In addition to the documentation identified herein and in the
PJM Manuals, the Capacity Market Seller shall provide any additional supporting information
reasonably requested by the Office of the Interconnection or the Market Monitoring Unit to
evaluate the Sell Offer. Requests for additional documentation will not extend the deadline by
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which the Office of the Interconnection or the Market Monitoring Unit must provide their
determinations of the exemption request. The Capacity Market Seller shall have an ongoing
obligation through the closing of the offer period for the RPM Auction to update the request to
reflect any material changes in the request.

i) As further described in Section 11.D. of Attachment M-Appendix to
this Tariff, the Market Monitoring Unit shall review the request and supporting documentation
and shall provide its determination by no later than forty-five (45) days after receipt of the
exemption request. The Office of the Interconnection shall also review all exemption requests to
determine whether the request is acceptable in accordance with the standards and criteria under
this section 5.14(h) and shall provide its determination in writing to the Capacity Market Seller,
with a copy to the Market Monitoring Unit, by no later than sixty-five (65) days after receipt of
the exemption request. The Office of the Interconnection shall reject a requested exemption if
the Capacity Market Seller fails to satisfy either the filing process in any material way, or the
criteria for the requested exemption. If the Office of the Interconnection does not provide its
determination by no later than sixty-five (65) days after receipt of the exemption request, the
exemption request shall be deemed granted. A Capacity Market Seller that is dissatisfied with
any determination hereunder may seek any remedies available to it from FERC; provided,
however, that the Office of the Interconnection will proceed with administration of the Tariff and
market rules unless and until ordered to do otherwise by FERC.

9) Procedures and Remedies in Cases of Suspected Fraud or Material
Misrepresentation or Omissions in Connection with Exemption Requests.

In the event the Office of the Interconnection reasonably believes that a request for a
Competitive Entry Exemption or a Self-Supply Exemption that has been granted contains
fraudulent or material misrepresentations or fraudulent or material omissions such that the
Capacity Market Seller would not have been eligible for the exemption for that resource had the
request not contained such misrepresentations or omissions, then:

) if the Office of the Interconnection provides written notice of
revocation to the Capacity Market Seller no later than thirty (30) days prior to the
commencement of the offer period for the RPM Auction for which the seller submitted a
fraudulent exemption request, the Office of the Interconnection shall revoke the exemption for
that auction. In such event, the Office of the Interconnection shall make any filings with FERC
that the Office of the Interconnection deems necessary, and

i) if the Office of the Interconnection does not provide written notice
of revocation no later than 30 days before the start of the relevant RPM Auction, then the Office
of the Interconnection may not revoke the exemption absent FERC approval. In any such filing
to FERC, the requested remedies shall include (A) in the event that such resource has not
cleared in the RPM Auction for which the exemption has been granted and the filing is made no
later than 5 days prior to the commencement of the offer period for the RPM Auction, revocation
of the exemption or, (B) in the event that the resource has cleared the RPM Auction for which the
exemption has been granted and the filing is made no later than two (2) years after the close of
the offer period for the relevant RPM Auction, suspension of any payments, during the pendency
of the FERC proceeding, to the Capacity Market Seller for the resource that cleared in any RPM
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Auction relying on such exemption; and suspension of the Capacity Market Seller's exemption
for that resource for future RPM Auctions.

iii) Prior to any automatic revocation or submission to FERC, the
Office of the Interconnection and/or the Market Monitoring Unit shall notify the affected
Capacity Market Seller and, to the extent practicable, provide the Capacity Market Seller an
opportunity to explain the alleged misrepresentation or omission. Any filing to FERC under this
provision shall seek fast track treatment and neither the name nor any identifying characteristics
of the Capacity Market Seller or the resource shall be publicly revealed, but otherwise the filing
shall be public. The Capacity Market Seller may apply for a new exemption for that resource for
subsequent auctions, including auctions held during the pendency of the FERC proceeding. In
the event that the Capacity Market Seller is cleared by FERC from such allegations of
misrepresentations or omissions then the exemption shall be restored to the extent and in the
manner permitted by FERC. The remedies required by this subsection (h)(9) to be requested in
any filing to FERC shall not be exclusive of any other remedies or penalties that may be pursued
against the Capacity Market Seller.

i) Capacity Export Charges and Credits
(1) Charge

Each Capacity Export Transmission Customer shall incur for each day of each Delivery Year a
Capacity Export Charge equal to the Reserved Capacity of Long-Term Firm Transmission
Service used for such export (“Export Reserved Capacity””) multiplied by (the Final Zonal
Capacity Price for such Delivery Year for the Zone encompassing the interface with the Control
Area to which such capacity is exported minus the Final Zonal Capacity Price for such Delivery
Year for the Zone in which the resources designated for export are located, but not less than
zero). If more than one Zone forms the interface with such Control Area, then the amount of
Reserved Capacity described above shall be apportioned among such Zones for purposes of the
above calculation in proportion to the flows from such resource through each such Zone directly
to such interface under CETO/CETL analysis conditions, as determined by the Office of the
Interconnection using procedures set forth in the PJIM Manuals. The amount of the Reserved
Capacity that is associated with a fully controllable facility that crosses such interface shall be
completely apportioned to the Zone within which such facility terminates.

(2) Credit

To recognize the value of firm Transmission Service held by any such Capacity Export
Transmission Customer, such customer assessed a charge under section 5.14(i)(1) also shall
receive a credit, comparable to the Capacity Transfer Rights provided to Load-Serving Entities
under section 5.15. Such credit shall be equal to the locational capacity price difference
specified in section 5.14(i)(1) times the Export Customer's Allocated Share determined as
follows:

Export Customer’s Allocated Share equals

(Export Path Import * Export Reserved Capacity) /

Page 14



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

“Export Path Import” means the megawatts of Unforced Capacity imported into the export
interface Zone from the Zone in which the resource designated for export is located.

If more than one Zone forms the interface with such Control Area, then the amount of Export
Reserved Capacity shall be apportioned among such Zones for purposes of the above calculation
in the same manner as set forth in subsection (i)(1) above.

3) Distribution of Revenues

Any revenues collected from the Capacity Export Charge with respect to any capacity export for
a Delivery Year, less the credit provided in subsection (i)(2) for such Delivery Year, shall be
distributed to the Load Serving Entities in the export-interface Zone that were assessed a

Locational Reliability Charge for such Delivery Year, pro rata based on the Daily Unforced
Capacity Obligations of such Load-serving Entities in such Zone during such Delivery Year. If
more than one Zone forms the interface with such Control Area, then the revenues shall be
apportioned among such Zones for purposes of the above calculation in the same manner as set
forth in subsection (i)(1) above.

5.14A Demand Response Transition Provision for RPM Delivery Years 2012/2013,
2013/2014, and 2014/2015

A This Transition Provision applies only with respect to Demand Resources cleared in the
Base Residual Auction for any or all of the 2012/2013, 2013/2014, or 2014/2015 Delivery Years
(hereafter, “Transition Delivery Years” and each a “Transition Delivery Year”) by a Curtailment
Service Provider as an aggregator of end-use customers registered for the Emergency Load
Response Program as Full Program Option or Capacity Only Option. A Curtailment Service
Provider meeting the description of the preceding sentence is hereafter in this Section 5.14A
referred to as a “Qualified DR Provider.”

B. In the event that a Qualified DR Provider concludes that its cleared Demand Resource for
a Transition Delivery Year is not viable under the revised Reporting and Compliance provisions
of the Emergency Load Response Program which became effective on November 7, 2011,
pursuant to the Commission’s order issued on November 4, 2011, in Docket No. ER11-3322-000
(137 FERC 1 61,108), the Qualified DR Provider must so inform PJM in writing by no later than
30 days prior to the next Incremental Auction for the Transition Delivery Year for which the
identified Demand Resource was cleared. A Qualified DR Provider that does not timely provide
the notice described in this paragraph shall be excluded from application of the remainder of this
Transition Provision. A Demand Resource cleared for a Transition Delivery Year is not viable
for purposes of this Transition Provision to the extent that it relies upon load reduction by any
end-use customer for which the applicable Qualified DR Provider anticipated, when it offered
the Demand Resource, measuring load reduction at loads in excess of such customer’s peak load
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contribution during Emergency Load Response dispatch events or tests.

1.

2.

In the event a Qualified DR Provider that participates in an Incremental Auction after
providing notice pursuant to paragraph B. above purchases Capacity Resources to
replace its previously cleared Demand Resource at a price that exceeds the price at
which the provider’s Demand Resource cleared in the Base Residual Auction for the
same Transition Delivery Year, the Qualified DR Provider shall receive a DR
Capacity Transition Credit in an amount determined by the following:

DRTC = (IAP - BRP) * DRMW
Where:

DRTC is the amount of the DR Capacity Transition Credit for the
Qualified DR Provider, expressed in dollars;

IAP = the Capacity Resource Clearing Price paid by the Qualified DR
Provider for replacement Capacity Resources in the Incremental Auction
for the relevant Transition Delivery Year;

BRP = the Capacity Resource Clearing Price at which the Qualified DR
Provider’s Demand Resource cleared in the Base Residual Auction for the
same Transition Delivery Year; and

DRMW = the capacity in MW of the Qualified DR Provider’s previously
cleared Demand Resource.

All DR Capacity Transition Credits will be paid weekly to the recipient Qualified DR
Providers by PJMSettlement during the relevant Transition Delivery Year.

The cost of payments of DR Capacity Transition Credits to Qualified DR Providers
shall be included in the Locational Reliability Charge collected by PIMSettlement
during the relevant Transition Delivery Year from Load-Serving Entities in the
LDA(s) for which the Qualified DR Provider’s subject Demand Resource was
cleared.

C. A Qualified DR Provider may seek compensation related to its previously cleared
Demand Resource for a particular Transition Delivery Year, in lieu of any DR Capacity
Transition Credits for which it otherwise might be eligible under paragraph B.1. above, under the
following conditions:

1.

The Qualified DR Provider must provide timely notice to PJM in accordance with
paragraph B of this Transition Provision, and

The Qualified DR Provider must demonstrate to PJM’s reasonable satisfaction, not
later than 60 days prior to the start of the applicable Transition Delivery Year, that
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a. the Qualified DR Provider entered into contractual arrangements on or before
April 7, 2011, with one or more end-use customers registered for the Emergency
Load Response Program as Full Program Option or Capacity Only Option in
association with the Demand Resource identified in the provider’s notice pursuant to
paragraph B above,

b. under which the Qualified DR Provider is unavoidably obligated to pay to such
end-use customers during the relevant Transition Delivery Year

C. an aggregate amount that exceeds:

(i) any difference of (A) the amount the Qualified DR Provider is entitled to
receive in payment for the previously cleared Demand Resource it designated
as not viable in its notice pursuant to paragraph B of this provision, minus (B)
the amount the provider is obligated to pay for capacity resources it purchased
in the Incremental Auctions to replace the Demand Resource the provider
designated as not viable, plus

(i1) any monetary gains the Qualified DR Provider realizes from purchases of
Capacity Resources in Incremental Auctions for the same Transition Delivery
Year to replace any Demand Resources that the Qualified DR Provider
cleared in the applicable Base Residual Auction other than the resource
designated as not viable in the provider’s notice pursuant to paragraph (B) of
this provision,

(iii) where “monetary gains” for the purpose of clause (ii) shall be any
positive difference of (A) the aggregate amount the Qualified DR Provider is
entitled to receive in payment for any such other Demand Resource it cleared
in the Base Residual Auction, minus (B) the aggregate amount the provider is
obligated to pay for capacity resources it purchased in the applicable
Incremental Auctions to replace any such other Demand Resource the
provider cleared in the Base Residual Auction.

D. A Qualified DR Provider which demonstrates satisfaction of the conditions of paragraph
C of this Transition Provision shall be entitled to an Alternative DR Transition Credit equal to
the amount described in paragraph C.2.c. above. Any Alternative DR Transition Credit provided
in accordance with this paragraph shall be paid and collected by PJIMSettlement in the same
manner as described in paragraphs B.2. and B.3. of this Transition Provision, provided, however,
that each Qualified DR Provider receiving an Alternative DR Transition Credit shall submit to
PJM within 15 days following the end of each month of the relevant Transition Delivery Year a
report providing the calculation described in paragraph C.2.c. above, using actual amounts paid
and received through the end of the month just ended. The DR Provider’s Alternative DR
Transition Credit shall be adjusted as necessary (including, if required, in the month following
the final month of the Transition Delivery Year) to ensure that the total credit paid to the
Qualified DR Provider for the Transition Delivery Year will equal, but shall not exceed, the
amount described in paragraph C.2.c. above, calculated using the actual amounts paid and
received by the Qualified DR Provider.
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