1. INTRODUCTION

This Attachment sets forth the terms and conditions governing the Reliability Pricing Model for
the PJIM Region. In the event of a conflict between this Attachment DD and Tariff, Attachment
M and #sTariff, Attachment M--Appendix with respect to the responsibilities of the Market
Monitoring Unit, the provisions of Tariff, Attachment M and #sTariff, Attachment M--Appendix
shall control. As more fully set forth in this Attachment and the PJM Manuals, and in
conjunction with the Reliability Assurance Agreement, the Reliability Pricing Model provides:

@) support for LSEs in satisfying Daily Unforced Capacity Obligations for future
Delivery Years through Self Supply of Capacity Resources;

(b) a competitive auction mechanism to secure the forward commitment of additional
Capacity Resources and Qualifying Transmission Upgrades as necessary to satisfy the portion of
LSEs’ Unforced Capacity Obligations not satisfied through Self-Supply, in order to ensure the
reliability of the PJIM Region for future Delivery Years;

(© long-term pricing signals for the development of Capacity Resources, including
demand resources and planned generation resources, to ensure the reliability of the PJIM Region;

(d) recognition for the locational benefits of Capacity Resources;

(e deficiency charges to ensure progress toward, and fulfillment of, forward
commitments by demand and generation resources to satisfy capacity requirements;

()] measures to identify and mitigate capacity market structure deficiencies; and

(9) a Reliability Backstop mechanism to ensure that sufficient generation,
transmission and demand response solutions will be available to preserve system reliability.



3. RESPONSIBILITIES OF THE OFFICE OF THE INTERCONNECTION
3.1  Support for Self-Supply and Bilateral Transactions
The Office of the Interconnection shall:

@ support electronic tools to facilitate communication by Market Sellers and
Market Buyers of information to the Office of the Interconnection concerning Self-
Supply arrangements;

(b) support an electronic bulletin board providing a forum for prospective
buyers and sellers to transact Capacity Resources outside the Reliability Pricing Model
Auctions, including Locational UCAP transactions (including mechanisms to allow
prospective Sellers with partial-year resources to explore voluntary opportunities to
combine their resources such that they can be offered together for a full Delivery Year)
and support electronic tools to report bilateral capacity transactions between Market
Participants to the Office of the Interconnection, in accordance with procedures set forth
in the PJIM Manuals; and

(© define one or more capacity trading hubs and determine and publicize
values for such hubs based on the capacity prices determined for one or more Locational
Deliverability Areas, in accordance with the PJM Manuals.

3.2 Administration of the Base Residual Auction and Incremental Auctions

The Office of the Interconnection shall conduct and administer the Base Residual
Auction and Incremental Auctions in accordance with this Attachment, the Operating
Agreement, and the Reliability Assurance Agreement. Administration of the Base
Residual Auction and Incremental Auctions shall include, but not be limited to, the
following:

a) Determining the qualification of entities to become Capacity Market
Sellers and Capacity Market Buyers;

b) Determining PJM Region Peak Load Forecasts and Locational
Deliverability Area Reliability Requirements;

C) Determining the Minimum Annual Resource Requirements and the
Minimum Extended Summer Resource Requirements for the PJM Region and applicable
LDAs for Delivery Years starting June 1, 2014 and ending May 31, 2017;

d) Determining Limited Resource Constraints and Sub-Annual Resource
Constraints for the 2017/2018 Delivery Year;

e) Determining Base Capacity Demand Resource Constraints and Base
Capacity Resource Constraints for the 2018/2019 and 2019/2020 Delivery Years;



f) Determining the need, if any, for a Conditional Incremental Auction and
providing appropriate prior notice of any such auction

9) Calculating the EFORd for each Generation Capacity Resource in the PIM
Region to be used in the Third Incremental Auction;

h) Receiving Buy Bids and Sell Offers, determining Locational
Deliverability Requirements and Variable Resource Requirement Curves, and
determining the clearing price that reflects all such inputs;

1) Conducting settlements for auction transactions, including but not limited
to rendering bills to, receiving payments from, and disbursing payments to, participants
in Base Residual Auctions and Incremental Auctions.

1) Maintaining such records of Sell Offers and Buy Bids, clearing price
determinations, and other aspects of auction transactions, as may be appropriate to the
administration of Base Residual Auctions and Incremental Auctions; and

k) Posting of selected non-confidential data used in Reliability Pricing Model
Auctions to calculate clearing prices and other auction results, as appropriate to inform
market participants of auction conditions.

3.3  Records and Reports

The Office of the Interconnection shall prepare and maintain such records as are required
for the administration of the Base Residual Auction and Incremental Auctions. For each
auction conducted, the Office of the Interconnection shall, consistent with Operating
Agreement, section 18.17-ef-the-Operating-Agreement, publish the following: (i) Zonal
Capacity Prices for each LDA,; (ii) Capacity Resource Clearing Prices for each LDA, (iii)
Locational Price Adders; (iv) the total megawatts of Unforced Capacity that cleared; and
(v) such other auction data as may be appropriate to the efficient and competitive conduct
of the Base Residual Auction and Incremental Auctions. Such information shall be
available on the PJM internet site through the end of the Delivery Year to which such
auctions apply.

34 Counterparty

@ PJMSettlement shall be the Counterparty to the transactions arising from the
cleared Base Residual Auctions and Incremental Auctions; provided, however,
PJMSettlement shall not be a contracting party to (i) any bilateral transactions between
Market Participants, or (ii) with respect to Self-Supply for which designation of Self-Supply
has been reported to the Office of the Interconnection.

(b) Charges. PJMSettlement shall be the Counterparty with respect to the
obligations to pay, and the payment of, charges pursuant to this Tariff, Attachment DD.



4. GENERAL PROVISIONS
4.1  Capacity Market Sellers

Only Capacity Market Sellers shall be eligible to submit Sell Offers into the Base Residual
Auction and Incremental Auctions. Capacity Market Sellers shall comply with the terms and
conditions of all Sell Offers, as established by the Office of the Interconnection in accordance
with this Tariff, Attachment DD, Tariff, Attachment M, Tariff, Attachment M - Appendix and
the Operating Agreement.

4.2  Capacity Market Buyers

Only Capacity Market Buyers shall be eligible to submit Buy Bids into an Incremental Auction.
Capacity Market Buyers shall comply with the terms and conditions of all Buy Bids, as
established by the Office of the Interconnection in accordance with this Tariff, Attachment DD,
Tariff, Attachment M, Tariff, Attachment M - Appendix and the Operating Agreement.

43  Agents

A Capacity Market Seller may participate in a Base Residual Auction or Incremental Auction
through an Agent, provided that the Capacity Market Seller informs the Office of the
Interconnection in advance in writing of the appointment and authority of such Agent. A
Capacity Market Buyer may participate in an Incremental Auction through an Agent, provided
that the Capacity Market Buyer informs the Office of the Interconnection in advance in writing
of the appointment and authority of such Agent. A Capacity Market Buyer or Capacity Market
Seller participating in such an auction through an Agent shall be bound by all of the acts or
representations of such Agent with respect to transactions in such auction. Any written
instrument establishing the authority of such Agent shall provide that any such Agent shall
comply with the requirements of this Tariff, Attachment DD and the Operating Agreement.

4.4  General Obligations of Capacity Market Buyers and Capacity Market Sellers

Each Capacity Market Buyer and Capacity Market Seller shall comply with all laws and
regulations applicable to the operation of the Base Residual and Incremental Auctions and the
use of these auctions shall comply with all applicable provisions of this Tariff, Attachment DD,
Tariff, Attachment M, Tariff, Attachment M - Appendix, the Operating Agreement, and the
Reliability Assurance Agreement, and all procedures and requirements for the conduct of the
Base Residual and Incremental Auctions and the PJM Region established by the Office of the
Interconnection in accordance with the foregoing.

45  Confidentiality

The following information submitted to the Office of the Interconnection in connection with any
Base Residual Auction, Incremental Auction, Reliability Backstop Auction, or Capacity
Performance Transition Incremental Auction shall be deemed confidential information for

purposes of Operating Agreement, sSection 18.17-ef-the-Operating-Agreement, Tariff,
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Attachment M and Tariff, Attachment M - Appendix: (i) the terms and conditions of the Sell
Offers and Buy Bids; and (ii) the terms and conditions of any bilateral transactions for Capacity
Resources.

4.6  Bilateral Capacity Transactions

€)) Unit-Specific Internal Capacity Bilateral Transaction Transferring All Rights and
Obligations (“Section 4.6(a) Bilateral”).

Q) Market Participants may enter into unit-specific internal bilateral capacity
contracts for the purchase and sale of title and rights to a specified amount of installed capacity
from a specific generating unit or units. Such bilateral capacity contracts shall be for the transfer
of rights to capacity to and from a Market Participant and shall be reported to the Office of the
Interconnection in accordance with this Tariff, Attachment DD and the Office of the
Interconnection’s rules related to its eRPM tools.

(i) For purposes of clarity, with respect to all Section 4.6(a) Bilateral
transactions, the rights to, and obligations regarding, the capacity that is the subject of the
transaction shall pass to the buyer under the contract at the location of the unit and further
transactions and rights and obligations associated with such capacity shall be the responsibility
of the buyer under the contract. Such obligations include any charges, including penalty charges,
relating to the capacity under this Tariff, Attachment DD. In no event shall the purchase and sale
of the rights to capacity pursuant to a Section 4.6(a) Bilateral constitute a transaction with the
Office of the Interconnection or PIMSettlement or a transaction in any auction under this Tariff,
Attachment DD.

(iii)  All payments and related charges associated with a Section 4.6(a) Bilateral
shall be arranged between the parties to the transaction and shall not be billed or settled by the
Office of the Interconnection or PJIMSettlement. The Office of the Interconnection,
PJMSettlement, and the Members will not assume financial responsibility for the failure of a
party to perform obligations owed to the other party under a Section 4.6(a) Bilateral reported to
the Office of the Interconnection under this Tariff, Attachment DD.

(iv)  With respect to capacity that is the subject of a Section 4.6(a) Bilateral that
has cleared an auction under this Tariff, Attachment DD prior to a transfer, the buyer of the
cleared capacity shall be considered in the Delivery Year the party to a transaction with
PJMSettlement as Counterparty for the cleared capacity at the Capacity Resource Clearing Price
published for the applicable auction.

(V) A buyer under a Section 4.6(a) Bilateral contract shall pay any penalties or
charges associated with the capacity transferred under the contract. To the extent the capacity
that is the subject of a Section 4.6(a) Bilateral contract has cleared an auction under this Tariff,
Attachment DD prior to a transfer, then the seller under the contract also shall guarantee and
indemnify the Office of the Interconnection, PJMSettlement, and the Members for the buyer’s
obligation to pay any penalties or charges associated with the capacity and for which payment is
not made to PIMSettlement by the buyer as determined by the Office of the Interconnection. All
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claims regarding a default of a buyer to a seller under a Section 4.6(a) Bilateral contract shall be
resolved solely between the buyer and the seller.

(vi)  To the extent the capacity that is the subject of the Section 4.6(a) Bilateral
transaction already has cleared an auction under this Tariff, Attachment DD, such bilateral
capacity transactions shall be subject to the prior consent of the Office of the Interconnection and
its determination that sufficient credit is in place for the buyer with respect to the credit exposure
associated with such obligations.

(b) Bilateral Capacity Transaction Transferring Title to Capacity But Not
Transferring Performance Obligations (“Section 4.6(b) Bilateral™).

Q) Market Participants may enter into bilateral capacity transactions for the
purchase and sale of a specified megawatt quantity of capacity that has cleared an auction
pursuant to this Tariff, Attachment DD. The parties to a Section 4.6(b) Bilateral transaction shall
identify (1) each unit from which the transferred megawatts are being sold, and (2) the auction in
which the transferred megawatts cleared. Such bilateral capacity transactions shall transfer title
and all rights with respect to capacity and shall be reported to the Office of the Interconnection
on an annual basis prior to each Delivery Year in accordance with this Tariff, Attachment DD
and pursuant to the Office of the Interconnection’s rules related to its eRPM tools. Reported
transactions with respect to a unit will be accepted by the Office of the Interconnection only to
the extent that the total of all bilateral sales from the reported unit (including Section 4.6(a)
Bilaterals, Section 4.6(b) Bilaterals, and Locational UCAP bilaterals) do not exceed the unit’s
cleared unforced capacity.

(i) For purposes of clarity, with respect to all Section 4.6(b) Bilateral
transactions, the rights to the capacity shall pass to the buyer at the location of the unit(s)
specified in the reported transaction. In no event shall the purchase and sale of the rights to
capacity pursuant to a Section 4.6(b) Bilateral constitute a transaction with PJIMSettlement or the
Office of the Interconnection or a transaction in any auction under this Tariff, Attachment DD.

(iii)  With respect to a Section 4.6(b) Bilateral, the buyer of the cleared capacity
shall be considered in the Delivery Year the party to a transaction with PJMSettlement as
Coutnerparty for the cleared capacity at the Capacity Resource Clearing Price published for the
applicable auction; provided, however, with respect to all Section 4.6(b) Bilateral transactions,
such transactions do not effect a novation of the seller’s obligations to make RPM capacity
available to PJM pursuant to the terms and conditions originally agreed to by the seller; provided
further, however, the buyer shall indemnify PIMSettlement, the LLC, and the Members for any
failure by a seller under a Section 4.6(b) Bilateral to meet any resulting obligations, including the
obligation to pay deficiency penalties and charges owed to PJMSettlement, associated with the
capacity.

(iv)  All payments and related charges associated with a Section 4.6(b)
Bilateral shall be arranged between the parties to the contract and shall not be billed or settled by
the Office of the Interconnection or PJMSettlement. The Office of the Interconnection,
PJMSettlement, and the Members will not assume financial responsibility for the failure of a
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party to perform obligations owed to the other party under a Section 4.6(b) Bilateral capacity
contract reported to the Office of the Interconnection under this Tariff, Attachment DD.

(v) All claims regarding a default of a buyer to a seller under a Section 4.6(b)
Bilateral shall be resolved solely between the buyer and the seller.

(c) Locational UCAP Bilateral Transactions Between Capacity Sellers.

Q) Market Participants may enter into Locational UCAP bilateral transactions
which shall be reported to the Office of the Interconnection in accordance with this Tariff,
Attachment DD and the LLC’s rules related to its eRPM tools.

(i) For purposes of clarity, with respect to all Locational UCAP bilateral
transactions, the rights to the Locational UCAP that are the subject of the Locational UCAP
bilateral transaction shall pass to the buyer under the Locational UCAP bilateral contract subject
to the provisions of Tariff, Attachment DD, section 5.3A. In no event, shall the purchase and
sale of Locational UCAP pursuant to a Locational UCAP bilateral transaction constitute a
transaction with the Office of the Interconnection or PJMSettlement, or a transaction in any
auction under this Tariff, Attachment DD.

(iii)) A Locational UCAP Seller shall have the obligation to make the capacity
available to PJM in the same manner as capacity that has cleared an auction under this Tariff,
Attachment DD and the Locational UCAP Seller shall have all obligations for charges and
penalties associated with the capacity that is the subject of the Locational UCAP bilateral
contract; provided, however, the buyer shall indemnify PJIMSettlement, the LLC, and the
Members for any failure by a seller to meet any resulting obligations, including the obligation to
pay deficiency penalties and charges owed to PJMSettlement, associated with the capacity. All
claims regarding a default of a buyer to a seller under a Locational UCAP bilateral contract shall
be resolved solely between the buyer and the seller.

(iv)  All payments and related charges for the Locational UCAP associated
with a Locational UCAP bilateral contract shall be arranged between the parties to such bilateral
contract and shall not be billed or settled by the Office of the Interconnection or PJIMSettlement.
The LLC, PJMSettlement, and the Members will not assume financial responsibility for the
failure of a party to perform obligations owed to the other party under a Locational UCAP
bilateral contract reported to the Office of the Interconnection under this Tariff, Attachment DD.

(d) The bilateral transactions provided for in this section 4.6 shall be for the physical
transfer of capacity to or from a Market Participant and shall be reported to and coordinated with
the Office of the Interconnection in accordance with this Tariff, Attachment DD and pursuant to
the Office of the Interconnection’s rules relating to its eRPM tools. Bilateral transactions that do
not contemplate the physical transfer of capacity to and from a Market Participant are not subject
to this Tariff, Attachment DD and shall not be reported to and coordinated with the Office of the
Interconnection.
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5.2  Nomination of Self Supplied Capacity Resources

A Capacity Market Seller, including a Load Serving Entity, may designate a Capacity Resource
as Self-Supply for a Delivery year by submitting a Sell Offer for such resource in the Base
Residual Auction or an Incremental Auction in accordance with the procedure and time schedule
set forth in the PJIM Manuals. The LSE shall indicate its intent in the Sell Offer that the Capacity
Resource be deemed Self-Supply and shall indicate whether it is committing the resource
regardless of clearing price or with a price bid. Any such Sell Offer shall be subject to the
minimum offer price rule set forth in Tariff, Attachment DD, section 5.14(h). Upon receipt of a
Self-Supply Sell Offer, the Office of the Interconnection will verify that the designated Capacity
Resource is available, in accordance with Tariff, Attachment DD, sSection 5.6, and, if the LSE
indicated that it is committing the resource regardless of clearing price, will treat such Capacity
Resource as committed in the clearing process of the Reliability Pricing Model Auction for
which it was offered for such Delivery Year. To address capacity obligation quantity uncertainty
associated with the Variable Resource Requirement Curve, a Load Serving Entity may submit a
Sell Offer with a contingent designation of a portion of its Capacity Resources as either Self-
Supply (to the extent required to meet a portion (as specified by the LSE) of the LSE’s peak load
forecast in each transmission zone) or as not Self-Supply (to the extent not so required) and
subject to an offer price, in accordance with the PJIM Manuals. PJMSettlement shall not be the
Counterparty with respect to a Capacity Resource designated as Self-Supply.




5.4  Reliability Pricing Model Auctions

The Office of the Interconnection shall conduct the following Reliability Pricing Model
Auctions:

a) Base Residual Auction.

PJM shall conduct for each Delivery Year a Base Residual Auction to secure commitments of
Capacity Resources as needed to satisfy the portion of the RTO Unforced Capacity Obligation
not satisfied through Self-Supply of Capacity Resources for such Delivery Year. All Self-Supply
Capacity Resources must be offered in the Base Residual Auction. As set forth in Tariff,
Attachment DD, section 6.6, all other Capacity Resources, and certain other existing generation
resources, must be offered in the Base Residual Auction. The Base Residual Auction shall be
conducted in the month of May that is three years prior to the start of such Delivery Year. The
cost of payments to Capacity Market Sellers for Capacity Resources that clear such auction shall
be paid by PJMSettlement from amounts collected by PJIMSettlement from Load Serving Entities
through the Locational Reliability Charge during such Delivery Year. PJIMSettlement shall be
the Counterparty to the sales that clear in such auction and to the obligations to pay, and the
payments, by Load Serving Entities; provided, however, that PJMSettlement shall not be a
Counterparty to committed Self-Supply Capacity Resources.

b) Scheduled Incremental Auctions.

PJM shall conduct for each Delivery Year a First, a Second, and a Third Incremental Auction-for
the-purpeoses-set-forth-in-seetion-2.34. The First Incremental Auction shall be conducted in the
month of September that is twenty months prior to the start of the Delivery Year; the Second
Incremental Auction shall be conducted in the month of July that is ten months prior to the start
of the Delivery Year; and the Third Incremental Auction shall be conducted in the month of
February that is three months prior to the start of the Delivery Year.

C) Adjustment through Scheduled Incremental Auctions of Capacity Previously
Committed.

The Office of the Interconnection shall recalculate the PJM Region Reliability Requirement and
each LDA Reliability Requirement prior to each Scheduled Incremental Auction, based on an
updated peak load forecast, updated Installed Reserve Margin and an updated Capacity
Emergency Transfer Objective; shall update such reliability requirements for the Third
Incremental Auction to reflect any change from such recalculation; and shall update such
reliability requirements for the First Incremental Auction or Second Incremental Auction only if
the change is greater than or equal to the lesser of: (i) 500 MW or (ii) one percent of the
applicable prior reliability requirement. Based on such update, the Office of the Interconnection
shall, under certain conditions, seek through the Scheduled Incremental Auction to secure
additional commitments of capacity or release sellers from prior capacity commitments.
Specifically, the Office of the Interconnection shall:



1) seek additional capacity commitments to serve the PJM Region or an LDA
if the PJM Region Reliability Requirement or LDA Reliability Requirement utilized in the most
recent prior auction conducted for the Delivery Year (including any reductions to such reliability
requirements as a result of any Price Responsive Demand with a PRD Reservation Price equal to
or lower than the clearing price in the Base Residual Auction for such Delivery Year) is less
than, respectively, the updated PJM Region Reliability Requirement or updated LDA Reliability
Requirement; provided, however, that in the First Incremental Auction or Second Incremental
Auction the Office of the Interconnection shall seek such additional capacity commitments only
if such shortfall is in an amount greater than or equal to the lesser of: (i) 500 MW or (ii) one
percent of the applicable prior reliability requirement;

2) seek additional capacity commitments to serve the PJM Region or an
LDA if:

1) the updated PIJM Region Reliability Requirement less, for Delivery Years
through May 31, 2018, the PJM Region Short-Term Resource Procurement
Target utilized in the most recent auction conducted for the Delivery Year, or if
the LDA Reliability Requirement less, for Delivery Years through May 31, 2018,
the LDA Short Term Resource Procurement Target applicable to such auction,
exceeds the total capacity committed in all prior auctions in such region or area,
respectively, for such Delivery Year by an amount greater than or equal to the
lesser of: (A) 500 MW or (B) one percent of the applicable prior reliability
requirement; or

i) PJM conducts a Conditional Incremental Auction for such Delivery Year
and does not obtain all additional commitments of Capacity Resources sought in
such Conditional Incremental Auction, in which case, PJM shall seek in the
Incremental Auction the commitments that were sought in the Conditional
Incremental Auction but not obtained.

3) seek agreements to release prior capacity commitments to the PJM Region
orto an LDA if:

)} the PJM Region Reliability Requirement or LDA Reliability Requirement
utilized in the most recent prior auction conducted for the Delivery Year
(including any reductions to such reliability requirements as a result of any Price
Responsive Demand with a PRD Reservation Price equal to or lower than the
clearing price in the Base Residual Auction for such Delivery Year) exceeds,
respectively, the updated PJIM Region Reliability Requirement or updated LDA
Reliability Requirement; provided, however, that in the First Incremental Auction
or Second Incremental Auction the Office of the Interconnection shall seek such
agreements only if such excess is in an amount greater than or equal to the lesser
of: (A) 500 MW or (B) one percent of the applicable prior reliability requirement;
or



i) PJM obtains additional commitments of Capacity Resources in a
Conditional Incremental Auction, in which case PJM shall seek release of an
equal number of megawatts (comparing the total purchase amount for all LDASs
and the PJM Region related to the delay in Backbone Transmission with the total
sell amount for all LDAs and the PJM Region related to the delay in Backbone
Transmission) of prior committed capacity that would not have been committed
had the delayed Backbone Transmission upgrade that prompted the Conditional
Incremental Auction not been assumed, at the time of the Base Residual Auction,
to be in service for the relevant Delivery Year; and if PJM obtains additional
commitments of capacity in an incremental auction pursuant to subsection c.2.ii
above, PJM shall seek in such Incremental Auction to release an equal amount of
capacity (in total for all LDAs and the PJM Region related to the delay in
Backbone Transmission) previously committed that would not have been
committed absent the Backbone Transmission upgrade.

4) The cost of payments to Market Sellers for additional Capacity Resources
cleared in such auctions, and the credits from payments from Market Sellers for the release of
previously committed Capacity Resources, shall be apportioned to Load Serving Entities in the
PJM Region or LDA, as applicable, through adjustments to the Locational Reliability Charge
for such Delivery Year.

5) PJMSettlement shall be the Counterparty to the sales (including releases)
of Capacity Resources that clear in such auctions and to the obligations to pay, and the payments,
by Load Serving Entities, provided, however, that PIMSettlement shall not be a Counterparty to
committed Self-Supply Capacity Resources.

d) Commitment of Replacement Capacity through Scheduled Incremental Auctions.

Each Scheduled Incremental Auction for each Delivery Year shall allow Capacity
Market Sellers that committed Capacity Resources in any prior Reliability Pricing Model
Auction for such Delivery Year to submit Buy Bids for replacement Capacity Resources.
Capacity Market Sellers that submit Buy Bids into an Incremental Auction must specify the type
of Unforced Capacity desired, i.e., Annual Resource, Extended Summer Demand Resource, or
Limited Demand Resource. The need to purchase replacement Capacity Resources may arise for
any reason, including but not limited to resource retirement, resource cancellation or construction
delay, resource derating, EFORd increase, a decrease in the Nominated Demand Resource Value
of a Planned Demand Resource, delay or cancellation of a Qualifying Transmission Upgrade, or
similar occurrences. The cost of payments to Capacity Market Sellers for Capacity Resources
that clear such auction shall be paid by PJIMSettlement from amounts collected by
PJMSettlement from Capacity Market Buyers that purchase replacement Capacity Resources in
such auction. PIJMSettlement shall be the Counterparty to the sales and purchases that clear in
such auction, provided, however, PIMSettlement shall not be a Counterparty to committed Self-
Supply Capacity Resources.



e) Conditional Incremental Auction.

PJM shall conduct for any Delivery Year a Conditional Incremental Auction if the in service
date of a Backbone Transmission Upgrade that was modeled in the Base Residual Auction is
announced as delayed by the Office of the Interconnection beyond July 1 of the Delivery Year
for which it was modeled and if such delay causes a reliability criteria violation. If conducted,
the Conditional Incremental Auction shall be for the purpose of securing commitments of
additional capacity for the PJM Region or for any LDA to address the identified reliability
criteria violation. If PJM determines to conduct a Conditional Incremental Auction, PJM shall
post on its website the date and parameters for such auction (including whether such auction is
for the PJIM Region or for an LDA, and the type of Capacity Resources required) at least one
month prior to the start of such auction. The cost of payments to Market Sellers for Capacity
Resources cleared in such auction shall be collected by PIMSettlement from Load Serving
Entities in the PJM Region or LDA, as applicable, through an adjustment to the Locational
Reliability Charge for such Delivery Year. PJIMSettlement shall be the Counterparty to the
sales that clear in such auction and to the obligations to pay, and payments, by Load Serving
Entities, provided, however, that PIMSettlement shall not be a Counterparty to committed Self-
Supply Capacity Resources.



5.5 Eligibility for Participation in RPM Auctions

A Capacity Market Seller may submit a Sell Offer for a Capacity Resource in a Base Residual
Auction, Incremental Auction, or Capacity Performance Transition Incremental Auction only if
such seller owns or has the contractual authority to control the output or load reduction
capability of such resource and has not transferred such authority to another entity prior to
submitting such Sell Offer. Capacity Resources must satisfy the capability and deliverability
requirements of RAA, Schedules 9 and RAA, Schedule 10-ef-the-PIM-Rehiabiity-Assuranee
Agreement, the requirements for Demand Resources or Energy Efficiency Resources in Tariff,

Attachment DD-1 and RAA, Schedule 6-ofthe-Relability-Assurance-Agreement, as applicable,
and, for the 2018/2019 Delivery Year and subsequent Delivery Years, the criteria in section
5.5A.




5.5A Capacity Resource Types
a) Capacity Performance Resources

Capacity Performance Resources are Capacity Resources which, to the extent such resources
cleared in a Reliability Pricing Model Auction or are otherwise committed as a Capacity
Resource, are obligated to deliver energy during the relevant Delivery Year as scheduled and/or
dispatched by the Office of Interconnection during the Performance Assessment Intervals. As
further detailed in Tariff, Attachment DD, sSection 10A-ef-this-Attachment, Capacity
Performance Resources that fail to meet this obligation will be subject to a Non-Performance
Charge, unless excused pursuant to Tariff, Attachment DD, sSection 10A(d)-efthis-Attachment.
Subject to 5.5A(a)(i)-(ii), the following types of Capacity Resources are eligible to submit a Sell
Offer as a Capacity Performance Resource: internal or external Generation Capacity Resources;
Annual Demand Resources; Capacity Storage Resources; Annual Energy Efficiency Resources;
and Qualifying Transmission Upgrades. To the extent the underlying Capacity Resource is an
external Generation Capacity Resource, such resource must meet the criteria for obtaining an
exception to the Capacity Import Limit as contained in RAA, section 1.7A-ofthe-Reliabiity

Assurance Agreement.

1). Process for Support and Review of Capacity Performance Resource Offers

A The Capacity Market Seller shall provide to the Office of the
Interconnection and the Market Monitoring Unit, upon their request, all supporting data
and information requested by either the Office of the Interconnection or the Market
Monitoring Unit to evaluate whether the underlying Capacity Resource can meet the
operational and performance requirements of Capacity Performance Resources. 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.

B. The Office of the Interconnection and the Market Monitoring Unit shall
review any requested supporting data and information, and the Office of the
Interconnection, considering advice and recommendation from the Market Monitoring
Unit, shall reject a request for a resource to offer as a Capacity Performance Resource if
the Capacity Market Seller does not demonstrate that it can reasonably be expected to
meet its Capacity Performance obligations consistent with the resource’s offer by the
relevant Delivery Year. The Office of Interconnection shall provide its determination to
reject eligibility of the resource as a Capacity Performance Resource, and notify the
Market Monitoring Unit, by no later than sixty-five (65) days prior to the date on which
the offer period for the applicable RPM Auction commences. 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.

b) Base Capacity Resources



For the 2018/2019 and 2019/2020 Delivery Years, following types of Capacity Resources
eligible to submit a Sell Offer as a Base Capacity Resource: Generation Capacity Resources,
Capacity Storage Resources, Annual Demand Resources, Base Capacity Demand Resources, and
Base Capacity Energy Efficiency Resources. Each resource that clears a RPM Auction as a Base
Capacity Resource must provide energy output to PJM if called during Performance Assessment
Intervals occurring in the calendar months of June through September, including any necessary
recall of such capacity and energy from service to areas outside the PJM Region. As further
detailed in Tariff, Attachment DD, sSection 10A-ef-this-Attachment, Base Capacity Resources
that fail to meet this obligation will be subject to a Non-Performance Charge, unless excused
pursuant to Tariff, Attachment DD, sSection 10A(d)-efthis-section.

C) Seasonal Capacity Performance Resource

For the 2020/2021 Delivery Year and subsequent Delivery Years, a Seasonal Capacity
Performance Resource shall mean a Summer-Period Capacity Performance Resource or Winter-
Period Capacity Performance Resource, as defined below.

i) Summer-Period Capacity Performance Resource

For the 2020/2021 Delivery Year and subsequent Delivery Years, the following types of
Capacity Resources are eligible to submit a Sell Offer as a Summer-Period Capacity
Performance Resource: Summer Period Demand Resource, Summer-Period Energy
Efficiency Resource, and Capacity Storage Resource, Intermittent Resource, or
Environmentally-Limited Resource that has an average expected energy output during
summer peak-hour periods consistently and measurably greater than its average expected
energy output during winter peakhour periods. To the extent such resource clears an
RPM Auction or is otherwise committed as a Summer-Period Capacity Performance
Resource, it is obligated to deliver energy as scheduled and/or dispatched by the Office of
Interconnection during Performance Assessment Intervals occurring in the calendar
months of June through October and the following May of the Delivery Year, and must
satisfy the requirements of a Capacity Performance Resource for such period of time. As
further detailed in Tariff, Attachment DD, section 10A-ef-this-Attachment, Summer-
Period Capacity Performance Resources that fail to meet this obligation will be subject to
a Non-Performance Charge, unless excused pursuant to Tariff, Attachment DD, section
10A(d)-of-this-Attachment.

i) Winter-Period Capacity Performance Resource

For the 2020/2021 Delivery Year and subsequent Delivery Years, the following types of
Capacity Resources are eligible to submit a Sell Offer as a Winter-Period Capacity
Performance Resource: Capacity Storage Resource, Intermittent Resource, and
Environmentally-Limited Resource that has an average expected energy output during
winter peak-hour periods consistently and measurably greater than its average expected
energy output during summer peak-hour periods. To the extent such resource clears an
RPM Auction or is otherwise committed as a Winter-Period Capacity Performance
Resource, it is obligated to deliver energy as scheduled and/or dispatched by the Office of
Interconnection during Performance Assessment Intervals occurring in the calendar



months of November through April of the Delivery Year, and must satisfy the
requirements of a Capacity Performance Resource for such period of time. As further
detailed in Tariff, Attachment DD, section 10A-ef-this-Attachment, Winter-Period
Capacity Performance Resources that fail to meet this obligation will be subject to a Non-
Performance Charge, unless excused pursuant to Tariff, Attachment DD, section 10A(d)

of-this-Attachment.




5.6 Sell Offers

Sell Offers shall be submitted or withdrawn via the internet site designated by the Office of the
Interconnection, under the procedures and time schedule set forth in the PJIM Manuals.

5.6.1 Specifications

A Sell Offer shall state quantities in increments of 0.1 megawatts and shall specify, as
appropriate:

a) Identification of the Generation Capacity Resource, Demand Resource, Capacity
Storage Resource or Energy Efficiency Resource on which such Sell Offer is based,;

b) Minimum and maximum megawatt quantity of installed capacity that the Capacity
Market Seller is willing to offer (notwithstanding such specification, the product offered shall be
Unforced Capacity), or designate as Self-Supply, from a Generation Capacity Resource;

) Price, in dollars and cents per megawatt-day, that will be accepted by the
Capacity Market Seller for the megawatt quantity of Unforced Capacity offered from such
Generation Capacity Resource.

i) The Sell Offer may take the form of offer segments with varying price-
quantity pairs for varying output levels from the underlying resource, but may not take the form
of an offer curve with nonzero slope.

C) EFORd of each Generation Capacity Resource offered.

) If a Capacity Market Seller is offering such resource in a Base Residual
Auction, First Incremental Auction, Second Incremental Auction, or Conditional Incremental
Auction occurring before the Third Incremental Auction, the Capacity Market Seller shall
specify the EFORd to apply to the offer.

i) If a Capacity Market Seller is committing the resource as Self-Supply, the
Capacity Market Seller shall specify the EFORd to apply to the commitment.

iii) The EFORd applied to the Third Incremental Auction will be the final
EFORd established by the Office of the Interconnection six (6) months prior to the Delivery
Year, based on the actual EFORd in the PJM Region during the 12-month period ending
September 30 that last precedes such Delivery Year.

d) The Nominated Demand Resource Value for each Demand Resource offered and
the Nominated Energy Efficiency Value for each Energy Efficiency Resource offered. The
Office of the Interconnection shall, in both cases, convert such value to an Unforced Capacity
basis by multiplying such value by the DR Factor (for Delivery Years through May 31, 2018)
times the Forecast Pool Requirement. Demand Resources shall specify the LDA in which the
Demand Resource is located, including the location of such resource within any Zone that
includes more than one LDA as identified on RAA, Schedule 10.1-6fthe RAA.



e) For Delivery Years through May 31, 2018, a Demand Resource with the potential
to qualify as two or more of a Limited Demand Resource, Extended Summer Demand Resource
or Annual Demand Resource may submit separate but coupled Sell Offers for each Demand
Resource type for which it qualifies at different prices and the auction clearing algorithm will
select the Sell Offer that yields the least-cost solution. For such coupled Demand Resource
offers, the offer price of an Annual Demand Resource offer must be at least $.01 per MW-day
greater than the offer price of a coupled Extended Summer Demand Resource offer and the offer
price of a Extended Summer Demand Resource offer must be at least $.01 per MW-day greater
than the offer price of a coupled Limited Demand Resource offer.

) For a Qualifying Transmission Upgrade, the Sell Offer shall identify such
upgrade, and the Office of the Interconnection shall determine and certify the increase in CETL
provided by such upgrade. The Capacity Market Seller may offer the upgrade with an associated
increase in CETL to an LDA in accordance with such certification, including an offer price that
will be accepted by the Capacity Market Seller, stated in dollars and cents per megawatt-day as a
price difference between a Capacity Resource located outside such an LDA and a Capacity
Resource located inside such LDA; and the increase in CETL into such LDA to be provided by
such Qualifying Transmission Upgrade, as certified by the Office of the Interconnection.

9) For the 2018/2019 and 2019/2020 Delivery Years, each Capacity Market Seller
owning or controlling a resource that qualifies as both a Base Capacity Resource and a Capacity
Performance Resource may submit separate but coupled Sell Offers for such resource as a Base
Capacity Resource and as a Capacity Performance Resource, at different prices, and the auction
clearing algorithm will select the Sell Offer that yields the least-cost solution. Submission of a
coupled Base Capacity Resource Sell Offer shall be mandatory for any Capacity Performance
Resource Sell Offer that exceeds a Sell Offer Price equal to the applicable Net Cost of New
Entry times the Balancing Ratio as provided for in Tariff, Attachment DD, section 6.4. For such
coupled Sell Offers, the offer price of a Capacity Performance Resource offer must be at least
$.01 per MW-day greater than the offer price of a coupled Base Capacity Resource offer.

(h) For the 2018/2019 Delivery Year and subsequent Delivery Years, a Capacity
Market Seller that owns or controls one or more Capacity Storage Resources, Intermittent
Resources, Demand Resources, or Energy Efficiency Resources may submit a Sell Offer as a
Capacity Performance Resource in a MW quantity consistent with their average expected output
during peak-hour periods. Alternatively, for the 2018/2019 Delivery Year and subsequent
Delivery Years, a Capacity Market Seller that owns or controls one or more Capacity Storage
Resources, Intermittent Resources, Demand Resources, Energy Efficiency Resources, or
Environmentally-Limited Resources may submit a Sell Offer which represents the aggregated
Unforced Capacity value of such resources, where such Sell Offer shall be considered to be
located in the smallest modeled LDA common to the aggregated resources. Such aggregated
resources shall be owned by or under contract to the Capacity Market Seller, including all such
resources obtained through bilateral contract and reported to the Office of the Interconnection in
accordance with the Office of the Interconnection’s rules related to its eRPM tools. For the
2018/2019 and 2019/2020 Delivery Years, any such offer may be submitted as Capacity
Performance Resource, Base Capacity Resource, or as a coupled offer for Capacity Performance
Resource and Base Capacity Resource, provided that, for any such coupled Sell Offers, the offer



price of a Capacity Performance Resource offer must be at least $.01 per MW-day greater than
the offer price of a coupled Base Capacity Resource offer. For the 2020/2021 Delivery Year and
subsequent Delivery Years, any such offer must be submitted as a Capacity Performance
Resource.

0] For the 2020/2021 Delivery Year and subsequent Delivery Years, a Capacity
Market Seller that owns or controls a resource that qualifies as a Summer-Period Capacity
Performance Resource may submit a Sell Offer as a Capacity Performance Resource in a MW
quantity consistent with the average expected output of such resource during peak-hour periods,
and may submit a separate Sell Offer as a Summer-Period Capacity Performance Resource in a
MW quantity consistent with the average expected output of such resource during summer peak-
hour periods, provided the total Sell Offer MW quantity submitted as both a Capacity
Performance Resource and a Summer-Period Capacity Performance Resource does not exceed
the Unforced Capacity value of the resource. For the 2020/2021 Delivery Year and subsequent
Delivery Years, a Capacity Market Seller that owns or controls a resource that qualifies as a
Winter-Period Capacity Performance Resource may submit a Sell Offer as a Capacity
Performance Resource in a MW quantity consistent with the average expected output of such
resource during peak-hour periods, and may submit a separate Sell Offer as a Winter-Period
Capacity Performance Resource in a MW quantity consistent with the average expected output
of such resource during winter peak-hour periods, provided the total Sell Offer MW quantity
submitted as both a Capacity Performance Resource and a Winter-Period Capacity Performance
Resource does not exceed the Unforced Capacity value of the resource. Each segment of a
Seasonal Capacity Performance Resource Sell Offer must be submitted as a flexible Sell Offer
segment with the minimum MW quantity offered set to zero.

5.6.2 Compliance with PIM Credit Policy

Capacity Market Sellers shall comply with the provisions of the PJM Credit Policy as set forth in
Tariff, Attachment Q-te-this—Tariff, including the provisions specific to the Reliability Pricing
Model, prior to submission of Sell Offers in any Reliability Pricing Model Auction. A Capacity
Market Seller desiring to submit a Credit-Limited Offer shall specify in its Sell Offer the
maximum auction credit requirement, in dollars, and the maximum amount of Unforced
Capacity, in megawatts, applicable to its Sell Offer.

5.6.3 [reserved]
5.6.4 Qualifying Transmission Upgrades

A Qualifying Transmission Upgrade may not be the subject of any Sell Offer in a Base Residual
Auction unless it has been approved by the Office of the Interconnection, including certification
of the increase in Import Capability to be provided by such Qualifying Transmission Upgrade,
no later than 45 days prior to such Base Residual Auction. No such approval shall be granted
unless, at a minimum, a Facilities Study Agreement has been executed with respect to such
upgrade, and such upgrade conforms to all applicable standards of the Regional Transmission
Expansion Plan process.

5.6.5 Market-based Sell Offers



Subject to section 6, a Market Seller authorized by FERC to sell electric generating capacity at
market-based prices, or that is not required to have such authorization, may submit Sell Offers
that specify market-based prices in any Base Residual Auction or Incremental Auction.

5.6.6 Availability of Capacity Resources for Sale

@ The Office of the Interconnection shall determine the quantity of megawatts of
available installed capacity that each Capacity Market Seller must offer in any RPM Auction
pursuant to Tariff, Attachment DD, sSection 6.6-ef-Attachment-BB, through verification of the
availability of megawatts of installed capacity from: (i) all Generation Capacity Resources
owned by or under contract to the Capacity Market Seller, including all Generation Capacity
Resources obtained through bilateral contract; (ii) the results of prior Reliability Pricing Model
Auctions, if any, for such Delivery Year (including consideration of any restriction imposed as a
consequence of a prior failure to offer); and (iii) such other information as may be available to
the Office of the Interconnection. The Office of the Interconnection shall reject Sell Offers or
portions of Sell Offers for Capacity Resources in excess of the quantity of installed capacity
from such Capacity Market Seller’s Capacity Resource that it determines to be available for sale.

(b) The Office of the Interconnection shall determine the quantity of installed
capacity available for sale in a Base Residual Auction or Incremental Auction as of the
beginning of the period during which Buy Bids and Sell Offers are accepted for such auction, as
applicable, in accordance with the time schedule set forth in the PJIM Manuals. Removal of a
resource from Capacity Resource status shall not be reflected in the determination of available
installed capacity unless the associated unit-specific bilateral transaction is approved, the
designation of such resource (or portion thereof) as a network resource for the external load is
demonstrated to the Office of the Interconnection, or equivalent evidence of a firm external sale
is provided prior to the deadline established therefor. The determination of available installed
capacity shall also take into account, as they apply in proportion to the share of each resource
owned or controlled by a Capacity Market Seller, any approved capacity modifications, and
existing capacity commitments established in a prior RPM Auction, an FRR Capacity Plan,
Locational UCAP transactions and/or replacement capacity transactions under this Tariff,
Attachment DD. To enable the Office of the Interconnection to make this determination, no
bilateral transactions for Capacity Resources applicable to the period covered by an auction will
be processed from the beginning of the period for submission of Sell Offers and Buy Bids, as
appropriate, for that auction until completion of the clearing determination for such auction.
Processing of such bilateral transactions will reconvene once clearing for that auction is
completed. A Generation Capacity Resource located in the PJM Region shall not be removed
from Capacity Resource status to the extent the resource is committed to service of PJM loads as
a result of an RPM Auction, FRR Capacity Plan, Locational UCAP transaction and/or by
designation as a replacement resource under this Tariff, Attachment DD.

(©) In order for a bilateral transaction for the purchase and sale of a Capacity
Resource to be processed by the Office of the Interconnection, both parties to the transaction
must notify the Office of the Interconnection of the transfer of the Capacity Resource from the
seller to the buyer in accordance with procedures established by the Office of the Interconnection
and set forth in the PJM Manuals. [If a material change with respect to any of the prerequisites
for the application of Tariff, Attachment DD, sSection 5.6.6 to the Generation Capacity Resource




occurs, the Capacity Resource Owner shall immediately notify the Market Monitoring Unit and
the Office of the Interconnection.



5.8  Submission of Sell Offers and Buy Bids

The Office of the Interconnection shall evaluate and accept or reject Sell Offers and Buy Bids
submitted by Capacity Market Sellers on the basis of the following requirements and criteria:

a) A Sell Offer or Buy Bid that fails to specify a positive megawatt quantity shall be
rejected by the Office of the Interconnection.

b) A Buy Bid that fails to specify price shall be rejected by the Office of the
Interconnection. A Sell Offer that fails to either designate such offer as self-scheduled or to
specify an offer price shall be rejected by the Office of the Interconnection.

C) A Buy Bid that fails to designate the type of Unforced Capacity desired, i.e., an
Annual Resource, Extended Summer Demand Resource, or Limited Demand Resource, shall be
rejected by the Office of the Interconnection.

d) All Sell Offers and Buy Bids must be received by the Office of the
Interconnection during a specified period, as determined by the Office of the Interconnection, in
accordance with the PJIM Manuals. A Sell Offer or Buy Bid may be withdrawn by a notification
of withdrawal received by the Office of the Interconnection at any time during the foregoing
period, but may not be withdrawn after such period.

e) Sell Offers or Buy Bids shall be submitted or withdrawn via the Internet site
designated by the Office of the Interconnection; provided, however, that if the Internet site
cannot be accessed at any time during the period specified for the applicable auction, a Sell Offer
or Buy Bid may be submitted or withdrawn by electronic mail transmitted to the e-mail address,
or faxed to the fax number specified by the Office of the Interconnection.

f) Sell Offers must be based on the Capacity Market Seller’s Capacity Resource
position at the opening of the auction’s bidding window.

9) The Office of the Interconnection shall accept a Sell Offer only up to the
megawatt amount of installed capacity of Capacity Resources owned or controlled by such
Capacity Market Seller that has not previously been committed for the applicable Delivery Year.

h) No Sell Offer shall be accepted from an FRR Entity unless it meets the

requirements applicable to such offers under RAA, Schedule 8.1-of the-ReliabHity-Assurance
Agreement.

) The Office of the Interconnection shall have final authority to determine whether
to accept or reject a Sell Offer in accordance with the terms of the Tariff and the PJIM Manuals.

)] A Capacity Market Seller and Capacity Market Buyer may submit any Sell Offer
or Buy Bid, respectively, that it chooses or make a decision not to offer a committed resource,
provided that the Office of the Interconnection determines that: (i) the Capacity Market Seller
has participated in the review process conducted by the Market Monitoring Unit (without regard



to whether an agreement is obtained) if required by the Tariff; (ii) the Sell Offer is no higher, in
the case of seller market power, or lower, in the case of buyer side market power, than the level
to which the Capacity Market Seller has committed or agreed in the course of its participation in
such review process; and (iii) the Sell Offer or Buy Bid is compliant with the Tariff and PJM
Manuals. Capacity Market Sellers and Capacity Market Buyers assume exclusive responsibility
for their Sell Offers and Buy Bids, respectively, and any adverse findings at the Commission
related to its Sell Offers and Buy Bids.



5.10 Auction Clearing Requirements

The Office of the Interconnection shall clear each Base Residual Auction and Incremental
Auction for a Delivery Year in accordance with the following:

a) Variable Resource Requirement Curve

The Office of the Interconnection shall determine Variable Resource Requirement Curves for the
PJM Region and for such Locational Deliverability Areas as determined appropriate in
accordance with subsection (a)(iii) for such Delivery Year to establish the level of Capacity
Resources that will provide an acceptable level of reliability consistent with the Reliability
Principles and Standards. It is recognized that the variable resource requirement reflected in the
Variable Resource Requirement Curve can result in an optimized auction clearing in which the
level of Capacity Resources committed for a Delivery Year exceeds the PJM Region Reliability
Requirement (for Delivery Years through May 31, 2018, less the Short-Term Resource
Procurement Target) or Locational Deliverability Area Reliability Requirement (for Delivery
Year through May 31, 2018, less the Short-Term Resource Procurement Target for the Zones
associated with such LDA) for such Delivery Year. For any auction, the Updated Forecast Peak
Load, and Short-Term Resource Procurement Target applicable to such auction, shall be used,
and Price Responsive Demand from any applicable approved PRD Plan, including any
associated PRD Reservation Prices, shall be reflected in the derivation of the Variable Resource
Requirement Curves, in accordance with the methodology specified in the PJIM Manuals.

) Methodology to Establish the Variable Resource Requirement Curve

Prior to the Base Residual Auction, in accordance with the schedule in the PJIM Manuals, the
Office of the Interconnection shall establish the Variable Resource Requirement Curve for the
PJM Region as follows:

o Each Variable Resource Requirement Curve shall be plotted on a graph on
which Unforced Capacity is on the x-axis and price is on the y-axis;

o For the 2015/2016, 2016/2017, and 2017/2018 Delivery Years, the
Variable Resource Requirement Curve for the PJM Region shall be plotted
by combining (i) a horizontal line from the y-axis to point (1), (ii) a
straight line connecting points (1) and (2), (iii) a straight line connecting
points (2) and (3), and (iv) a vertical line from point (3) to the x-axis,
where:

o For point (1), price equals: {the greater of [the Cost of New Entry]
or [1.5 times (the Cost of New Entry minus the Net Energy and
Ancillary Service Revenue Offset)]} divided by (one minus the
pool-wide average EFORd) and Unforced Capacity equals: [the
PJM Region Reliability Requirement multiplied by (100% plus the
approved PJM Region Installed Reserve Margin (“IRM”)% minus
3%) divided by (100% plus IRM%)], and for Delivery Years



through May 31, 2018, minus the Short-Term Resource
Procurement Target;

For point (2), price equals: (the Cost of New Entry minus the Net
Energy and Ancillary Service Revenue Offset) divided by (one
minus the pool-wide average EFORd) and Unforced Capacity
equals: [the PIM Region Reliability Requirement multiplied by
(100% plus IRM% plus 1%) divided by (100% plus IRM%)], and
for Delivery Years through May 31, 2018, minus the Short-Term
Resource Procurement Target; and

For point (3), price equals [0.2 times (the Cost of New Entry minus
the Net Energy and Ancillary Service Revenue Offset)] divided by
(one minus the pool-wide average EFORd) and Unforced Capacity
equals: [the PIM Region Reliability Requirement multiplied by
(100% plus IRM% plus 5%) divided by (100% plus IRM%)], and
for Delivery Years through May 31, 2018, minus the Short-Term
Resource Procurement Target;

For the 2018/2019 Delivery Year and subsequent Delivery Years through
and including the Delivery Year commencing June 1, 2021, the Variable
Resource Requirement Curve for the PJIM Region shall be plotted by
combining (i) a horizontal line from the y-axis to point (1), (ii) a straight
line connecting points (1) and (2), and (iii) a straight line connecting
points (2) and (3), where:

For point (1), price equals: {the greater of [the Cost of New Entry]
or [1.5 times (the Cost of New Entry minus the Net Energy and
Ancillary Service Revenue Offset)]} divided by (one minus the
pool-wide average EFORd) and Unforced Capacity equals: [the
PJM Region Reliability Requirement multiplied by (100% plus the
approved PJM Region Installed Reserve Margin (“IRM”)% minus
0.2%) divided by (100% plus IRM%)];

For point (2), price equals: [0.75 times (the Cost of New Entry
minus the Net Energy and Ancillary Service Revenue Offset)]
divided by (one minus the pool-wide average EFORd) and
Unforced Capacity equals: [the PJM Region Reliability
Requirement multiplied by (100% plus IRM% plus 2.9%) divided
by (100% plus IRM%)]; and

For point (3), price equals zero and Unforced Capacity equals: [the
PJM Region Reliability Requirement multiplied by (100% plus
IRM% plus 8.8%) divided by (100% plus IRM%)].

For the 2022/2023 Delivery Year and subsequent Delivery Years, the
Variable Resource Requirement Curve for the PJM Region shall be plotted



i)

by combining (i) a horizontal line from the y-axis to point (1), (ii) a
straight line connecting points (1) and (2), and (iii) a straight line
connecting points (2) and (3), where:

o For point (1), price equals: {the greater of [the Cost of New Entry]
or [1.5 times (the Cost of New Entry minus the Net Energy and
Ancillary Service Revenue Offset)]} divided by (one minus the
pool-wide average EFORd) and Unforced Capacity equals: [the
PJM Region Reliability Requirement multiplied by (100% plus the
approved PJM Region Installed Reserve Margin (“IRM”)% minus
1.2%) divided by (100% plus IRM%)];

o For point (2), price equals: [0.75 times (the Cost of New Entry
minus the Net Energy and Ancillary Service Revenue Offset)]
divided by (one minus the pool-wide average EFORd) and
Unforced Capacity equals: [the PJM Region Reliability
Requirement multiplied by (100% plus IRM% plus 1.9%) divided
by (100% plus IRM%)]; and

o For point (3), price equals zero and Unforced Capacity equals: [the
PJM Region Reliability Requirement multiplied by (100% plus
IRM% plus 7.8%) divided by (100% plus IRM%)].

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

separate Variable Resource Requirement Curve for each LDA for which:

A

the Capacity Emergency Transfer Limit is less than 1.15 times the
Capacity Emergency Transfer Objective, as determined by the Office of
the Interconnection in accordance with NERC and Applicable Regional
Entity guidelines; or

such LDA had a Locational Price Adder in any one or more of the three
immediately preceding Base Residual Auctions; or

such LDA is determined in a preliminary analysis by the Office of the
Interconnection to be likely to have a Locational Price Adder, based on
historic offer price levels; provided however that for the Base Residual
Auction conducted for the Delivery Year commencing on June 1, 2012,
the Eastern Mid-Atlantic Region (“EMAR”), Southwest Mid-Atlantic
Region (“SWMAR?”), and Mid-Atlantic Region (“MAR”) LDAs shall
employ separate Variable Resource Requirement Curves regardless of the
outcome of the above three tests; and provided further that the Office of
the Interconnection may establish a separate Variable Resource
Requirement Curve for an LDA not otherwise qualifying under the above
three tests if it finds that such is required to achieve an acceptable level of
reliability consistent with the Reliability Principles and Standards, in
which case the Office of the Interconnection shall post such finding, such



i)

shape.

LDA, and such Variable Resource Requirement Curve on its internet site
no later than the March 31 last preceding the Base Residual Auction for
such Delivery Year. The same process as set forth in subsection (a)(i)
shall be used to establish the Variable Resource Requirement Curve for
any such LDA, except that the Locational Deliverability Area Reliability
Requirement for such LDA shall be substituted for the PJIM Region
Reliability Requirement and, for Delivery Years through May 31, 2018,
the LDA Short-Term Resource Procurement Target shall be substituted for
the PJM Region Short-Term Resource Procurement Target. For purposes
of calculating the Capacity Emergency Transfer Limit under this section,
all generation resources located in the PJM Region that are, or that qualify
to become, Capacity Resources, shall be modeled at their full capacity
rating, regardless of the amount of capacity cleared from such resource for
the immediately preceding Delivery Year.

For each such LDA, for the 2018/2019 Delivery Year and subsequent
Delivery Years, the Office of the Interconnection shall (a) determine the
Net Cost of New Entry for each Zone in such LDA, with such Net Cost of
New Entry equal to the applicable Cost of New Entry value for such Zone
minus the Net Energy and Ancillary Services Revenue Offset value for
such Zone, and (b) compute the average of the Net Cost of New Entry
values of all such Zones to determine the Net Cost of New Entry for such
LDA. The Net Cost of New Entry for use in an LDA in any Incremental
Auction for the 2015/2016, 2016/2017, and 2017/2018 Delivery Years
shall be the Net Cost of New Entry used for such LDA in the Base
Residual Auction for such Delivery Year.

Procedure for ongoing review of Variable Resource Requirement Curve

Beginning with the Delivery Year that commences June 1, 2018, and continuing no later than for
every fourth Delivery Year thereafter, the Office of the Interconnection shall perform a review of
the shape of the Variable Resource Requirement Curve, as established by the requirements of the
foregoing subsection. Such analysis shall be based on simulation of market conditions to
quantify the ability of the market to invest in new Capacity Resources and to meet the applicable
reliability requirements on a probabilistic basis. Based on the results of such review, PJM shall
prepare a recommendation to either modify or retain the existing Variable Resource Requirement
Curve shape. The Office of the Interconnection shall post the recommendation and shall review
the recommendation through the stakeholder process to solicit stakeholder input. If a
modification of the Variable Resource Requirement Curve shape is recommended, the following
process shall be followed:

A) If the Office of the Interconnection determines that the Variable
Resource Requirement Curve shape should be modified, Staff of
the Office of the Interconnection shall propose a new Variable
Resource Requirement Curve shape on or before May 15, prior to



B)

C)

D)

the conduct of the Base Residual Auction for the first Delivery
Year in which the new values would be applied.

The PJM Members shall review the proposed modification to the
Variable Resource Requirement Curve shape.

The PJM Members shall either vote to (i) endorse the proposed
modification, (ii) propose alternate modifications or (iii)
recommend no modification, by August 31, prior to the conduct of
the Base Residual Auction for the first Delivery Year in which the
new values would be applied.

The PJM Board of Managers shall consider a proposed
modification to the Variable Resource Requirement Curve shape,
and the Office of the Interconnection shall file any approved
modified Variable Resource Requirement Curve shape with the
FERC by October 1, prior to the conduct of the Base Residual
Auction for the first Delivery Year in which the new values would
be applied.

Cost of New Entry

A)

B)

For the Incremental Auctions for the 2019/2020, 2020/2021, and
2021/2022 Delivery Years, the Cost of New Entry for the PIM
Region and for each LDA shall be the respective value used in the
Base Residual Auction for such Delivery Year and LDA. For the
Delivery Year commencing on June 1, 2022, and continuing
thereafter unless and until changed pursuant to subsection (B)
below, the Cost of New Entry for the PJIM Region shall be the
average of the Cost of New Entry for each CONE Area listed in
this section as adjusted pursuant to subsection (a)(iv)(B).

Geographic Location Within the Cost of New Entry
PJM Region Encompassing These in $/MW-Year
Zones

PS, JCP&L, AE, PECO, DPL, RECO | 108,000
(“CONE Area 1)

BGE, PEPCO (“CONE Area 2”) 109,700

AEP, Dayton, ComEd, APS, DQL, 105,500
ATSI, DEOK, EKPC, Dominion,
OVEC (“CONE Area 3”)

PPL, MetEd, Penelec (“CONE Area 105,500
497)

Beginning with the 2023/2024 Delivery Year, the CONE for each
CONE Area shall be adjusted to reflect changes in generating plant



construction costs based on changes in the Applicable United
States Bureau of Labor Statistics (“BLS”) Composite Index, and
then adjusted further by a factor of 1.022 to reflect the annual
decline in bonus depreciation scheduled under federal corporate
tax law, in accordance with the following:

(1) The Applicable BLS Composite Index for any Delivery Year and CONE
Area shall be the most recently published twelve-month change, at the time CONE values are
required to be posted for the Base Residual Auction for such Delivery Year, in a composite of
the BLS Quarterly Census of Employment and Wages for Utility System Construction (weighted
20%), the BLS Producer Price Index for Construction Materials and Components (weighted
55%), and the BLS Producer Price Index Turbines and Turbine Generator Sets (weighted 25%),
as each such index is further specified for each CONE Area in the PJM Manuals.

(2) The CONE in a CONE Area shall be adjusted prior to the Base Residual
Auction for each Delivery Year by applying the Applicable BLS Composite Index for such
CONE Area to the Benchmark CONE for such CONE Area, and then multiplying the result by
1.022.

(3) The Benchmark CONE for a CONE Area shall be the CONE used for
such CONE Area in the Base Residual Auction for the prior Delivery Year (provided, however
that the Gross CONE values stated in subsection (a)(iv)(A) above shall be the Benchmark
CONE values for the 2022/2023 Delivery Year to which the Applicable BLS Composite Index
shall be applied to determine the CONE for subsequent Delivery Years), and then multiplying
the result by 1.022.

4) Notwithstanding the foregoing, CONE values for any CONE Area for any
Delivery Year shall be subject to amendment pursuant to appropriate filings with FERC under
the Federal Power Act, including, without limitation, any filings resulting from the process
described in section 5.10(a)(vi)(C) or any filing to establish new or revised CONE Areas.

V) Net Energy and Ancillary Services Revenue Offset

A) The Office of the Interconnection shall determine the Net Energy
and Ancillary Services Revenue Offset each year for the PJIM
Region as (A) the annual average of the revenues that would have
been received by the Reference Resource from the PJM energy
markets during a period of three consecutive calendar years
preceding the time of the determination, based on (1) the heat rate
and other characteristics of such Reference Resource; (2) fuel
prices reported during such period at an appropriate pricing point
for the PJIM Region with a fuel transmission adder appropriate for
such region, as set forth in the PJIM Manuals, assumed variable
operation and maintenance expenses for such resource of $6.93 per
MWh, and actual PJM hourly average Locational Marginal Prices
recorded in the PJM Region during such period; and (3) an
assumption that the Reference Resource would be dispatched for



B)

both the Day-Ahead and Real-Time Energy Markets on a Peak-
Hour Dispatch basis; plus (B) ancillary service revenues of $2,199
per MW-year.

The Office of the Interconnection also shall determine a Net
Energy and Ancillary Service Revenue Offset each year for each
Zone, using the same procedures and methods as set forth in the
previous subsection; provided, however, that: (1) the average
hourly LMPs for such Zone shall be used in place of the PJIM
Region average hourly LMPs; (2) if such Zone was not integrated
into the PJM Region for the entire applicable period, then the
offset shall be calculated using only those whole calendar years
during which the Zone was integrated; and (3) a posted fuel pricing
point in such Zone, if available, and (if such pricing point is not
available in such Zone) a fuel transmission adder appropriate to
such Zone from an appropriate PJM Region pricing point shall be
used for each such Zone.

vi) Process for Establishing Parameters of Variable Resource Requirement

Curve

A)

B)

C)

The parameters of the Variable Resource Requirement Curve will
be established prior to the conduct of the Base Residual Auction
for a Delivery Year and will be used for such Base Residual
Auction.

The Office of the Interconnection shall determine the PJM Region
Reliability Requirement and the Locational Deliverability Area
Reliability Requirement for each Locational Deliverability Area
for which a Variable Resource Requirement Curve has been
established for such Base Residual Auction on or before February
1, prior to the conduct of the Base Residual Auction for the first
Delivery Year in which the new values will be applied, in
accordance with the Reliability Assurance Agreement.

Beginning with the Delivery Year that commences June 1, 2018,
and continuing no later than for every fourth Delivery Year
thereafter, the Office of the Interconnection shall review the
calculation of the Cost of New Entry for each CONE Area.

1) If the Office of the Interconnection determines that the Cost
of New Entry values should be modified, the Staff of the
Office of the Interconnection shall propose new Cost of
New Entry values on or before May 15, prior to the conduct
of the Base Residual Auction for the first Delivery Year in
which the new values would be applied.



D)

2)

3)

4)

The PJIM Members shall review the proposed values.

The PJIM Members shall either vote to (i) endorse the
proposed values, (ii) propose alternate values or (iii)
recommend no modification, by August 31, prior to the
conduct of the Base Residual Auction for the first Delivery
Year in which the new values would be applied.

The PJM Board of Managers shall consider Cost of New
Entry values, and the Office of the Interconnection shall
file any approved modified Cost of New Entry values with
the FERC by October 1, prior to the conduct of the Base
Residual Auction for the first Delivery Year in which the
new values would be applied.

Beginning with the Delivery Year that commences June 1, 2018,
and continuing no later than for every fourth Delivery Year
thereafter, the Office of the Interconnection shall review the
methodology set forth in this Attachment for determining the Net
Energy and Ancillary Services Revenue Offset for the PJM Region
and for each Zone.

1)

2)

3)

4)

If the Office of the Interconnection determines that the Net
Energy and Ancillary Services Revenue Offset
methodology should be modified, Staff of the Office of the
Interconnection shall propose a new Net Energy and
Ancillary Services Revenue Offset methodology on or
before May 15, prior to the conduct of the Base Residual
Auction for the first Delivery Year in which the new
methodology would be applied.

The PIM Members shall review the proposed methodology.

The PJIM Members shall either vote to (i) endorse the
proposed methodology, (ii) propose an alternate
methodology or (iif) recommend no modification, by
August 31, prior to the conduct of the Base Residual
Auction for the first Delivery Year in which the new
methodology would be applied.

The PJM Board of Managers shall consider the Net
Revenue Offset methodology, and the Office of the
Interconnection shall file any approved modified Net
Energy and Ancillary Services Revenue Offset values with
the FERC by October 1, prior to the conduct of the Base
Residual Auction for the first Delivery Year in which the
new values would be applied.



b) Locational Requirements

The Office of Interconnection shall establish locational requirements prior to the Base Residual
Auction to quantify the amount of Unforced Capacity that must be committed in each Locational
Deliverability Area, in accordance with the R3M-Reliability Assurance Agreement.

C) Resource Requirements and Constraints

Prior to the Base Residual Auction and each Incremental Auction for the Delivery Years starting
on June 1, 2014 and ending May 31, 2017, the Office of the Interconnection shall establish the
Minimum Annual Resource Requirement and the Minimum Extended Summer Resource
Requirement for the PJM Region and for each Locational Deliverability Area for which the
Office of the Interconnection is required under section 5.10(a) aboveefthis-Attachment-BD-to
establish a separate VRR Curve for such Delivery Year. Prior to the Base Residual Auction and
Incremental Auctions for the 2017/2018 Delivery Year, the Office of the Interconnection shall
establish the Limited Resource Constraints and the Sub-Annual Resource Constraints for the
PJM Region and for each Locational Deliverability Area for which the Office of the
Interconnection is required under section 5.10(a) aboveef-this-Attachment-DD to establish a
separate VRR Curve for such Delivery Year. Prior to the Base Residual Auction and Incremental
Auctions for 2018/2019 and 2019/2020 Delivery Years, the Office of the Interconnection shall
establish the Base Capacity Demand Resource Constraints and the Base Capacity Resource
Constraints for the PJM Region and for each Locational Deliverability Area for which the Office
of the Interconnection is required under section 5.10(a) aboveef-this-Attachment-BB to establish
a separate VRR Curve for such Delivery Year.

d) Preliminary PJM Region Peak Load Forecast for the Delivery Year
The Office of the Interconnection shall establish the Preliminary PJM Region Load Forecast for
the Delivery Year in accordance with the PJM Manuals by February 1, prior to the conduct of the
Base Residual Auction for such Delivery Year.

e) Updated PJM Region Peak Load Forecasts for Incremental Auctions
The Office of the Interconnection shall establish the updated PJM Region Peak Load Forecast for

a Delivery Year in accordance with the PJIM Manuals by February 1, prior to the conduct of the
First, Second, and Third Incremental Auction for such Delivery Year.



5.11 Posting of Information Relevant to the RPM Auctions

a) In accordance with the schedule provided in the PJIM Manuals, PJIM will post the
following information for a Delivery Year prior to conducting the Base Residual Auction for
such Delivery Year:

)} The Preliminary PJM Region Peak Load Forecast (for the PJM Region,
and allocated to each Zone);

i) The PJM Region Installed Reserve Margin, the Pool-wide average
EFORAd, the Forecast Pool Requirement, and all applicable Capacity Import Limits;

iii) For the Delivery Years through May 31, 2018, the Demand Resource
Factor;

1v) The PJM Region Reliability Requirement, and the Variable Resource
Requirement Curve for the PJIM Region, including the details of any adjustments to account for
Price Responsive Demand and any associated PRD Reservation Prices;

V) The Locational Deliverability Area Reliability Requirement and the
Variable Resource Requirement Curve for each Locational Deliverability Area for which a
separate Variable Resource Requirement Curve has been established for such Base Residual
Auction, including the details of any adjustments to account for Price Responsive Demand and
any associated PRD Reservation Prices, and the CETO and CETL values for all Locational
Deliverability Areas;

vi) For the Delivery Years starting June 1, 2014 and ending May 31, 2017, the
Minimum Annual Resource Requirement and the Minimum Extended Summer Resource
Requirement for the PJM Region and for each Locational Deliverability Area for which PJM is
required under Tariff, Attachment DD, section 5.10(a) efthis-Attachment-DD-to establish a
separate VRR Curve for such Delivery Year; and for the 2017/2018 Delivery Year , the Limited
Resource Constraints and the Sub-Annual Resource Constraints for the PJM Region and for each
Locational Deliverability Area for which PIJM is required under section 5.10(a) of this
Attachment DD to establish a separate VRR Curve for such Delivery Year. For the 2018/2019
and 2019/2020 Delivery Years, the Office of the Interconnection shall establish the Base
Capacity Demand Resource Constraints and the Base Capacity Resource Constraints for the PIM
Region and for each Locational Deliverability Area for which the Office of the Interconnection is
required under Tariff, Attachment DD, section 5.10(a)-ef this-Attachment-DBD to establish a
separate VRR Curve for such Delivery Year;

vii)  Any Transmission Upgrades that are expected to be in service for such
Delivery Year, provided that a Transmission Upgrade that is Backbone Transmission satisfies
the project development milestones set forth in Tariff, Attachment DD, section 5.11A,;

viii)  The bidding window time schedule for each auction to be conducted for
such Delivery Year; and



IX) The Net Energy and Ancillary Services Revenue Offset values for the
PJM Region for use in the Variable Resource Requirement Curves for the PJM Region and each
Locational Deliverability Area for which a separate Variable Resource Requirement Curve has
been established for such Base Residual Auction.

b) The information listed in (a) will be posted and applicable for the First, Second,
Third, and Conditional Incremental Auctions for such Delivery Year, except to the extent
updated or adjusted as required by other provisions of this Tariff.

C) In accordance with the schedule provided in the PJIM Manuals, PJIM will post the
Final PJM Region Peak Load Forecast and the allocation to each zone of the obligation resulting
from such final forecast, following the completion of the final Incremental Auction (including
any Conditional Incremental Auction) conducted for such Delivery Year;

d) In accordance with the schedule provided in the PJIM Manuals, PIM will advise
owners of Generation Capacity Resources of the updated EFORd values for such Generation
Capacity Resources prior to the conduct of the Third Incremental Auction for such Delivery
Year.

e) After conducting the Reliability Pricing Model Auctions, PJM will post the results
of each auction as soon thereafter as possible, including any adjustments to PJM Region or LDA
Reliability Requirements to reflect Price Responsive Demand with a PRD Reservation Price
equal to or less than the applicable Base Residual Auction clearing price. The posted results
shall include graphical supply curves that are (a) provided for the entire PJM Region, (b)
provided for any Locational Deliverability Area for which there are four (4) or more suppliers,
and (c) developed using a formulaic approach to smooth the curves using a statistical technique
that fits a smooth curve to the underlying supply curve data while ensuring that the point of
intersection between supply and demand curves is at the market clearing price.

If PIM discovers an error in the initial posting of auction results for a particular Reliability
Pricing Model Auction, it shall notify Market Participants of the error as soon as possible after it
is found, but in no event later than 5:00 p.m. of the fifth Business Day following the initial
publication of the results of the auction. After this initial notification, if PJIM determines it is
necessary to post modified results, it shall provide notification of its intent to do so, together with
all available supporting documentation, by no later than 5:00 p.m. of the seventh Business Day
following the initial publication of the results of the auction. Thereafter, PJM must post on its
Web site any corrected auction results by no later than 5:00 p.m. of the tenth Business Day
following the initial publication of the results of the auction. Should any of the above deadlines
pass without the associated action on the part of the Office of the Interconnection, the originally
posted results will be considered final. Notwithstanding the foregoing, the deadlines set forth
above shall not apply if the referenced auction results are under publicly noticed review by the
FERC.



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 marginal value of
system capacity for the PJM Region, without considering locational constraints, adjusted as
necessary by any applicable Locational Price Adders, Annual Resource Price Adders, Extended
Summer Resource Price Adders, Limited Resource Price Decrements, Sub-Annual Resource
Price Decrements, Base Capacity Demand Resource Price Decrements, and Base Capacity
Resource Price Decrements, 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.

The Locational Price Adder applicable to each cleared Seasonal Capacity Performance Resource
is determined during the post-processing of the RPM Auction results consistent with the manner
in which the auction clearing algorithm recognizes the contribution of Seasonal Capacity
Performance Resource Sell Offers in satisfying an LDA’s reliability requirement. For each LDA
with a positive Locational Price Adder with respect to the immediate higher level LDA, starting
with the lowest level constrained LDAs and moving up, PJM determines the quantity of equally
matched Summer-Period Capacity Performance Resources and Winter-Period Capacity
Performance Resources located and cleared within that LDA. Up to this quantity, the cleared
Summer-Period Capacity Performance Resources and Winter-Period Capacity Performance
Resources with the lowest Sell Offer prices will be compensated using the highest Locational
Price Adder applicable to such LDA; and any remaining Seasonal Capacity Performance
Resources cleared within the LDA are effectively moved to the next higher level constrained
LDA, where they are considered in a similar manner for compensation.

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. If the Sell Offer
price of a cleared Seasonal Capacity Performance Resource exceeds the applicable Capacity
Resource Clearing Price, the Capacity Market Seller shall receive a Resource Make-Whole
Payment equal to the difference between the Sell Offer price and Capacity Resource Clearing
Price in such RPM Auction. 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 BRASs 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.

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 EFORJ).

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:

(1) 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



(i)

(iii)

(iv)

v)

6.

offer, in accordance with Tariff, Attachment DD, sections 5.12(a) and
Tariff, Attachment DD, section 5.14(a).

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

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

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

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 Tariff, Attachment DD, sSection 5.14(b).
Other capacity resources that clear the BRA in such LDA receive the
Capacity Resource Clearing Price as determined in Tariff, Attachment
DD, sSection 5.14(a).

The failure to submit a Sell Offer consistent with Tariff, Attachment DD,

sSection 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 Tariff, Attachment
DD, sSection 5.10(a)(ii)-efthis-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 Tariff, Attachment DD, 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.

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 Tariff,
Attachment DD, sections 5.14B, 5.14C, 5.14D, 5.14E 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 calculate and post the Final Zonal
Capacity Price for each Delivery Year 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 to reflect any decreases in the Nominated Demand Resource
Value of any existing Demand Resource cleared in the Base Residual Auction and Second
Incremental Auction.

)] 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) For purposes of this section, the Net Asset Class Costs of New Entry shall
be asset-class estimates of competitive, cost-based nominal levelized Cost of New Entry, net of
energy and ancillary service revenues. Determination of the gross Cost of New Entry component
of the Net Asset Class Cost of New Entry shall be consistent with the methodology used to
determine the Cost of New Entry set forth in Tariff, Attachment DD, sSection 5.10(a)(iv)(A)-ef
this Attachment.

The gross Cost of New Entry component of Net Asset Class Cost of New Entry
shall be, for purposes of the 2018/2019 Delivery Year and subsequent Delivery Years, the values
indicated in the table below for each CONE Area for a combustion turbine generator (“CT”), and
a combined cycle generator (“CC”) respectively, and shall be adjusted for subsequent Delivery
Years in accordance with subsection (h)(2) below. For purposes of Incremental Auctions for the
2015/2016, 2016/2017 and 2017/2018 Delivery Years, the MOPR Floor Offer Price shall be the
same as that used in the Base Residual Auction for such Delivery Year. The estimated energy
and ancillary service revenues for each type of plant shall be determined as described in



subsection (h)(3) below. Notwithstanding the foregoing, the Net Asset Class Cost of New Entry
shall be zero for: (i) Sell Offers based on nuclear, coal or Integrated Gasification Combined
Cycle facilities; or (ii) Sell Offers based on hydroelectric, wind, or solar facilities.

CONE Areal | CONE Area2 | CONE Area3 | CONE Area 4
CT $/MW-yr 132,200 130,300 128,900 130,300
CC $/MW-yr 185,700 176,000 172,600 179,400

(2) Beginning with the Delivery Year that begins on June 1, 2019, 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 Tariff, Attachment DD, section 5.10(a)(iv)(B), provided, however, that the
Applicable BLS Composite Index used for CC plants shall be calculated from the three indices
referenced in that section but weighted 25% for the wages index, 60% for the construction
materials index, and 15% for the turbines index, and provided further that nothing herein shall
preclude the Office of the Interconnection from filing to change the Net Asset Class Cost of New
Entry for any Delivery Year pursuant to appropriate filings with FERC under the Federal Power
Act.

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

4) Any Sell Offer that is based on:

) a Generation Capacity Resource located in the PJM Region that is
submitted in an RPM Auction for a Delivery Year unless a Sell Offer based on that
resource has cleared an RPM Auction for that or any prior Delivery Year, or until a Sell
Offer based on that resource clears an RPM auction for that or any subsequent Delivery
Year; or

i) a Generation Capacity Resource located outside the PJM Region
(where such Sell Offer is based solely on such resource) that requires sufficient
transmission investment for delivery to the PJM Region to indicate a long-term
commitment to providing capacity to the PJM Region, unless a Sell Offer based on that



resource has cleared an RPM Auction for that or any prior Delivery Year, or until a Sell
offer based on that resource clears an RPM Auction for that or any subsequent Delivery
Year, in any LDA for which a separate VRR Curve is established for use in the Base
Residual Auction for the Delivery Year relevant to the RPM Auction in which such offer
is submitted, and that is less than 90 percent of the applicable Net Asset Class Cost of
New Entry or, if there is no applicable Net Asset Class Cost of New Entry, less than 70
percent of the Net Asset Class Cost of New Entry for a combustion turbine generator as
provided in subsection (h)(1) above shall be set to equal 90 percent of the applicable Net
Asset Class Cost of New Entry (or set equal to 70 percent of such cost for a combustion
turbine, where there is no otherwise applicable net asset class figure), unless the Capacity
Market Seller obtains the prior determination from the Office of the Interconnection
described in subsection (5) hereof. This provision applies to Sell Offers submitted in
Incremental Auctions conducted after December 19, 2011, provided that the Net Asset
Class Cost of New Entry values for any such Incremental Auctions for the 2012-13 or
2013-14 Delivery Years shall be the Net Asset Class Cost of New Entry values posted by
the Office of the Interconnection for the Base Residual Auction for the 2014-15 Delivery
Year.

(5) Unit-Specific Exception. A Sell Offer meeting the criteria in subsection
(4) shall be permitted and shall not be re-set to the price level specified in that subsection if the
Capacity Market Seller obtains a determination from the Office of the Interconnection or the
Commission, prior to the RPM Auction in which it seeks to submit the Sell Offer, that such Sell
Offer is permissible because it is consistent with the competitive, cost-based, fixed, net cost of
new entry were the resource to rely solely on revenues from PIJM-administered markets . The
following process and requirements shall apply to requests for such determinations:

i) The Capacity Market Seller may request such a determination by
no later than one hundred twenty (120) days prior to the commencement of the offer period for
the RPM Auction in which it seeks to submit its Sell Offer, by submitting simultaneously to the
Office of the Interconnection and the Market Monitoring Unit a written request with all of the
required documentation as described below and in the PJM Manuals. For such purpose, the
Office of the Interconnection shall post, by no later than one hundred fifty (150) days prior to the
commencement of the offer period for the relevant RPM Auction, a preliminary estimate for the
relevant Delivery Year of the minimum offer level expected to be established under subsection
(4). If the minimum offer level subsequently established for the relevant Delivery Year is less
than the Sell Offer, the Sell Offer shall be permitted and no exception shall be required.

i) As more fully set forth in the PJIM Manuals, the Capacity Market
Seller must include in its request for an exception under this subsection documentation to support
the fixed development, construction, operation, and maintenance costs of the planned generation
resource, as well as estimates of offsetting net revenues. Estimates of costs or revenues shall be
supported at a level of detail comparable to the cost and revenue estimates used to support the
Net Asset Class Cost of New Entry established under this section 5.14(h). As more fully set
forth in the PJIM Manuals, supporting documentation for project costs may include, as applicable
and available, a complete project description; environmental permits; vendor quotes for plant or
equipment; evidence of actual costs of recent comparable projects; bases for electric and gas
interconnection costs and any cost contingencies; bases and support for property taxes,



insurance, operations and maintenance (“O&M”) contractor costs, and other fixed O&M and
administrative or general costs; financing documents for construction—period and permanent
financing or evidence of recent debt costs of the seller for comparable investments; and the bases
and support for the claimed capitalization ratio, rate of return, cost-recovery period, inflation
rate, or other parameters used in financial modeling. Such documentation also shall identify and
support any sunk costs that the Capacity Market Seller has reflected as a reduction to its Sell
Offer The request shall include a certification, signed by an officer of the Capacity Market
Seller, that the claimed costs accurately reflect, in all material respects, the seller’s reasonably
expected costs of new entry and that the request satisfies all standards for an exception
hereunder. The request also shall identify all revenue sources relied upon in the Sell Offer to
offset the claimed fixed costs, including, without limitation, long-term power supply contracts,
tolling agreements, or tariffs on file with state regulatory agencies, and shall demonstrate that
such offsetting revenues are consistent, over a reasonable time period identified by the Capacity
Market Seller, with the standard prescribed above. In making such demonstration, the Capacity
Market Seller may rely upon forecasts of competitive electricity prices in the PJM Region based
on well defined models that include fully documented estimates of future fuel prices, variable
operation and maintenance expenses, energy demand, emissions allowance prices, and expected
environmental or energy policies that affect the seller’s forecast of electricity prices in such
region, employing input data from sources readily available to the public. Documentation for net
revenues also may include, as available and applicable, plant performance and capability
information, including heat rate, start-up times and costs, forced outage rates, planned outage
schedules, maintenance cycle, fuel costs and other variable operations and maintenance
expenses, and ancillary service capabilities. In addition to the documentation identified herein
and in the PJM Manuals, the Capacity Market Seller shall provide any additional supporting
information 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 which the Office of the Interconnection or the Market Monitoring Unit must provide
their determinations of the Minimum Offer Price Rule exception request.

i) A Sell Offer evaluated hereunder shall be permitted if the
information provided reasonably demonstrates that the Sell Offer’s competitive, cost-based,
fixed, net cost of new entry is below the minimum offer level prescribed by subsection (4), based
on competitive cost advantages relative to the costs estimated for subsection (4), including,
without limitation, competitive cost advantages resulting from the Capacity Market Seller’s
business model, financial condition, tax status, access to capital or other similar conditions
affecting the applicant’s costs, or based on net revenues that are reasonably demonstrated
hereunder to be higher than estimated for subsection (4). Capacity Market Sellers shall be asked
to demonstrate that claimed cost advantages or sources of net revenue that are irregular or
anomalous, that do not reflect arm’s-length transactions, or that are not in the ordinary course of
the Capacity Market Seller’s business are consistent with the standards of this subsection.
Failure to adequately support such costs or revenues so as to enable the Office of the
Interconnection to make the determination required in this section will result in denial of an
exception hereunder by the Office of the Interconnection.

iv) The Market Monitoring Unit shall review the information and
documentation in support of the request and shall provide its findings whether the proposed
Sell Offer is acceptable, in accordance with the standards and criteria hereunder, in writing, to



the Capacity Market Seller and the Office of the Interconnection by no later than ninety (90)
days prior to the commencement of the offer period for such auction. The Office of the
Interconnection shall also review all exception requests and documentation and shall provide in
writing to the Capacity Market Seller, and the Market Monitoring Unit, its determination
whether the requested Sell Offer is acceptable and if not it shall calculate and provide to such
Capacity Market Seller, a minimum Sell Offer based on the data and documentation received,
by no later than sixty-five (65) days prior to the commencement of the offer period for the
relevant RPM Auction. If the Office of the Interconnection determines that the requested Sell
Offer is acceptable, the Capacity Market Seller Shall notify the Market Monitoring Unit and the
Office of the Interconnection, in writing, of the minimum level of Sell Offer to which it agrees to
commit by no later than sixty (60) days prior to the commencement of the offer period for the
relevant RPM Auction

i) Capacity Export Charges and Credits
1) Charge

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

(2) Credit

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

Export Customer’s Allocated Share equals
(Export Path Import * Export Reserved Capacity) /

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



Where:

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

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

(3) Distribution of Revenues

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

Locational Reliability Charge for such Delivery Year, pro rata based on the Daily Unforced
Capacity Obligations of such Load-serving Entities in such Zone during such Delivery Year. If
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 [Reserved.]

5.14B Generating Unit Capability Verification Test Requirements Transition Provision for
RPM Delivery Years 2014/2015, 2015/2016, and 2016/2017

A This transition provision applies only with respect to Generation Capacity Resources with
existing capacity commitments for the 2014/2015, 2015/2016, or 2016/2017 Delivery Years that
experience reductions in verified installed capacity available for sale as a direct result of revised
generating unit capability verification test procedures effective with the summer 2014 capability
tests, as set forth in the PJIM Manuals. A Generation Capacity Resource meeting the description
of the preceding sentence, and the Capacity Market Seller of such a resource, are hereafter in this
section 5.14B referred to as an “Affected Resource” and an “Affected Resource Owner,”
respectively.

B. For each of its Affected Resources, an Affected Resource Owner is required to provide
documentation to the Office of the Interconnection sufficient to show a reduction in installed
capacity value as a direct result of the revised capability test procedures. Upon acceptance by
the Office of the Interconnection, the Affected Resource’s installed capacity value will be
updated in the eRPM system to reflect the reduction, and the Affected Resource’s Capacity
Interconnection Rights value will be updated to reflect the reduction, effective June 1, 2014. The
reduction’s impact on the Affected Resource’s existing capacity commitments for the 2014/2015
Delivery Year will be determined in Unforced Capacity terms, using the final EFORd value
established by the Office of the Interconnection for the 2014/2015 Delivery Year as applied to
the Third Incremental Auction for the 2014/2015 Delivery Year, to convert installed capacity to
Unforced Capacity. The reduction’s impact on the Affected Resource’s existing capacity



commitments for each of the 2015/2016 and 2016/2017 Delivery Years will be determined in
Unforced Capacity terms, using the EFORd value from each Sell Offer in each applicable RPM
Auction, applied on a pro-rata basis, to convert installed capacity to Unforced Capacity. The
Unforced Capacity impact for each Delivery Year represents the Affected Resource’s capacity
commitment shortfall, resulting wholly and directly from the revised capability test procedures,
for which the Affected Resource Owner is subject to a Capacity Resource Deficiency Charge for
the Delivery Year, as described in Tariff, Attachment DD, section 8-ef-this-Attachment-DD,
unless the Affected Resource Owner (i) provides replacement Unforced Capacity, as described in
Tariff, Attachment DD, section 8.1-ef-this-Attachment-BD, prior to the start of the Delivery Year
to resolve the Affected Resource’s total capacity commitment shortfall; or (ii) requests relief
from Capacity Resource Deficiency Charges that result wholly and directly from the revised
capability test procedures by electing the transition mechanism described in this section 5.14B
(“Transition Mechanism™).

C. Under the Transition Mechanism, an Affected Resource Owner may elect to have the
Unforced Capacity commitments for all of its Affected Resources reduced for the 2014/2015,
2015/2016, or 2016/2017 Delivery Years to eliminate the capacity commitment shortfalls, across
all of its Affected Resources, that result wholly and directly from the revised capability test
procedures, and for which the Affected Resource Owner otherwise would be subject to Capacity
Resource Deficiency Charges for the Delivery Year. In electing this option, the Affected
Resource Owner relinquishes RPM Auction Credits associated with the reductions in Unforced
Capacity commitments for all of its Affected Resources for the Delivery Year, and Locational
Reliability Charges as described in Tariff, Attachment DD, section 5.14(e)-ef-this-Attachment
BB are adjusted accordingly. Affected Resource Owners wishing to elect the Transition
Mechanism for the 2015/2016 Delivery Year must notify the Office of the Interconnection by
May 30, 2014. Affected Resource Owners wishing to elect the Transition Mechanism for the
2016/2017 Delivery Year must notify the Office of the Interconnection by July 25, 2014.

D. The Office of the Interconnection will offset the total reduction (across all Affected
Resources and Affected Resource Owners) in Unforced Capacity commitments associated with
the Transition Mechanism for the 2015/2016 and 2016/2017 Delivery Years by applying
corresponding adjustments to the quantity of Buy Bid or Sell Offer activity in the upcoming
Incremental Auctions for each of those Delivery Years, as described in Tariff, Attachment DD,
sections 5.12(b)(ii) and 5.12(b)(iii)-efthis-Attachment-BD.

E. By electing the Transition Mechanism, an Affected Resource Owner may receive relief
from applicable Capacity Resource Deficiency Charges for the 2014/2015, 2015/2016, or
2016/2017 Delivery Years, and a Locational UCAP Seller that sells Locational UCAP based on
an Affected Resource owned by the Affected Resource Owner may receive relief from
applicable Capacity Resource Deficiency Charges for the 2014/2015 Delivery Year, to the extent
that the Affected Resource Owner demonstrates, to the satisfaction of the Office of the
Interconnection, that an inability to deliver the amount of Unforced Capacity previously
committed for the 2014/2015, 2015/2016, or 2016/2017 Delivery Years is due to a reduction in
verified installed capacity available for sale as a direct result of revised generating unit capability
verification test procedures effective with the summer 2014 capability tests, as set forth in the
PJM Manuals; provided, however, that the Affected Resource Owner must provide the Office of



the Interconnection with all information deemed necessary by the Office of the Interconnection
to assess the merits of the request for relief.

5.14C Demand Response Operational Resource Flexibility Transition Provision for RPM
Delivery Years 2015/2016 and 2016/2017

A This transition provision applies only to Demand Resources for which a Curtailment
Service Provider has existing RPM commitments for the 2015/2016 or 2016/2017 Delivery
Years (alternatively referred to in this section 5.14C as “Applicable Delivery Years” and each an
“Applicable Delivery Year”) that (i) cannot satisfy the 30-minute notification requirement as
described in Tariff, Attachment DD-1, sSection A.2-ef-AttachmentDD-1-of the Tariff and the
parallel provision of RAA, Schedule 6-efthe RAA; (ii) are not excepted from the 30-minute
notification requirement as described in Tariff, Attachment DD-1, sSection A.2-ef-Attachment
DDB-1-of the Fariff and the parallel provision of RAA, Schedule 6-6fthe- RAA; and (iii) cleared
in the Base Residual Auction or First Incremental Auction for the 2015/2016 Delivery Year, or
cleared in the Base Residual Auction for the 2016/2017 Delivery Year. A Demand Resource
meeting these criteria and the Curtailment Service Provider of such a resource are hereafter in
this section 5.14C referred to as an “Affected Demand Resource” and an “Affected Curtailment
Service Provider,” respectively.

B. For this section 5.14C to apply to an Affected Demand Resource, the Affected
Curtailment Service Provider must notify the Office of the Interconnection in writing, with
regard to the following information by the applicable deadline:

) For each applicable Affected Demand Resource: the number of cleared megawatts
of Unforced Capacity for the Applicable Delivery Year by end-use customer site
that the Affected Curtailment Service Provider cannot deliver, calculated based on
the most current information available to the Affected Curtailment Service
Provider; the end-use customer name; electric distribution company’s account
number for the end-use customer; address of end-use customer; type of Demand
Resource (i.e., Limited DR, Annual DR, Extended Summer DR); the Zone or sub-
Zone in which the end-use customer is located; and, a detailed description of why
the end-use customer cannot comply with the 30-minute notification requirement
or qualify for one of the exceptions to the 30-minute notification requirement
provided in Tariff, Attachment DD-1, sSection A.2-ef-AttachmentBB-1 of the
Tariff and the parallel provision of RAA, Schedule 6-6fthe RAA.

i) If applicable, a detailed analysis that quantifies the amount of cleared megawatts
of Unforced Capacity for the Applicable Delivery Year for prospective customer sales
that could not be contracted by the Affected Curtailment Service Provider because of the
30-minute notification requirement provided in Tariff, Attachment DD-1, sSection A.2-6f
Attachment DB-1-of the Fariff and the parallel provision of RAA, Schedule 6-ef-the
RAA that the Affected Curtailment Service Provider cannot deliver, by type of Demand
Resource (i.e. Limited DR, Annual DR, Extended Summer DR) and by Zone and sub-
Zone, as applicable. The analysis should include the amount of Unforced Capacity
expected from prospective customer sales for each Applicable Delivery Year and must
include supporting detail to substantiate the difference in reduced sales expectations. The




Affected Curtailment Service Provider should maintain records to support its analysis.

1. For the 2015/2016 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the Third Incremental Auction for the 2015/2016 Delivery Year. Such Affected Curtailment
Service Provider that utilizes this transition provision may not sell or offer to sell megawatts in
the modeled LDA or sub-LDA where an Affected Demand Resource is located in the Third
Incremental Auction for the 2015/2016 Delivery Year.

2. For the 2016/2017 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the Second Incremental Auction for the 2016/2017 Delivery Year. Such Affected
Curtailment Service Provider that utilizes this transition provision may not sell or offer to sell
megawatts in the modeled LDA or sub-LDA where an Affected Demand Resource is located in
the Second or Third Incremental Auctions for the 2016/2017 Delivery Year.

3. For the 2016/2017 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the Third Incremental Auction for the 2016/2017 Delivery Year. Such Affected Curtailment
Service Provider that utilizes this transition provision must not have sold or offered to sell
megawatts in the modeled LDA or sub-LDA where an Affected Demand Resource is located in
the Second Incremental Auction for the 2016/2017 Delivery Year, and may not sell or offer to
sell megawatts in the modeled LDA or sub-LDA where an Affected Demand Resource is located
in the Third Incremental Auction for the 2016/2017 Delivery Year.

C. For the Third Incremental Auction for the 2015/2016 Delivery Year and the First,
Second, and Third Incremental Auctions for the 2016/2017 Delivery Year, the Office of the
Interconnection shall publish aggregate information on the undeliverable megawatts declared
under this transition provision (hereafter, “non-viable megawatts”), by type of Demand Resource
and by Zone or sub-Zone, concurrently with its posting of planning parameters for the applicable
Scheduled Incremental Auction. Non-viable megawatts for a Scheduled Incremental Auction for
an Applicable Delivery Year represent those megawatts meeting the criteria of subsection A
above and declared in accordance with subsection B above. Prior to each Third Incremental
Auction for an Applicable Delivery Year, the Office of the Interconnection shall apply
adjustments equal to the declared non-viable megawatt quantity to the quantity of Buy Bid or
Sell Offer activity in the upcoming Scheduled Incremental Auctions for the Applicable Delivery
Year, as described in Tariff, Attachment DD, sections 5.12(b)(ii) and 5.12(b)(iii)-ef-this
Attachment-BD. Prior to the Second Incremental Auction for the 2016/2017 Delivery Year, the
Office of the Interconnection shall adjust the recalculated PJM Region Reliability Requirement
and recalculated LDA Reliability Requirements, as described in Tariff, Attachment DD, section
5.4(c)-efthis-Attachment-DD, by the applicable quantity of declared non-viable megawatts, and
shall update the PJM Region Reliability Requirement and each LDA Reliability Requirement for
such Second Incremental Auction only if the combined change of the applicable adjustment and
applicable recalculation is greater than or equal to the lessor of (i) 500 megawatts or (ii) one
percent of the prior PJM Region Reliability Requirement or one percent of the prior LDA
Reliability Requirement, as applicable.




D. Prior to the start of each Applicable Delivery Year, the Office of the Interconnection shall
reduce, by type of Demand Resource and by Zone or sub-Zone, the capacity commitment of each
Affected Curtailment Service Provider that utilizes this transition provision for the Applicable
Delivery Year based on the non-viable megawatts declared by the Affected Curtailment Service
Provider under this transition provision. If the Affected Curtailment Service Provider cleared
megawatts from multiple Affected Demand Resources of the same type and Zone or sub-Zone,
or cleared megawatts in multiple RPM Auctions for the Applicable Delivery Year, the Office of
the Interconnection shall allocate the reduction in capacity commitment by type of Demand
Resource and by Zone or sub-Zone across the applicable Affected Demand Resources and
relevant RPM Auctions. Such allocation shall be performed on a pro-rata basis, based on
megawatts cleared by the Affected Demand Resources in the relevant RPM Auctions.

E. For each Applicable Delivery Year, an Affected Curtailment Service Provider that
utilizes this transition provision for the Applicable Delivery Year relinquishes an Affected
Demand Resource’s RPM Auction Credits for the amount of capacity commitment reduction as
determined under subsection D above. Locational Reliability Charges as described in_Tariff
Attachment DD, section 5.14(e) ef-this-Attachment-DD-are also adjusted accordingly.

5.14D Capacity Performance and Base Capacity Transition Provision for RPM Delivery
Years 2016/2017 and 2017/2018

A. This transition provision applies only for procuring Capacity Performance Resources for
the 2016/2017 and 2017/2018 Delivery Years.

B. For both the 2016/2017 and 2017/2018 Delivery Years, PJIM will hold a Capacity
Performance Transition Incremental Auction to procure Capacity Performance Resources.

1. For each Capacity Performance Transition Incremental Auction, the optimization
algorithm shall consider:

o the target quantities of Capacity Performance Resources specified below;
o the Sell Offers submitted in such auction.

The Office of the Interconnection shall submit a Buy Bid based on the quantity of Capacity
Performance Resources specified for that Delivery Year. For the 2016/2017 Delivery Year, the
Office of the Interconnection shall submit a Buy Bid, at a price no higher than 0.5 times the Net
CONE value for the PJIM Region determined for the Base Residual Auction for that Delivery
Year, for a quantity of Capacity Performance Resources equal to 60 percent of the updated
Reliability Requirement for the PJIM Region. For the 2017/2018 Delivery Year, the Office of
the Interconnection shall submit a Buy Bid, at a price no higher than 0.6 times the Net CONE
value for the PJM Region determined for the Base Residual Auction for that Delivery Year, for a
quantity of Capacity Performance Resources equal to 70 percent of the updated Reliability
Requirement for the PJM Region.

2. For each Capacity Performance Transition 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. For the 2016/2017 Delivery Year, the Capacity Resource
Clearing Price for any Capacity Performance Transition Incremental Auction shall not exceed
0.5 times the Net CONE value for the PJM Region determined for the Base Residual Auction for
that Delivery Year. For the 2017/2018 Delivery Year, the Capacity Resource Clearing Price for
any Capacity Performance Transition Incremental Auction shall not exceed 0.6 times the Net
CONE value for the PJM Region determined for the Base Residual Auction for that Delivery
Year.

3. A Capacity Market Seller may offer any Capacity Resource that has not been
committed in an FRR Capacity Plan, that qualifies as a Capacity Performance Resource under
Tariff, Attachment DD, section 5.5A(a) and that (i) has not cleared an RPM Auction for that
Delivery Year; or (ii) has cleared in an RPM Auction for that Delivery Year. A Capacity Market
Seller may offer an external Generation Capacity Resource to the extent that such resource: (i) is
reasonably expected, by the relevant Delivery Year, to meet all applicable requirements to be
treated as equivalent to PJM Region internal generation that is not subject to NERC tagging as an
interchange transaction; (ii) has long-term firm transmission service confirmed on the complete
transmission path from such resource into PJM; and (iii) is, by written commitment of the
Capacity Market Seller, subject to the same obligations imposed on Generation Capacity
Resources located in the PJIM Region by Tariff, Attachment DD, section 6.6-ef-Attachment DD
of-the PIM-Tariff to offer their capacity into RPM Auctions.

4. Capacity Resources that already cleared an RPM Auction for a Delivery Year,
retain the capacity obligations for that Delivery Year, and clear in a Capacity Performance
Transition Incremental Auction for the same Delivery Year shall: (i) receive a payment equal to
the Capacity Resource Clearing Price as established in that Capacity Performance Transition
Incremental Auction; and (ii) not be eligible to receive a payment for clearing in any prior RPM
Auction for that Delivery Year.

D. All Capacity Performance Resources that clear in a Capacity Performance Transition
Incremental Auction will be subject to the Non-Performance Charge set forth in Tariff,
Attachment DD, section 10A.

5.14E Demand Response Legacy Direct Load Control Transition Provision for RPM
Delivery Years 2016/2017, 2017/2018, and 2018/2019

A. This transition provision applies only to Demand Resources for which a Curtailment
Service Provider has existing RPM commitments for the 2016/2017, 2017/2018, or 2018/2019
Delivery Years (alternatively referred to in this section 5.14E as “Applicable Delivery Years”
and each an “Applicable Delivery Year”) that (i) qualified as Legacy Direct Load Control before
June 1, 2016 as described in Tariff, Attachment DD-1, sSection G-ef-Attachment BB-1-6fthe
TFaritf and the parallel provision of RAA, Schedule 6-efthe- RAA; (ii) cannot meet the
requirements for using statistical sampling for residential non-interval metered customers as
described in Tariff, Attachment DD-1, sSection K-ef-Attachment BB-1-ofthe Tariff and the
parallel provision of RAA, Schedule 6-efthe-RAA; and (iii) cleared in the Base Residual
Auction or First Incremental Auction for the 2016/2017 Delivery Year, cleared in the Base
Residual Auction for the 2017/2018 Delivery Year, or cleared in the Base Residual Auction for
the 2018/2019 Delivery Year. A Demand Resource meeting these criteria and the Curtailment




Service Provider of such a resource are hereafter in this section 5.14E referred to as an “Affected
Demand Resource” and an “Affected Curtailment Service Provider,” respectively.

B. For this section 5.14E to apply to an Affected Demand Resource, the Affected
Curtailment Service Provider must notify the Office of the Interconnection in writing, with
regard to the following information, by the applicable deadline:

) For each applicable Affected Demand Resource: the number of cleared megawatts
of Unforced Capacity for the Applicable Delivery Year by end-use customer site
that the Affected Curtailment Service Provider cannot deliver, calculated based on
the most current information available to the Affected Curtailment Service
Provider; electric distribution company’s account number for the end-use
customer; address of end-use customer; type of Demand Resource (i.e., Limited
DR, Annual DR, Extended Summer DR); the Zone or sub-Zone in which the end-
use customer is located; and, a detailed description of why the endues customer
cannot comply with statistical sampling for residential non-interval metered
customers requirement as described in Tariff, Attachment DD-1, sSection K-ef
Attachment DD-1-of the Farif and the parallel provision of RAA, Schedule 6-of
the RAA.

i) If applicable, a detailed analysis that quantifies the amount of cleared megawatts
of Unforced Capacity for the Applicable Delivery Year for prospective customer
sales that could not be contracted by the Affected Curtailment Service Provider
because of the statistical sampling for residential non-interval metered customers
requirement as described in Tariff, Attachment DD-1, sSection K-ef-Attachment
DBB-1-of the Farif and the parallel provision of RAA, Schedule 6-6fthe-RAA that
the Affected Curtailment Service Provider cannot deliver, by type of Demand
Resource (i.e. Limited DR, Annual DR, Extended Summer DR) and by Zone and
sub-Zone, as applicable. The analysis should include the amount of Unforced
Capacity expected from prospective customer sales for each Applicable Delivery
Year and must include supporting detail to substantiate the difference in reduced
sales expectations. The Affected Curtailment Service Provider should maintain
records to support its analysis.

1. For the 2016/2017 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the Second and/or Third Incremental Auction for the 2016/2017 Delivery Year. Such
Affected Curtailment Service Provider that utilizes this transition provision may not sell or offer
to sell megawatts in the matching LDA or sub-LDA where an Affected Demand Resource is
located in the Second or Third Incremental Auction for the 2016/2017 Delivery Year.

2. For the 2017/2018 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the First, Second and/or Third Incremental Auction for the 2017/2018 Delivery Year. Such
Affected Curtailment Service Provider that utilizes this transition provision may not sell or offer
to sell megawatts in the matching LDA or sub-LDA where an Affected Demand Resource is



located in the First, Second or Third Incremental Auctions for the 2017/2018 Delivery Year.

3. For the 2018/2019 Delivery Year, the notice shall be provided by no later than
seven (7) days prior to the posting by the Office of the Interconnection of planning parameters
for the First, Second and/or Third Incremental Auction for the 2018/2019 Delivery Year. Such
Affected Curtailment Service Provider that utilizes this transition provision may not sell or offer
to sell megawatts in the matching LDA or sub-LDA where an Affected Demand Resource is
located in the First, Second or Third Incremental Auctions for the 2018/2019 Delivery Year.

C. For the Second and Third Incremental Auction for the 2016/2017 Delivery Year, the
First, Second, and Third Incremental Auctions for the 2017/2018 Delivery Year, and the First,
Second, and Third Incremental Auctions for the 2018/2019 Delivery Year, the Office of the
Interconnection shall publish aggregate information on the undeliverable megawatts declared
under this transition provision (hereafter, “non-viable megawatts”), by type of Demand Resource
and by Zone or sub-Zone, concurrently with its posting of planning parameters for the applicable
Scheduled Incremental Auction. Non-viable megawatts for a Scheduled Incremental Auction for
an Applicable Delivery Year represent those megawatts meeting the criteria of subsection A
above and declared in accordance with subsection B above. Prior to each Scheduled Incremental
Auction for an Applicable Delivery Year, the Office of the Interconnection shall apply
adjustments equal to the declared non-viable megawatt quantity to the quantity of Buy Bid or
Sell Offer activity in the upcoming Scheduled Incremental Auctions for the Applicable Delivery
Year, as described in Tariff, Attachment DD, sections 5.12(b)(ii) and 5.12(b)(iii)-ef-this
Attachment-DBD. Prior to the Second Incremental Auction for the 2016/2017 Delivery Year, the
First and Second Incremental Auction for the 2017/2018 Delivery Year, and the First and Second
Incremental Auction for the 2018/2019 Delivery Year, the Office of the Interconnection shall
adjust the recalculated PJM Region Reliability Requirement and recalculated LDA Reliability
Requirements, as described in Tariff, Attachment DD, section 5.4(c)-ef-this-Attachment-BB, by
the applicable quantity of declared non-viable megawatts, and shall update the PJM Region
Reliability Requirement and each LDA Reliability Requirement for such Incremental Auction
only if the combined change of the applicable adjustment and applicable recalculation is greater
than or equal to the lessor of (i) 500 megawatts or (ii) one percent of the prior PJIM Region
Reliability Requirement or one percent of the prior LDA Reliability Requirement, as applicable.

D. Prior to the start of each Applicable Delivery Year, the Office of the Interconnection shall
reduce, by type of Demand Resource and by Zone or sub-Zone, the capacity commitment of each
Affected Curtailment Service Provider that utilizes this transition provision for the Applicable
Delivery Year based on the non-viable megawatts declared by the Affected Curtailment Service
Provider under this transition provision. If the Affected Curtailment Service Provider cleared
megawatts from multiple Affected Demand Resources of the same type and Zone or sub-Zone,
or cleared MWs in multiple RPM Auctions for the Applicable Delivery Year, the Office of the
Interconnection shall allocate the reduction in capacity commitment by type of Demand
Resource and by Zone or sub-Zone across the applicable Affected Demand Resources and
relevant RPM Auctions. Such allocation shall be performed on a pro-rata basis, based on
megawatts cleared by the Affected Demand Resources in the relevant RPM Auctions.

E. For each Applicable Delivery Year, an Affected Curtailment Service Provider that
utilizes this transition provision for the Applicable Delivery Year relinquishes an Affected



Demand Resource’s RPM Auction credits for the amount of capacity commitment reduction as
determined under subsection D above. Locational Reliability Charges as described in Tariff,
Attachment DD, section 5.14(e)-ef-this-Attachment-BD are also adjusted accordingly.




5.15 Capacity Transfer Rights

@ To recognize the value of Import Capability and provide a partial offset to
potential Locational Price Adders that may be determined for an LDA (as to any Zone that
encompasses two or more LDAs, the term “LDA” as used herein shall refer to such Zone, rather
than to the LDAs it encompasses), the Office of the Interconnection shall allocate Capacity
Transfer Rights to each LSE serving load in such LDA pro rata based on such LSE’s Daily
Unforced Capacity Obligation in such LDA. The total megawatts of Capacity Transfer Rights
available for allocation shall equal the megawatts of Unforced Capacity imported into such LDA
determined based on the results of the Base Residual Auction and Incremental Auctions
(“Capacity Imported”), less any megawatts of CETL increase into such LDA attributable to
Qualifying Transmission Upgrades cleared in an RPM Auction and any Incremental Capacity
Transfer Rights into such LDA allocated pursuant to Tariff, Attachment DD, section 5.16 (but
not less than zero), and shall be subject to change in subsequent Delivery Years as a result of
changes in the quantity of such Capacity Imported into such LDA. Each change in an LSE’s
Daily Unforced Capacity Obligation during a Delivery Year shall result in a corresponding
change in the Capacity Transfer Rights allocated to such LSE.

(b) For LDAs in which the RPM Auctions for the Delivery Year resulted in a
positive average weighted Locational Price Adder with respect to the immediate higher level
LDA, the holder of the Capacity Transfer Rights in such LDA shall receive a payment during the
Delivery Year equal to (i) the average weighted Locational Price Adder for such LDA
determined with respect to the immediate higher level LDA as a result of all RPM Auctions for
such Delivery Year, multiplied by (ii) the megawatt quantity of the Capacity Transfer Right
allocated to such LSE in such LDA.

(© Capacity Transfer Rights shall be transferable. A purchaser of Capacity Transfer
Rights from the original party allocated such rights shall receive any payments due under this
section or Tariff, Attachment DD, section 5.16, provided the seller and purchaser of such rights
timely notify the Office of the Interconnection of such purchase, in accordance with procedures
specified in the PJIM manuals.




5.16 Incremental Capacity Transfer Rights

@) The Office of the Interconnection shall allocate Incremental Capacity Transfer
Rights to a New Service Customer obligated to fund a transmission facility or upgrade through a
rate or charge specific to such facility or upgrade, to the extent such upgrade or facility increases
the Import Capability into a Locational Deliverability Area, with respect to any such
transmission facility interconnected to or an upgrade of the Transmission System pursuant to
Tariff, Part IV and/or Tariff, Part VI—ef—this—Fariff, including transmission facilities
interconnected to or upgrades of the Transmission System pursuant to Tariff, Part IV and/or
Tariff, Part VI prior to the effective date of this Attachment. Incremental Capacity Transfer
Rights shall be available for a facility or upgrade for a Delivery Year only if the Office of the
Interconnection certifies the quantity of Import Capability provided by such facility or upgrade at
least 45 days prior to the Base Residual Auction for such Delivery Year. The megawatt quantity
of Incremental Capacity Transfer Rights allocated to such a New Service Customer shall equal
the megawatt quantity of the increase in Import Capability across a locational constraint resulting
from such upgrade or facility, provided that the total Incremental Capacity Transfer Rights
awarded as to an LDA (including those allocated pursuant to Tariff, Schedule 12A-ofthe Fariff)
may not exceed the total Capacity Transfer Rights determined as to such LDA. A Capacity
Market Seller that offers and clears a Qualifying Transmission Upgrade in the Base Residual
Auction for a Delivery Year shall not receive Incremental Capacity Transfer Rights with respect
to such upgrade for such Delivery Year. Terms and conditions for the allocation of Incremental
Capacity Transfer Rights to New Service Customers shall be as further set forth in Tariff, Part VI
of —this—Tariff, and those for the allocation of Incremental Capacity Transfer Rights to
Responsible Customers shall be as further set forth in Tariff, Schedule 12 A-efthisTFariff.

(b) For LDAs in which the RPM Auctions for such Delivery Year result in a positive
average weighted Locational Price Adder with respect to the immediate higher level LDA, the
holder of an Incremental Capacity Transfer Right into such LDA shall receive a payment equal
to the average weighted Locational Price Adder for the LDA into which the associated facility or
upgrade increased Import Capability, multiplied by the megawatt quantity of the Incremental
Capacity Transfer Right allocated to such Interconnection Customer.



7. GENERATION RESOURCE RATING TEST FAILURE CHARGE
7.1  Generation Resource Rating Test Failure Charges

A Generation Resource Rating Test Failure Charge shall be assessed on any Market Seller that
commits a Generation Capacity Resource for a Delivery Year, and on any Locational UCAP
Seller that sells Locational UCAP for a Delivery Year based on a Generation Capacity Resource,
if such resource fails a generation resource capacity test, as provided herein.

a) Generation Resource Fails Capacity Test in Delivery Year

Each Generation Capacity Resource committed for a Delivery Year shall be obligated to
complete a generation resource capacity test, as described in the PJM Manuals. The Market
Seller that committed the resource, or Locational UCAP Seller that sold the resource, may
perform an unlimited number of tests during each such period. If none of the tests during a
testing period certify full delivery of the megawatt amount of installed capacity the Market Seller
committed, or Locational UCAP Seller sold, for such Delivery Year, the Market Seller or
Locational UCAP Seller shall be assessed a daily Generation Resource Rating Test Failure
Charge for each day from the first day of the Summer or Winter Season in which such resource
failed the rating test through the last day of such Delivery Year, provided, however, that such a
seller that fails or is expected to fail a rating test may obtain and commit Unforced Capacity from
a replacement Capacity Resource meeting the same locational requirements. Such Unforced
Capacity may include uncommitted or uncleared Sell Offer blocks from Generation Capacity
Resources that were otherwise committed. Any such commitment of replacement capacity shall
be effective upon no less than one day’s notice to the Office of the Interconnection, and shall
reduce the amount of installed capacity committed from the Generation Capacity Resource, that
failed or was expected to fail such rating test, in accordance with the determination prescribed by
subsection (b) below.

b) Generation Resource Rating Test Failure Charge

The Generation Resource Rating Test Failure Charge shall equal the Daily Deficiency Rate
multiplied by the following megawatt quantity, converted to an Unforced Capacity basis using
the Generation Capacity Resource’s EFORD for the twelve months ending the September 30 last
preceding the Delivery Year: (i) the annual average of the installed capacity committed for each
day of such Delivery Year as a result of all cleared Sell Offers in all RPM Auctions for such
Delivery Year relying on such resource, reduction in any such commitment for such resource to
the extent and for the time period of any replacement capacity committed in lieu of such
resource, and increase in any such commitment for such resource to the extent and for the time
period that such resource is committed as replacement capacity for any other resource, minus (ii)
the highest installed capacity rating determined for such resource in any test during the relevant
testing period. The Daily Deficiency Rate shall equal the Capacity Resource Clearing Price
(weighted as necessary to reflect the clearing prices in all RPM Auctions that resulted in installed
capacity commitments from such resource), in $/MW-day, applicable to the Generation Capacity
Resource (for purposes of replacement capacity, including Locational UCAP transactions, the
applicable Capacity Resource Clearing Price shall be the clearing price for the Locational



Deliverability Area in which such resource is located) plus the greater of (iii) 0.20 times such
weighted average Capacity Resource Clearing Price; or (iv) $20/MW-Day, provided, however, if
a resource is unavailable during the Delivery Year at less than the level committed in the Market
Seller’s cleared Sell Offer or Locational UCAP Seller’s Locational UCAP sale due to derating,
delay, or retirement, then such seller shall not be assessed a charge under this section to the
extent (i.e., for the same megawatts and time period) that such seller is assessed a charge under
Tarrif, Attachment DD, section 8 for such unavailability; and provided further that a resource
that is subject to a charge under this section that is also subject to a charge under Tariff,
Attachment DD, sSection 10A hereof for a Performance Shortfall during one or more
Performance Assessment Intervals occurring during the period of resource capacity rating
deficiency addressed by this section shall be assessed a charge equal to the greater of the charge
determined under this section and the charge determined under Tariff, Attachment DD, sSection
10A, but shall not be assessed a charge under both this section and Tariff, Attachment DD,
sSection 10A for such simultaneous occurrence of a resource capacity rating deficiency and
Performance Shortfall. If a single resource is the basis for installed capacity commitments of
multiple Capacity Market Sellers or Locational UCAP Sellers, the installed capacity shortfall
determined under (i) and (ii) above shall be assessed upon such sellers on a pro-rata basis in
accordance with the megawatts of capacity from such resource in their cleared Sell Offers,
Locational UCAP sales, or other commitment as replacement capacity.

C) Allocation of Revenue Collected from Generation Resource Rating Test Failure
Charges.

The revenue collected from Generation Resource Rating Test Failure Charges shall be
distributed on a pro-rata basis to LSEs that were charged a Locational Reliability Charge for the
Delivery Year for which the Generation Resource Rating Test Failure Charge was assessed. The
charges shall be allocated on a pro-rata basis to LSEs based on their Daily Unforced Capacity
Obligation.



8. CAPACITY RESOURCE DEFICIENCY CHARGE
8.1

A Capacity Resource Deficiency Charge shall be assessed on any Capacity Market Seller that
commits a Capacity Resource, and on any Locational UCAP Seller that sells Locational UCAP
for a Delivery Year based on a Generation Capacity Resource, for a Delivery Year that is unable
or unavailable to deliver Unforced Capacity for all or any part of such Delivery Year for any
reason, including but not limited to the following, and that does not obtain replacement Unforced
Capacity meeting the same locational requirements and same or better temporal availability
characteristics (i.e., Annual Resource, Extended Summer Demand Resource, or Limited Demand
Resource) in the megawatt quantity required to satisfy the capacity committed from such
resource by such seller as a result of all cleared Sell Offers from such seller based on such
resource in any RPM Auctions for such Delivery Year, the reduction in any such commitment
for such resource to the extent and for the time period of any replacement capacity committed in
lieu of such resource, and the increase in any such commitment for such resource to the extent
and for the time period that such resource is committed as replacement capacity for any other
resource:

a) Unit Derating — Such Capacity Resource is a Generation Capacity Resource and
its capacity value is derated prior to or during the Delivery Year;

b) EFORD Increase — Such Capacity Resource is a Generation Capacity Resource
and the EFORD value determined for such resource at least two (2) months prior to the Third
Incremental Auction is higher than the EFORD value submitted in the Capacity Market Seller’s
cleared Sell Offer;

C) External Generation Resource — Such Capacity Resource is an EXisting
Generation Capacity Resource that is located outside of the PJM Control Area and arrangements
for the firm delivery of the output of such resource to the interface with the PJM Region are not
in place for such resource prior to the start of the Delivery Year;

d) Planned Generation Resource — Such Capacity Resource is a Planned Generation
Capacity Resource and Interconnection Service has not commenced as to such resource prior to
the start of the Delivery Year;

e) Planned Demand Resource - Such Capacity Resource is a Planned Demand
Resource or an Energy Efficiency Resource and the associated demand response program or
energy efficiency measure is not installed prior to the start of the Delivery Year; or

f) Existing Demand Resource — Such Capacity Resource is an existing Demand
Resource or Energy Efficiency Resource and, subject to Tariff, Attachment DD, section 8.4, is
not capable of providing the megawatt quantity of load response specified in the cleared Sell
Offer for the time periods of availability associated with the product type.

8.2.  Capacity Resource Deficiency Charge



The Capacity Resource Deficiency Charge shall equal the Daily Deficiency Rate (as defined in
Tariff, Attachment DD, section 7) multiplied by the megawatt quantity of deficiency below the
level of capacity committed in such Capacity Market Seller’s Sell Offer(s) or bilateral capacity
commitments, or Locational UCAP Seller’s Locational UCAP sale for each day such seller is
deficient, provided, however, that a resource that is subject to a charge under this section that is
also subject to a charge under Tariff, Attachment DD, sSection 10A hereof for a Performance
Shortfall during one or more Performance Assessment Intervals occurring during the period of
resource deficiency addressed by this section shall be assessed a charge equal to the greater of
the charge determined under this section and the charge determined under Tariff, Attachment
DD, sSection 10A, but shall not be assessed a charge under both this section and Tariff
Attachment DD, sSection 10A for such simultaneous occurrence of a resource deficiency and
Performance Shortfall.

8.3.  Allocation of Revenue Collected from Capacity Resource Deficiency Charges

The revenue collected from the assessment of a Capacity Resource Deficiency Charge shall be
distributed on a pro-rata basis to all LSEs that were charged a Locational Reliability Charge for
the day for which such Capacity Resource Deficiency Charge was assessed. Such revenues shall
be distributed on a pro-rata basis to such LSEs based on their Daily Unforced Capacity
Obligations.

8.4  Relief from Charges

A Capacity Market Seller or Locational UCAP Seller that is otherwise subject to the Capacity
Resource Deficiency Charge solely as a result of Tariff, Attachment DD, section 8.1(f) may
receive relief from such Charge if it demonstrates that the inability to provide the level of
demand response specified in its Sell Offer is due to the permanent departure (due to plant
closure, efficiency gains, or similar reasons) from the Transmission System of load that was
relied upon for load response in such Sell Offer; provided, however, that such seller must
provide the Office of the Interconnection with all information deemed necessary by the Office of
the Interconnection to assess the merits of the request for relief. Such seller shall receive no RPM
Auction Credit for the amount of reduction in the committed Existing Demand Resources.




11A° DEMAND RESOURCES TEST FAILURE CHARGE

a)

b)

Beginning with the Delivery Year that commences on June 1, 2009, Capacity
Market Sellers that commit Demand Resources may be charged to the extent their committed
resources fail performance tests, as set forth herein.

(i)

For Demand Resources not committed as Capacity Performance
Resources for Delivery Years through May 31, 2018:

For Limited Demand Resources: If a registration for a Limited
Demand Resource committed by a Capacity Market Seller is not
dispatched by the Office of the Interconnection for a Load
Management event prior to August 15 of the relevant Delivery Year,
then such registration must demonstrate that it was tested as described
below in (iii), in a zone for a one-hour period during any hour when a
PJM Load Management event may be called between June 1 and
September 30, inclusive. If a registration for a Limited Demand
Resource committed by a Capacity Market Seller is dispatched by the
Office of the Interconnection for a PJM Load Management event in a
zone between August 16 and September 30, no test will be required. If
a registration for a Limited Demand Resource committed by a
Capacity Market Seller is dispatched by the Office of Interconnection
for a PJM Load Management event in a subzone between June 1 and
September 30 of the 2012/2013 and 2013/2014 Delivery Years, and
such registration performs at or above the nominated amount of
capacity on the registration, no test will be required and no Demand
Resources Test Failure Charges will be assessed for such registrations.
If a registration for a Limited Demand Resource committed by a
Capacity Market Seller is dispatched by the Office of the
Interconnection for a PJM Load Management event in a zone between
June 1 and September 30, inclusive, then Demand Resources Test
Failure Charges will not be assessed.

For Annual Demand Resources: if an Annual Demand Resource
registration is not dispatched by the Office of the Interconnection for a
Load Management event in a Delivery Year, then the Annual Demand
Resource registration committed by a Capacity Market Seller must
demonstrate that the Annual Demand Resource registration committed
in a zone was tested as described below in (iii), for a one-hour period
during any hour when a PJM Load Management event may be called
during June through October or the following May of the relevant
Delivery Year. If an Annual Demand Resource registration is
dispatched by the Office of the Interconnection for a Load



(i)

Management event during the Delivery Year, then no test will be
required.

For Extended Summer Demand Resources: if an Extended Summer
Demand Resource registration is not dispatched by the Office of the
Interconnection for a Load Management event during June through
October or the following May, then the Extended Summer Demand
Resource registration committed by a Capacity Market Seller must
demonstrate that the Extended Summer Demand Resource registration
was tested as described below in (iii), for a one-hour period during any
hour when a PJM Load Management event may be called during June
through October or the following May of the relevant Delivery Year.

For Demand Resources committed as Capacity Performance
Resources for the 2016/2017 and 2017/2018 Delivery Years and for all
Demand Resources for the 2018/2019 Delivery Year and subsequent
Delivery Years:

For Base Capacity Demand Resources: if an Base Capacity Demand
Resource registration is not dispatched by the Office of the
Interconnection for a Load Management event during June through
September, then the Base Capacity Demand Resource registration
committed by a Capacity Market Seller must demonstrate that the Base
Capacity Demand Resource registration was tested as described below
in (iii), for a one-hour period during any hour when a PJM Load
Management event may be called during June through September of
the relevant Delivery Year.

For Demand Resources that commit as Capacity Performance
Resources: if a Demand Resource that is a Capacity Performance
Resource registration is not dispatched by the Office of the
Interconnection for a Load Management event in a Delivery Year, then
that Demand Resource registration committed by a Capacity Market
Seller must demonstrate that that Demand Resource registration
committed in a zone was tested as described below in (iii), for a one-
hour period during any hour when a PJM Load Management event
may be called during June through October or the following May of
the relevant Delivery Year. If an Annual Demand Resource
registration is dispatched by the Office of the Interconnection for a
Load Management event during the Delivery Year, then no test will be
required.

For Summer-Period Demand Resources: if a Summer-Period Demand
Resource registration is not dispatched by the Office of the
Interconnection for a Load Management event during June through
October or the following May of the Delivery Year, then the



registration committed by a Capacity Market Seller must demonstrate
that it was tested as described below in (iii), for a one-hour period
during any hour when a PJM Load Management event may be called
during June through October or the following May of the relevant
Delivery Year.

(iii)  All registrations in a zone required to test must be tested
simultaneously for each product except that, when less than 25 percent
(by megawatts) of a provider’s total resources in a zone fail a test, the
provider may conduct a re-test limited to all registrations that failed
the prior test, provided that such re-test must be at the same time of
day and under approximately the same weather conditions as the prior
test, and provided further that all affiliated registrations must test
simultaneously, where affiliated means registrations that have any
ability to shift load and are owned or controlled by the same entity. If
less than 25 percent of resources fail the test and the provider chooses
to conduct a retest, the provider may elect to maintain the performance
compliance result for registration(s) achieved during the test if
provider: (1) notifies the Office of the Interconnection 48 hours prior
to the retest under this election; and (2) the provider retests affiliated
registrations under this election as set forth in the PJIM Manual.

C) a Capacity Market Seller that committed Demand Resources shall be assessed
a Demand Resources Test Failure Charge equal to the net capability testing shortfall for such
products tested in a Zone during such test in the aggregate of all of such Seller’s Demand
Resources tested in such Zone times the Demand Resources Test Failure Charge Rate. The
net capability testing shortfall in such Zone shall be the following megawatt quantity,
converted to an Unforced Capacity basis using the applicable DR Factor and Forecast Pool
Requirement: (i) the summer daily average of the megawatts of load reduction capability
committed by such seller in such Zone for such product(s) tested minus (ii) the megawatts of
load reduction actually provided by all such Demand Resources in such Zone during such
test. The net capability testing shortfall in such Zone for such product(s) tested shall be
reduced by the provider’s summer daily average of the Capacity Resource deficiency
shortfalls, determined pursuant to Tariff, Attachment DD, section 8-ef-AttachmentBDD-of-this
Fari, in such Zone for all of the provider’s committed Demand Resources that are of the
same product(s) tested.

d) the Demand Resources Test Failure Charge Rate shall equal such Seller’s
Weighted Daily Revenue Rate in such Zone for the product(s) tested plus the greater of (0.20
times the Weighted Daily Revenue Rate in such Zone for the product(s) tested or $20/MW-
day). The Daily Demand Resources Test Failure Charge in a zone for the product(s) tested
shall be equal to the net capability testing shortfall in such Zone for such product(s) tested
times the Demand Resources Test Failure Charge Rate. Such charge shall be assessed daily
and charged monthly (or otherwise in accordance with customary PJM billing practices in
effect at the time); provided, however, that a lump sum payment may be required to reflect



amounts due, as a result of a test failure, from the start of the Delivery Year to the day that
charges are reflected in regular billing.

e) revenues collected from assessment of Demand Resources Test Failure
Charges shall be distributed to Load Serving Entities that were charged a Locational
Reliability Charge for the Delivery Year for which the Demand Resources Test Failure
Charge was assessed, pro-rata based on such Load Serving Entities’ Daily Unforced
Capacity Obligations.



12.  QUALIFYING TRANSMISSION UPGRADE COMPLIANCE PENALTY
CHARGE

If a Qualifying Transmission Upgrade forming the basis of a Sell Offer that cleared in the Base
Residual Auction for a Delivery Year is not in service at the commencement of such Delivery
Year, and the Capacity Market Seller does not obtain replacement Capacity Resources in the
LDA for which such upgrade was to increase CETL, such seller shall pay a compliance penalty
charge for each day such upgrade is delayed during such Delivery Year equal to the megawatt
quantity of Import Capability cleared in the Base Residual Auction based on such upgrade,
multiplied by the greater of: (i) 1.2 times the Capacity Resource Clearing Price of the LDA into
which the Qualifying Transmission Upgrade is cleared, in $/MW-day; or (ii) the Net Cost of
New Entry; provided, however, that a resource that is subject to a charge under this section that
is also subject to a charge under Tariff, Attachment DD, sSection 10A hereof for a Performance
Shortfall during one or more Performance Assessment Intervals occurring during the period of
resource delay addressed by this section shall be assessed a charge equal to the greater of the
charge determined under this section and the charge determined under Tariff, Attachment DD,
sSection 10A, but shall not be assessed a charge under both this section and Tariff, Attachment
DD, sSection 10A for such simultaneous occurrence of a resource delay and Performance
Shortfall. The revenue collected from the assessment of Qualifying Transmission Upgrade
Compliance Penalty Charges shall be distributed on a pro-rata basis to all LSEs that were
charged a Locational Reliability Charge for the day for which such charge was assessed. Such
revenues shall be distributed on a pro-rata basis to such LSEs based on their Daily Unforced
Capacity Obligations.




15. COORDINATION WITH ECONOMIC PLANNING PROCESS

Prior to the posting of the planning parameters for each Base Residual Auction, if the Office of
the Interconnection determines that the Capacity Emergency Transfer Limit is less than 1.15
times the Capacity Emergency Transfer Objective for any LDA, the Office of the
Interconnection will include a transmission upgrade in the RTEP as soon as practicable, if all of
the following criteria is satisfied:

e The transmission upgrade(s) will result in a Capacity Emergency Transfer Limit that
exceeds 1.15 times the Capacity Emergency Transfer Objective for the LDA; and

e The transmission upgrade(s) is/are expected to be in-service prior to June 1 of the
Delivery Year for which the Base Residual Auction is being conducted; and

e The transmission upgrade cost is expected to be less than $5 million; and

e There are no Merchant Network Upgrades that have or are expected to have an
executed Facilities Study Agreement by 45 days prior to the Base Residual Auction
that are designed to resolve the same constraint for which the RTEP upgrade is
designed to resolve.

The annual costs of such upgrade shall be allocated as specified in Tariff, Schedule 12-ef-the
Tariff.

The Office of the Interconnection shall include in its planning period parameters report, posted
on its website in February of each year, the following information for the transmission upgrades
it identifies to address easily resolvable constraints under this sSection 15, if any: (1) a
description of each easily resolvable constraint; (2) the limiting transmission elements
responsible for each such easily resolvable constraint; (3) an explanation of why the transmission
elements responsible for each such easily resolvable constraint identified are limiting; (4) a list of
the easily resolvable constraint transmission upgrades undertaken as well as the cost, location,
and the entity(ies) undertaking each such upgrade; and (5) the impact of these projects on that
Delivery Year’s planning parameters.

Following each Base Residual Auction, the Office of the Interconnection shall review each LDA
that has a Locational Price Adder to determine if Planned Generation Capacity Resources,
Planned Demand Resources, or Qualifying Transmission Upgrades submitted Sell Offers that
cleared in such auction. If a Locational Price Adder results from the clearing of an LDA for two
consecutive Base Residual Auctions, and no such planned resources or upgrades clear in such
auctions for such LDA, then the Office of the Interconnection shall evaluate in the RTEP process
the costs and benefits of a transmission upgrade that would reduce to zero the Locational Price
Adder for such LDA. Such evaluation will compare the cost of the upgrade over ten years
against the value of elimination of the Locational Price Adder over such period. If such upgrade
is found to be feasible and beneficial, it shall be included in the RTEP as soon as practicable.
The annual costs of such upgrade shall be allocated as specified in Operating Agreement,

Schedule 6-stthe-Cparating-Agracment.,




16. RELIABILITY BACKSTOP
16.1. Purpose

The Reliability Backstop provides a mechanism to resolve reliability criteria violations caused
by: (a) lack of sufficient capacity committed through the Reliability Pricing Model Auctions; or
(b) near-term transmission deliverability violations identified after the Base Residual Auction is
conducted. These backstop mechanisms are intended to guarantee that sufficient generation,
transmission and demand response solutions will be available to preserve system reliability. The
backstop mechanisms are based on specific triggers that signal a need for a targeted solution to a
reliability problem that was not resolved by the long-term commitment of Capacity Resources
through Self-Supply or the Reliability Pricing Model Auctions.

16.2 Investigation of Capacity Shortfall

If the total Unforced Capacity of Capacity Resources committed for a Delivery Year following
the Base Residual Auction equates to an installed reserve margin that is more than one
percentage point lower than the approved PJM Region Installed Reserve Margin, the Office of
the Interconnection shall investigate the cause for the shortage, and recommend corrective
action, including, without limitation, adjusting the Cost of New Entry to the extent determined
necessary by such investigation, or addressing other barriers to entry identified by such
investigation. No Reliability Backstop Auction will be conducted to address such a shortfall
unless it occurs in the Base Residual Auctions for three consecutive Delivery Years.

16.3 Triggering Conditions

a) Either of the following two conditions will trigger reliability backstop measures
provided in this section, as described below:

)] If the total Unforced Capacity of all Capacity Resources committed
through Self-Supply or the Base Residual Auctions for three consecutive Delivery Years, equates
to an installed reserve margin that is more than one percentage point lower than the approved
PJM Region Installed Reserve Margin, the Office of the Interconnection will declare a capacity
shortage and make a filing with FERC for approval to conduct a Reliability Backstop Auction.
Upon receipt of such approval, the Office of the Interconnection will conduct a Reliability
Backstop Auction in accordance with Tariff, Attachment DD, sSection 16.4.

i) If the total Unforced Capacity of all Base Load Generation Resources
committed in a Base Residual Auction for a Delivery Year is less than the forecasted minimum
hourly load calculated by the Office of the Interconnection for such Delivery Year, the Office of
the Interconnection will investigate the cause of shortfall. If such a shortfall occurs in the Base
Residual Auctions for three consecutive Delivery Years, the Office of the Interconnection shall
declare a capacity shortage and make a filing with FERC for approval to conduct a Reliability
Backstop Auction. Upon receipt of such approval, the Office of the Interconnection will conduct
a Reliability Backstop Auction in accordance with Tariff, Attachment DD, sSection 16.4.




b) In addition to the foregoing events that trigger reliability backstop measures, if a
near-term, i.e., later in time than the conduct of the Base Residual Auction for a Delivery Year,
transmission criteria violation caused by an announced generation resource deactivation is
identified by the regional transmission reliability planning analysis performed by the Office of
the Interconnection in accordance with Part V of this Tariff, the Office of the Interconnection
will identify the necessary transmission upgrade. In accordance with such rules, such generation
resource may remain in service until the transmission upgrade is installed. No Reliability
Backstop Auction will be conducted.

16.4. Reliability Backstop Auction
a) Scope of Auction

The Office of the Interconnection shall conduct each Reliability Backstop Auction to commit
additional Generation Capacity Resources, or in the case of an auction triggered by Tariff,
Attachment DD, section 16.3(a)(ii), additional Base Load Generation Resources to the PJIM
Region to resolve the system-wide reliability criteria violation that triggered the need for such
auction. Capacity Resources committed in a Reliability Backstop Auction for a Delivery Year
shall not include any Planned Generation Capacity Resources previously committed in the Base
Residual Auction for such Delivery Year. The Reliability Backstop Auction shall obtain
commitments of additional Generation Capacity Resources (or, as applicable, additional Base
Load Generation Resources) for a term of up to fifteen (15) Delivery Years. If a Reliability
Backstop Auction is required, the offer period for such auction shall commence, subject to FERC
approval as specified above, no later than four months after the Base Residual Auction in which
the third consecutive Capacity Resource shortfall occurs. Upon verification and notification by
the PJM Board of Managers that a Reliability Backstop Auction is required, the Office of the
Interconnection shall post notification that a Reliability Backstop Auction is to be held. Upon
such notification, the offer period shall commence, and shall remain open for six (6) months.
PJMSettlement shall be the Counterparty to the capacity transaction resulting from committed
Capacity Resources clearing the Reliability Backstop Auction.

b) Sell Offers
Each Sell Offer shall specify the following information, as further specified in the PJIM Manuals:

o the minimum price in $/MW-day required by the Capacity Market Seller to
provide additional Unforced Capacity from a Generation Capacity Resource (or
from a Base Load Generation Resource, in the case of an auction triggered by
Tariff, Attachment DD, section 16.3(a)(ii));

o the megawatts of Unforced Capacity to be provided by such resource;
o the specific location of the proposed plant;
o all information required from a Generation Interconnection Customer by Tariff,

Part IV ef-thisFariff-and the PJIM Manuals;
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o general plant technical specifications, as specified in the PJIM Manuals;

o the term of cost recovery (“Backstop Period”) requested, not to exceed 15 years;
and
. the first full Delivery Year for which such resource shall be available, which shall

also be the first year of the Backstop Period.

Each Generation Capacity Resource (or Base Load Generation Resource) accepted in a
Reliability Backstop Auction shall comply with the procedures for new generation
interconnection in Tariff, Part I\V-ef-thisTariff, and each such resource shall be responsible for
satisfying all capability and deliverability requirements for Capacity Resources, pursuant to the
Reliability Assurance Agreement.

C) Submission of Sell Offers

The Sell Offer period shall begin at 00:01 Eastern Prevailing Time on the date specified by the
Office of the Interconnection in the notification posting and shall end at 23:59 Eastern Prevailing
Time six calendar months after such date. Sell offers shall be submitted during such period in
writing to the Office of the Interconnection, and shall conform to the submission procedures as
specified in the PIM Manuals. The Office of the Interconnection shall confirm in writing the
receipt of each Sell Offer, within two weeks after receipt of each such offer.

d) Posting of Information by the Office of the Interconnection

Upon notification by the PJM Board of Managers that a Reliability Backstop Auction will be
conducted, the Office of the Interconnection shall post the following information:

. System condition that necessitates a Reliability Backstop Auction;

o Megawatt quantity of Unforced Capacity required from additional Generation
Capacity Resources, or from additional Base Load Generation Resources;

o Date by which the resources must be capable of delivering Unforced Capacity;

. Any other required specifications for the additional Unforced Capacity sought
through such auction.

e) Conduct of the Reliability Backstop Auction
)] Auction Clearing Procedure
The Reliability Backstop Auction shall select the Sell Offer or combination of Sell Offers that
that satisfies the requirements posted by the Office of the Interconnection at the lowest offer
price(s). If more than one Sell Offer must be selected to satisfy the specified requirements, the

Sell Offers shall be selected in rank order from lowest offer price to highest offer price until the
requirement is satisfied. In the event two or more Sell Offers specify the same offer price, and
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fewer than all of such offers are needed to satisfy the specified requirements, the Office of the
Interconnection shall select the Sell Offer(s) proposing Generation Capacity Resource(s), or, as
applicable, Base Load Generation Resource(s) that will best satisfy overall reliability
requirements for the PJM Region, as determined by the Office of the Interconnection using
transmission reliability analysis.

i) Market Settlement

Pursuant to the agreement specified below, each Capacity Market Seller submitting a Sell Offer
that is accepted in a Reliability Backstop Auction shall be paid by PJIMSettlement the offer price
in such Sell Offer for each MW-day in the Backstop Period, less any payments the Capacity
Market Seller is entitled to receive pursuant to Tariff, Attachment DD, section 5 of this
Attachment as a result of Sell Offers submitted with respect to such Generation Capacity
Resource in any Base Residual Auction or Incremental Auction, including, without limitation,
payments of Capacity Resource Clearing Prices (including for Self-Supply) and Resource Make-
Whole Payments; and less any payments the Capacity Market Seller is entitled to receive for
energy or ancillary services pursuant to Schedule 1 of the Operating Agreement with respect to
services provided by such resource, net of the Variable Operations and Maintenance costs of
such resource, as determined in accordance with the PJIM Manuals.

PJM shall recover the costs of any such payments to Capacity Market Sellers for such resources
through a charge, in addition to the Locational Reliability Charge, assessed on all LSEs in the
PJM Region, pro rata based on each such LSE’s Daily Unforced Capacity Obligations in all
LDAs in which such LSE serves load. PJMSettlement shall be the Counterparty to the LSE’s
obligation to pay, and payment of, such charges.

i) Standard Contract Provisions

PJMSettlement, will enter into an agreement with each Capacity Market Seller that submitted an
accepted Sell Offer in any Reliability Backstop Auction providing for the payments specified
above. Such agreement shall include the provisions and address the standards set forth in
sSection 16.4(b) above, and shall include such other terms and conditions as are customary in the
industry, as specified in the PJIM Manuals.

f) FERC Approval
Any such agreement shall provide that it shall be filed with FERC as a rate schedule pursuant to

section 205 of the Federal Power Act, and that the effectiveness of such agreement shall be
conditioned on receipt of FERC acceptance or approval of such agreement.

16.5 Must Offer into Base Residual Auction
All Capacity Market Sellers submitting a Sell Offer that is selected in a Reliability Backstop
Auction must offer all Unforced Capacity of the Generation Capacity Resource underlying such

Sell Offer into the Base Residual Auctions conducted subsequent to the Reliability Backstop
Auction for all Delivery Years in the Backstop Period. The Market Seller shall offer the
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Unforced Capacity of such resources into each such auction at zero price, and shall receive the
Capacity Resource Clearing Price as determined in each such auction.

16.6 Reliability Backstop Resource Deficiency Charges

@ Any Capacity Market Seller that submits a Sell Offer that was selected in a
Reliability Backstop Auction and that is not able to deliver in a Delivery Year all megawatts of
Unforced Capacity specified in the selected Sell Offer, shall not receive any payments that such
Capacity Market Seller otherwise would have been eligible to receive for such Delivery Year
pursuant to the Reliability Backstop Auction.

(b) Any Capacity Market Seller that submits a Sell Offer that was selected in a
Reliability Backstop Auction and that fails to deliver all megawatts of Unforced Capacity
specified in the selected Sell Offer at any time during the Backstop Period specified in such Sell
Offer must refund all payments received by such Market Seller pursuant to Tariff, Attachment
DD, section 16.4(b).
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