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Dear Secretary Salas:

DESCRIPTION OF FILIN
PIM Interconnection, L.L.C. (“PIM™) hereby submits for filing amendments to the

PIM Open Access Transmission Tariff (“PJM Tariff”) and the Amended and Restated

Operating Agreement of PIM Interconnection, L.L.C. (*Operating Agreement”) (1) to

create an annual Financial Transmission Rights (“FTR”)' auction and Auction Revenue
Right (“ARR") allocation process to replace PJM’s existing annual FTR allocation
procedures, (2) to offer FTR Options in addition to FTR Obligations and (3) to enhance

the existing monthly FTR auction by including a 24-hour FTR product in addition to on-

! The proposed amendments rename “Fixed Transmission Rights” as “Financial
Transmission Rights” to better reflect the product’s nature. In this transmittal
letter, “FTR” may refer either to Fixed Transmission Rights or Financial

Transmission Rights.
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peak FTRs, and off-peak FTRs.? The new annual FTR auction process will provide PIM
market participants with more flexible transmission congestion hedging alternatives and
will make FTRs more available to all participants by creating more robust markets for
FTRs.

For several reasons, the Commission should accept the proposed amendments.
First, the amendments contain innovative products developed through an extensive
stakeholder process. Consensus was achieved through compromise by all participants.
Second, the new annual FTR auction process and new FTR products are important to the
evolution of the maturing energy and transmission markets in the PJ M region. Third, the
amendments are consistent with the Commission’s SMD NOPR.?

Background and Overview of PIM’s New Annual FTR Auction

FTRs, like the Congestion Revenue Rights proposed in the SMD NOPR, are
financial rights that entitle the holders of such rights to receive transmission congestion
credits that can be used as a hedge to offset transmission congestion charges in the day-

ahead market.*

2 The Appendix to Attachment K of the PJM Tariff and Schedule 1 of the
Operating Agreement are identical. Therefore, the same changes are proposed for
both documents. For ease, in this transmittal letter, only Schedule 1 of the

Operating Agreement may be cited.

Remedying Undue Discrimination_through Open Access Transmission_Service
and Standard Electricity Market Design, Notice of Proposed Rulemaking, IV
FERC Stats. & Regs. § 32,563 (2002) (“SMD NOPR").

4 See SMD NOPR at P 208 (“A Congestion Revenue Right is a financial tool that
allows a customer to protect itself against the costs of congestion.”).
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Initially, PJM allocated all FTRs to network and point-to-point transmission
service customers, at the customer’s request. A monthly FTR auction later was added as
a means to facilitate a more robust and liquid market for FTRs. The monthly auctions
have allowed market participants (1) to submit bids to purchase residual FTR capability,
(2) to submit offers to sell existing FTRs, and (3) to maximize the efficiency of FTR
trading by providing an automatic reconfiguration of FTRs. PIM experience has
demonstrated that the addition of the monthly FTR auction has created more
opportunities for market participants to acquire FTRs.

In the current PJM market, FTRs are allocated to network and firm point-to-point
{ransmission service customers on an annua} basis, because these customers pay the
revenue requirement for the transmission system. Under PIM’s new annual FTR auction
proposal, transmission property rights will continue to be allocated to network and firm
point-to-point transmission service customers on an annual basis, but in the form of
ARRs, not FTRs. ARRs will entitle the holder to receive an allocation of the revenues
from the annual FTR auctions.

Importantly, in the annual FTR auction, ARR holders will have the option to
convert their ARRs into FTRs by “self-scheduling” the FTRs on the exact same source
and sink points as the ARRs that have been allocated to the customer. Alternatively,
customers can reconfigure their ARRs by bidding to acquire FTRs on alternative paths.
Of course, the holders of ARRs also simply may retain the ARRs that have been allocated

and receive the associated allocation of revenues from the auction.
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The evolution to an annual FTR auction was requested by PJM customers and is
supported by PIM. The new annual FTR auction process (1) will create a more liquid and
deeper market for FTRs, (2) will allocate more efficiently scarce FTRs, (3) will give
customers more fiexible options for hedging their risk, and (4) will create a more active
secondary market for FTRs. Accordingly, PJM proposes to replace the current system of
FTR allocations with annual FTR auctions that encompass PJM's entire system
capability. PTM also will continue to conduct monthly auctions.

The proposed annual FTR auction will take place in four rounds, in order to allow
for price discovery. Price discovery will prevent windfall bids from capturing significant
levels of FTRs for an inappropriately low price. In each auction round, 25 percent of
feasible FTR capability will be awarded.

A new product, FTR Options, along with existing FTR Obligations (the current
product), will be offered for sale simultaneously in the FTR auctions. FTR Options are
distinguishable from FTR Obligations in that FTR Options do not entail the downside
risk associated with FTR Obligations. FTR Obligations produce a positive credit when
the sink LMP is higher than source LMP, but impose a liability when the sink LMP is
lower than the source LMP. FTR Options, on the other hand, do not have the liability
component. In other words, unlike FTR Obligations, which produce a negative hourly
economic value (a liability to the holder) when the designated path is in the direction
opposite to the congested flow, the hourly economic value of an FTR Option is zero
(neither a benefit nor a liability to the holder) when the designated path is in the direction

opposite to the congested flow (i.e. the day-ahead LMP at the point of receipt is higher
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than the day-ahead LMP at the point of delivery). Because FTR Option holders incur no
liability when the sink LMP is less than the source LMP, the price of FTR Options on
each path likely will be greater than the FTR Obligation price on the path. The higher
price of an FTR Option reflects the premium that is created in purchasing the counterflow
capability that is necessary to support the FTR Option.

The allocation of ARRs, as proposed in the SMD NOPR,”’ is a fundamental
feature of the new FTR framework. As noted, under the new process, the revenues from
the annual FTR auction will be allocated to network transmission and firm point-to-point
transmission customers in the form of ARRs that are allocated on an annual basis. ARRs
will be distributed to network and firm point-to-point transmission service customers in
much the same manner as annual FTRs currently are allocated, except for the following
two changes:

1. ARR entitlements will be reassigned on a pro-rata basis within a transmission
zone as load shifts between suppliers in that zone. This change will allow all customers
that are paying for transmission to reccive the benefit of congestion hedges and should
facilitate retail market entry. Specifically, as load changes from one load serving entity
(“LSE™) to another within a transmission zone, a proportional share of the ARRs defined
to sink in the zone would be reassigned automatically to the new LSE. This change is

consistent with the Commission directive in Occidental Chemical Corp. v. PIM

5 SMD NOPR at P 379.



Unofficial FERC-Generated PDF of 20030115-0003 Received by FERC OSEC 01/10/2003 in Docket#: ER03-406-000

Honorable Magalie Roman Salas
January 10, 2003
Page 6

Interconnection, L.L.C. and Delmarva Power & Light Co., 101 FERC § 61,005 (2002), at

P 17 that PJM modify its procedures to allow rights to follow load.

2. There will be a one-year transition period during which requested ARR source
points must be unit-specific capacity resources. This is the same as the current
requirement for requesting FTRs. After the one-year transition period, the unit-specific
capacity resource requirement wili be eliminated. This transition mechanism is a
compromise between the PJM stakeholders desiring that the current allocation method
remain unchanged and those desiring that it be eliminated immediately.

As noted, to give customers additional hedging flexibility, the ARR holder can
convert the ARR to an FTR in the annual auction by notifying PJM that it desires to “self-
schedule” its ARR path into the annual FTR auction. To self-schedule, the customer
must notify PJM of its intention by the end of the first auction round. Twenty-five
percent of the customer’s ARRs then will be self-scheduled in each round of the auction.
The self-scheduler will be a price-taker for these ARRs (in other words it would be
guaranteed to get back in credit for an ARR whatever it had paid for the FTR in the
auction). At the time the ARRs are granted, PJM already will have determined whether
the ARRs are simultaneously feasible. The customer therefore will be able to convert all
of its ARRs to FTRs, with no risk to the customer of not receiving an ARR credit
equivalent to what it paid in the FIR auction.

This “self-scheduling” provides a customer (e.g., an LSE) with a right of first

refusal to convert its ARRs into FTRs. It thereby enables customers to protect their load
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with FTRs without the risk of participating in the competitive auction process to obtain
them.

In addition to the features described above, to provide customers even more
hedging flexibility, the proposed amendments establish a 24-hour FTR product in
addition 1o the existing on-peak and off-peak products. Further, the proposed
amendments continue to allow interconnecting generators that pay for system upgrades to
have flexibility in the way they select the ARRs (instead of FTRs) associated with the
upgrades.

PJM’s New Annual FTR Auction Process is Consistent with the SMD NOPR

PIM’s proposed new annual FTR auction process is consistent with the SMD
NOPR.® First, consistent with the SMD NOPR, the amendments create an annual FTR
auction for the entire system capability. SMD NOPR at P 238 (“The Independent
Transmission Provider would be required to offer Congestion Revenue Rights for all
transmission capability on the grid.”).

Second, the new framework will include periodic (annual and monthly) FTR
auctions, as proposed in the SMD NOPR. 1d. at P 252 (*[W]e propose to require that the
Independent Transmission Providers conduct periodic auctions of Congestion Revenue
Rights.”). This aspect of the proposal will facilitate an active secondary market, which
the SMD NOPR stresses is an important element in a revenue right based congestion

management system. Id. (“We believe it is important that there be a secondary market for

See also New England Power Pool, 100 FERC {61,287, at P 83 (Commission
accepted ISO-NE’s proposal for FTRs and associated ARRs as “consistent with
our SMD NOPR"), order on reh’g, 101 FERC q 61,344 (2002).
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Congestion Revenue Rights.”). As the Commission noted in the SMD NOPR,
“experience to date has been that there is a more vibrant secondary market where
Congestion Revenue Rights {i.e. FTRs] are auctioned rather than directly assigned.” Id.
at P 381. An auction methodology will make holders of FTRs on congested paths less
reluctant to offer them into the secondary market than if the holders acquired such rights
through direct assignment. Id. A strong secondary market will allow customers to resell
their FTRs in an organized market, permit customers 1o acquire new FTRs and sell
existing ones they no longer need, and enable customers without FTRs to acquire them.
Id. at 252.

Third, as prescribed by the SMD NOPR, PIM’s new FTR auction process will
provide price transparency for FTRs; it will provide the ability to reconfigure FTRs; and
it will allow the sale of FTRs associated with other transmission capacity that becomes
available. Id.

Fourth, as suggested in the SMD NOPR, PIM’s new FTR auction process now
will include FTR Options as well as FTR Obligations. Id. at P 245.

Fifth, also as suggested in the SMD NOPR, PJM will continue to offer property
rights in the form of ARRs to interconnection customers with respect to system upgrades
and facilities paid for by the customers. SMD NOFR at P 238; see also New England
Power Pool, 100 FERC at PP 78, 83.

Sixth, as required by the SMD NOPR, under the new FTR auction process, PIM
will ensure that FTRs offered for sale will be reconfigured in 2 manner that maintains the

simultaneous feasibility of the FTRs. Id. at P 253 (*[T]he Independent Transmission
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Provider must reconfigure Congestion Revenue Rights offered for sale in a way that
maintains the simultaneous feasibility of the Congestion Revenue Rights.”).

Finally, consistent with the SMD NOPR and the Commission’s direction to PJM
in Occidental Chemical Corp., 101 FERC q 61,005, the new PJM FTR auction process
ensures that ARRs follow load as it switches suppliers in states with retail competition.
See SMD NOPR at P 378 n. 186 (“In states that have retail competition, provisions would
also be needed to ensure that Congestion Revenue Rights stay with load.”).

As enumerated above, PYM’s proposed FTR auction process meets the criteria set
forth in the SMD NOPR. As such, PJM’s proposal will be a significant step towards

implementing SMD in the PJM region and should be accepted. See PIM Interconnection

L.L.C., 101 FERC{ 61,115, at P 2 (2002) (Commission approval of Spinning Reserve
market “as a step toward PJM's implementation of Standard Market Design.”). Allowing
PIM to implement an auction now is consistent with the stage of PJM's market

evolution.”

Establishing FTR auctions for PJM's system capability in place of FIR
allocations will not facilitate the exercise of market power, either generally or in
load pockets. The PJM Market Monitoring Unit reviewed the proposed FTR
auctions and reported that they should not result in the ability to exercise
additional market power. In any event, auctions merely are mechanisms to make
FTRs more available in an open and transparent manner. An entity improperly
secking to achieve a dominant market position could acquire financial rights
bilaterally as readily as it can acquire them through auctions. No special
considerations or rules are needed for the allocation of ARRs to entities inside
load pockets. PJM’s market monitor will continue to monitor for all abuses of
market power in load pockets, whether through FTRs/ARRs or otherwise.
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Transition Mechanism for New Areas of the PIM region

The market in the initial PTM control area has evolved to a point where allocation
of ARRs and an annual FTR auction are appropriate and beneficial. However, PJM also
is expanding into new regions. In these new regions, PIM recognized that a direct
assignment of financial rights (e.g. FTRs) may be warranted for a period of time because
of the lack of transmission congestion pricing history in these new regions. Such a
transition period will enable market participants in these regions to gain experience with
the LMP-based congestion management system before having to participate in financial
rights auction. This incremental implementation approach is consistent with the
evolutionary approach to market implementation which has proven successful in the PIM
market. Therefore, the proposed amendments provide that, in the areas where market
expansions are currently underway in PIM, initially there will be an assignment of FIRs,
followed later by a switch to auctions alone.

Specifically, the proposed amendments provide that, in new PJM zones, network
transmission service customers shall be assigned FTRs for each network resource in a
number of megawatts equal to or less than the installed capacity summer megawatt rating
of each designated network resource. Operating Agreement Sch. 1 proposed § 5.2.2(e)(i).
Similarly, firm point-to-point transmission customers will be assigned FTRs, at the
customer’s election. Id. proposed § 5.2.2(e)(iii). These FTR assignments will be

effective until the first annual allocation of ARRs after the integration of a new PJM zone

into the PJM market. Id. proposed § 5.2.2(¢).
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Like customers in the current PJM area which have experienced PJM’s evolution
to FTR annual auctions, these transitional provisions should provide customers in new
regions with the appropriate experience using FTRs as a congestion management system
before moving to the next stage — auctions for the entire system capability.

Stakeholder Process

The proposed FTR auction and ARR process are the result of an extensive
stakeholder process. The Market Implementation Working Group (MIWG) diligently
worked over the past year to develop the proposal. Throughout this period, the MIWG
periodically updated the PYM Energy Market Committee (“EMC™") about its progress.
The PJM Tariff Advisory Committee reviewed the proposal at its December 2, 2002
meeting. The EMC endorsed the FTR proposal at its December 11, 2002 meeting. The
PJM Members Committee endorsed the proposal and approved the Operating Agreement

changes by the requisite vote at its December 12, 2002 meeting.’

DETAILED DESCRIPTION OF PJM TARIFF AND OPERATING AGREEMENT
CHANGES

Modifications to the PJM Tariff

To reflect the new terminology, several sections throughout the PJM Tariff are
modified to replace references to “Fixed Transmission Right(s)” with references to
“Financial Transmission Right(s)” and references to “Incremental Fixed Transmission

Right(s)” with references to “Incremental Auction Revenue Right(s).”

8 Where necessary PJM has made conforming changes to the PJM Tariff consistent

with the FTR proposal.
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Definitions

Section 1.14(A) (Incremental Auction Revenue Right): This section formerly
“Incremental Fixed Transmission Right” is renamed “Incremental Auction Revenue
Right” and revised to define “Incremental Auction Revenue Right” instead of
“Incremental Fixed Transmission Right.”

Part IV of the Tariff

Section 42.4: In addition to changing the references to “Incremental Fixed
Transmission Rights to “Incremental Auction Revenue Rights,” this section is modified
to provide an alternative to the effective period of an interconnection customer’s ARR of
thirty years or life of the facility or upgrade for the interconnection customer’s ARRs.
Section 42.4 provides the interconnection customer a one-time choice to either take the
ARR for a thirty year period (or the life of the facility or upgrade whichever is less) or
have the right, on an annual basis, to request an ARR during the annual ARR allocation
process, between the same source and sink provided the ARR is simultaneously feasible.

The change to allocation of incremental ARRs rather than FTRs is consistent with
the concept of auctioning the entire system FTR capability and allocating the auction
revenue to ARR holders in order to facilitate a robust FTR market. The ARR allocation
provides the interconnection customer with much more flexibility to enhance the value of
its transmission property right by either selling its incremental ARR entitlement or
directly converting it to an FTR as explained above.

Attachment F-1 Form of Umbrella Service Agreement for Network Integration

Transmission Service Under State Retail Access Programs - Specifications of Network
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Integration Transmission Service Pursuant to State Required Retail Access Programs:
Section 6.0 (Assignment of Fixed Transmission Rights) is deleted in its entirety as it is no
longer applicable. The remaining sections of the Specifications are renumbered

accordingly.

Modifications to the Appendix to Attachment K of the PJM Tariff and Schedule
1 of the Operating Agreement

The proposed modifications to the Appendix to Attachment K of the PJM Tariff
and to Schedule 1 of the Operating Agreement are identical. The section number
references in the descriptions below refer to the identical sections in both documents.
Throughout both documents, the references in several section to “Fixed Transmission
Rights” have been changed to “Financial Transmission Rights” to reflect the name
change. Additionally, certain sections have been renumbered to accommodate the
addition of new sections or deletions of existing sections.

Definitions

Section 1.3 (Definitions): The following definitions have been added to the
Definitions section: “Auction Revenue Rights” (Section 1.3.1), “Auction Revenue Rights
Credits” (Section 1.3.1A), “Financial Transmission Right Obligation™ (Section 1.3.5A),
“Financial Transmission Right Option” (Section 1.3.5B), and “Target Allocation”
(Section 1.3.33C). Additionally, Section 1.3.5 is modified to rename the definition of
“Fixed Transmission Right” to “Financial Transmission Right” to reflect the new
terminology and to include “FTR” as an alternative reference for Financial Transmission

Right.
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Transmission Congestion Credit Calculation

Section 5.2.2 (Financial Transmission Rights): Subsection (a) of section 5.2.2 i8
modified to provide that FTRs shall be auctioned as set forth in section 7. Section
5.2.2(b) and (c) are replaced in their entirety to eliminate the current FTR assignment
process and instead to specify the valuation methodology for FTR Obligations and FTR
Options, respectively.

The new section 5.2.2(b) provides that the hourly economic value of an FTR
Obligation is based on the FTR megawatt reservation and the difference between the Day-
ahead Price at the point of delivery and the point of receipt of the FTR. Such hourly
economic value will be positive when the day-ahead price at the point of delivery is
higher than the day-ahead price at the point of receipt. Such hourly economic value will
be negative (a liability to the holder) when the opposite situation occurs (Day-ahead Price
at point of delivery is lower than at the point of receipt).

The new section 5.2.2(c) provides that the hourly economic value of an FTR
Option is based on the FTR mcgawatt reservation and the difference between the Day-
ahead Price at the point of delivery and the point of receipt of the FTR. Like FTR
Obligations, the hourly economic value of a FTR Option is positive when the Day-ahead
Price at the point of delivery is higher than the Day-ahead Price at the point of receipt.
Unlike the FTR Obligation however, when the Day-ahead Price at the point of receipt is
higher than the Day-ahead price at the point of delivery, the hourly economic value of a

FTR Option is zero, resulting in neither a benefit nor a liability to the holder.
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Section 5.2.2(¢) is added to provide a transition from the allocation to auction of
FTRs in new PIM zones. Subsection (i) provides that, for the transition period, as is
currently the case, each network transmission customer in such a new zone is to designate
a subset of its network resources for which FTRs will be assigned. The FTRs will be
assigned for each network resource in a number of megawatts equal to or less than the
installed capacity summer megawatt rating of each designated network resource,
determined at the new PJM zone transmission bus at which the designated network
resource is connected. Each FTR will be to the aggregate load buses of the network
transmission customer in such a zone. The sum of a network transmission customer’s
assigned FTRs for a zone must equal or be less than that customer’s peak load for that
zone as determined under section 34.2 of the PJIM Tariff. Similarly, the sum of each
network transmission customer’s FTRs for Non-Zone Network Load must be equal to or
fess than its transmission responsibility for Non-Zone Network Load as determined under
section 34.2 of the PJM Tariff. FTR assignments pursuant to this section will remain in
cffect until the first annual allocation of ARRs occurs after the integration of such zones
into the PJM interchange energy market.

Subsection (ii) provides that, during the transition period, each point-to-point
transmission customer receiving firm transmission sefvice in a new zone shall be
assigned FTRs. It allows such customers to elect not to receive FTRs or to elect FTRs for
only certain points of delivery or receipt. Such customers may obtain FTRs up to the
number of megawatts of firm service they receive between the receipt and delivery points

for the firm point-to-point transmission service. Subsection (iii) provides that all FTRs
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must be feasible and that if the amount of FTRs allocated for a new zone are not feasible
they will be prorated in inverse proportion 10 the effect on binding constraints.

Section 5.2.3 (Target Allocation of Transmission Credits): This section formerly
entitled “Target Allocation for Network Service Users” is modified to provide the Target
Allocation of Transmission Congestion Credits for each entity holding FTRs rather than
the Target Allocation solely for network transmission customers. The Target Allocation
of Transmission Congestion Credits shall be determined for each FTR by multiplying the
FTR by the Day-ahead Price differences for the receipt and delivery points associated
with the FTR, calculated as the LMP at the delivery point(s) minus the LMP at the receipt
point(s). The Target Allocation can be positive or negative. If the Target Allocation is
positive, it is a credit to the FTR holder. If it is negative, it is a debit to the holder of an
FTR Obligation, and it will be set to zero for a holder of an FTR Option. This section
also sets forth the calculation of Transmission Congestion Credits, which are determined
by multiplying the sum of the Day-ahead Price of the buses that comprise the zone by the
percent of annual peak load assigned to each node. Finally, this section specifies that the
total Target Allocation for network transmission customers and point-to-point customers
for each hour shall be the sum of the Target Allocations associated with all of the network
transmission customers’ or point-to-point transmission customers’ FTRs.

Section 5.2.4 (Target Allocation/or Other Holders): This section is deleted in its

entirety and is reserved for future use.

Section 5.2.5 (Calculation of Transmission Congestion Credits): Subsection (a)

of this section is modified to recognize that Transmission Congestion Credits now will be
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calculated for each “entity holding an FTR,” rather than for network transmission
customers and point-to-point transmission customers. Subsection (b) is modified to
clarify that when the total Target Allocations are greater than the tota! Transmission
Congestion Credits for the hour resulting from both the day-ahead and real-time energy
markets, each holder of an FTR shall be assigned a share of the Total Transmission
Congestion Charges in proportion to its target allocations for FTRs which have a positive
Target Allocation value. If the FTRs have a negative Target Allocation value, then the
FTRs are assigned the full Target Allocation value as a negative Transmission
Congestion Credit.

Section 5.2.6 (Distribution of Excess Charges): Subsection (c) of this section is
modified to clarify that any excess Transmission Congestion charges remaining at the end
of a calendar year first will be distributed to ARR holders in proportion to, but not more
than, any ARR deficiencies for that calendar year, then to network transmission
customers and point-to-point transmission customers.

Financial Transmission Rights Auctions

Section 7.1.1 (Auction Period and Scope of Auction): Section 7.1.1 is modified to
include both monthly and annual auctions. It also now specifies that all FTR capability,
except as allocated pursuant to section 5.2.2(e) (FTRs in new zones), will be offered for
sale in the annual auction in four rounds with 25 percent of the capability offered in each
round. Any remaining FTR capability will be offered for sale in the monthly auction.
The annual and monthly auctions will be for on-peak, off-peak, and 24-hour FTRs, and

the FTRs will be offered as FTR Obligations and FTR Options. This section also now
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provides that an ARR holder may self-schedule an FTR on the same path in the annual
FTR Auction according to the rules described in the PIM Manuals.

Section 7.1.2 (Frequency and Time of Auctions): This section is modified to
provide the timing of the four rounds of the annual auction and to modify the timing of
the monthly auctions to facilitate the timing of the annual auction.

Section 7.1.3 (Duration of Financial Transmission Rights). This section is
modified to specify that credits associated with FIRs obtained in the auctions shall be for
the time period specified in the auction in which the FTRs were obtained (i.e., annual or
monthly).

Section 7.2.2 (Specified Receipt and Delivery Points). This section, formerly
entitled “Specified Buses,” is modified to expand the available receipt and delivery points
that may be specified in bids for FTR Obligations and FTR Options in the annual FTR
auctions. Receipt and delivery points in the annual auctions may be any combination of
hubs, zones, aggregates, generators, and interface buses. The text specifying the receipt
and delivery points that may be specified in bids for monthly FTRs does not change.

Section 7.3.3 (Pending Applications for Firm Service). Subsection (a) of this
section is deleted in its entirety and reserved for future use.

Section 7.3.4 (On-Peak, Off-Peak and 24 Hour Periods): This section is modified
to provide that on-peak, off-peak, and 24 hour FTRs will be offered in the annual and
monthly auctions (rather than simultaneous separate auctions for on-peak and off-peak

periods). A new description of the 24-hour time period also is included.
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Section 7.3.5 (Offers and Bids): Subsection (b) of this section is modified to
apply the reasonable standards of verification of the rights of an entity providing an offer
to sell FTRs to all entities holding rights to FTRs. Subsection (c) is modified to provide
that bids may specify receipt and delivery points in accordance with Section 7.2.2.

Section 1.3.7 (Announcement of Winners and Prices): This section is modified to
apply 1o both the annual and monthly FTR auctions.

Section 7.4 (Allocation of Auction Revenues): This section formerly was
numbered 7.3.9. It is modified to contain four separate sections (7.4.1 through 7.4.4).
These new sections provide for the allocation of auction revenues.

Section 7.4.1 (Eligibility): Subsection (a) of section 7.4.1 modifies the text in the
prior 7.3.9 to provide that the annual and monthly auction revenues, after payment to the
entities selling FTRs into the auctions, will be allocated among ARR holders in
proportion to the Target Allocation of the Auction Revenue Rights Credits for the holder.
Subsection (b) provides that the Auction Revenue Rights Credits will be calculated based
on the clearing prices results of the applicable annual FTR auction.

Section 7.4.2 (Auction Revenue Rights): This new section provides the ARR
allocation procedures. Subsection (a) provides the procedures for the year 200372004
planning period. For this planning period, ARRs will be allocated for each network
resource, as requested by the network transmission customer, in a number of megawatts
equal to or less than the installed capacity summer megawatt rating of the designated
network resource. Each ARR will be to the aggregate load buses of the network

transmission customer in a zone, or to the border of the PJ M region for non-zone network



Unofficial FERC-Generated PDF of 20030115-0003 Received by FERC OSEC 01/10/2003 in Docket#: ER03-406-000

Honorable Magalie Roman Salas

January 10, 2003

Page 20

load. The sum of each network transmission customer’s allocated ARRs for a zone must
be equal to or less than the network transmission customer’s peak load for that zone as
determined under section 34.1 of the P JM Tariff. The sum of each network transmission
customer’s ARRs for non-zone network load must be equal to or less than the network
transmission customer’s transmission responsibility for non-zone network load as
determined under section 34.1 of the PJM Tariff.

Subsection (b) of section 7.4.2 provides the procedures for the planning periods
after the 2003/2004 planning period. For the 2004/2005 planning period and thereafter,
on an annual basis, the network transmission customer need no longer designate a
network resource, but instead will source ARRs from a subset of designated buses, which
will consist of a combination of zones, generators, hubs, and external interface buses.
The Network Service User will request an amount of ARRs from each source bus. Each
ARR will sink into the aggregate load buses of the network transmission customer in &
zone, or to the border of the PIM region for non-zone network load. The sum of each
network transmission customer's allocated ARRs for a zone must be equal to or less than
the network transmission customer’s peak load for that zone as determined under section
34.1 of the PIM Tariff. The sum of each network transmission customer’s ARRs for non-
zone network load must be equal 1o or less than the network transmission customer’s
transmission responsibility for non-zone network load as determined under section 34.1
of the PJM Tariff. The ARRs will be allocated in four stages, with 25 percent of the

system ARRs capability allocated in each stage.
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Subsection (c) of section 7.4.2 provides that, during the annual FTR auction
period, ARRs will be reallocated as network oad changes from one network transmission
customer to another within a zone.

Subsection (d) provides that each firm point-to-point transmission customer shall
specify whether it wants to receive ARRs. This section also provides that ARRs for each
instance of point-to-point transmission service shall be a number of megawatts equal to
the megawatts of firm service being provided between the receipt and delivery points as
to which the firm point-to-point transmission customer has firm point-to-point
transmission service.

Finally, subsection (¢) of section 7.4.2 provides that all ARRs must be
simultaneously feasible. If the ARRs requested during the annual auction period are not
simultaneously feasible, then the ARRs will be prorated in inverse proportion to the effect
on binding constraints.

Section 7.4.3 (Target Allocation of Auction Revenue Right Credits): This new
section provides the target allocation of Auction Revenue Right Credits for each ARR.
After each annual FTR auction, such target allocation is determined by dividing each
ARR by four and multiplying by the price difference for the receipt and delivery points
associated with the ARR, calculated using Locational Marginal Prices. Each entity
holding ARRs shail have a daily total target allocation which shall be the sum of the daily
target allocations associated with all of the entity’s ARRs.

Section 7.4.4 (Calculation of Auction Revenue Right Credits): The new section

provides for the calculation of Auction Revenue Rights Credits. Subsection (a) provides
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that the daily target allocations, as determined in 7.4.3, plus any additional ARR target
allocations applicable for a particular day, are compared to the daily total revenues of the
monthly FTR auction (divided by the number of days in the month) and the annual FTR
auction (divided by the number of days in the planning period). If the total of the tarpet
allocations is less than the total auction revenues, then the Auction Revenue Right Credit
for each ARR holder will be equal to its target allocation. All remaining funds will
distributed as Excess Congestion Charges pursuant to section 5.2.5.

Subsection (b) provides that, if the total of the target allocations is more than the
total auction revenues, then each ARR holder will receive an amount of the auction
revenues proportional to its positive Target Allocation value. If an entity’s Target
Allocation is negative, then the full value will be assigned as a negative Auction Revenue
Right Credit.

Section 7.5 (Simultaneous Feasibility): This section (formerly section 7.4) is
modified to specify that a goal of simultaneous feasibility is to ensure that there are

sufficient revenues from the annual FTR auction to satisfy ARR obligations."

Effective Date
PIM requests an effective date of March 11, 2003. This date is sixty days after

the date of this filing. The proposed effective date will permit the four-round annual FTR

’ PJM also is submitting revised tables of contents for both the PIM Tariff and the
Operating Agreement to reflect pagination changes and new or revised section
headings in those documents.
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auction to commence in March for the award of FTRs for the PJM 2003/2004 planning
period (June 1, 2003 through May 31, 2004).
Documents Enclosed
PJM encloses the original and six copies of the following:
1. Transmittal letter.
2. Revised pages of the PIM Tariff and Operating Agreement and redlined
versions of same. '’
3. Federal Register Notice. (Also enclosed on diskette.}
Correspondence And Communications
Correspondence and communications with respect to this filing should be sent to,

and PIM requests the Secretary to include on the official service list, the following:

Mary Hain Barry S. Spector

Janine Durand Carrie L. Bumgamer
PJM Interconnection, L.L.C. Wright & Talisman, P.C.
955 Jefferson Avenue 1200 G Street, N.W.
Valley Forge Corporate Center Suite 600

Normristown, PA 19403-2497 Washington, D.C. 20005
(610) 666-8939 (202) 393-1200

Craig Glazer

Vice President - Governmental Policy
PJM Interconnection, L.L.C.

1200 G Street, N.W.

Suite 600

Washington, D.C. 20005

(202) 393-7756

1 The revised pages filed herein include the changes to the PJIM Tariff and
Operating Agreement filed in PJM Interconnection, L.L.C. Docket No. ER03-262;
however, only the changes being filed herein are reflected in the redline versions
of the documents. The Commission has not yet acted in Docket No. ER03-262.
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Service and Federal R r Notice

PIM has served a copy of this filing on all PJM members and each state electric
utility regulatory commission in the PJM region. A form of notice suitable for
publication in the Federal Register is attached and enclosed on diskette.

Respectfully submitted,

Carrie L. Bumgamer
Counsel for
PIM Interconnection, L.L.C.
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provided pursuant to a state requirement that the Transmission Provider or
Transmission Owner offer the unbundled transmission service, or pursuant to a
voluntary offer of such service by a Transmission Owner. (ii) Any retail customer
taking unbundled transmission service pursuant to a state requirement that the
Transmission Provider or a Transmission Owner offer the transmission service, or
pursuant to a voluntary offer of such service by a Transmission Owner, is an
Eligible Customer under the Tariff.

1.11A Energy Resource: A generating facility that is not a Capacity Resource or
Available Capacity Resource.

1.12 Facilities Study: An engineering study conducted by the Transmission Provider
(in coordination with the affected Transmission Owner(s)) to determine the
required modifications to the Transmission Provider's Transmission System,
including the cost and scheduled completion date for such modifications, that will
be required to provide the requested transmission service or to accommodate an
Interconnection Request.

1.12A Feasibility Study: A study conducted by the Transmission Provider in
accordance with Section 36.2 of this Tariff.

1.13  Firm Point-To-Point Transmission Service: Transmission Service under this
Tariff that is reserved and/or scheduled between specified Points of Receipt and
Delivery pursuant to Part II of this Tariff.

1.14 Good Utility Practice: Any of the practices, methods and acts engaged in or
approved by a significant portion of the electric utility industry during the relevant
time period, or any of the practices, methods and acts which, in the exercise of
reasonable judgment in light of the facts known at the time the decision was
made, could have been expected to accomplish the desired result at a reasonable
cost consistent with good business practices, reliability, safety and expedition.
Good Utility Practice is not intended to be limited to the optimum practice,
method, or act to the exclusion of all others, but rather to be acceptable practices,
methods, or acts generally accepted in the region.

1.14A Incremental Auction Revenue Right: The additional Auction Revenue Rights
(as defined in Section 1.3.1 of the Appendix to Attachment K to the Tariff) not
previously feasible, created by the addition of Merchant Transmission Facilities,
or a new transmission facility or upgrade resulting from the accommodation of an
Interconnection Request pursuant to Part IV of the Tariff.

1.14B [Reserved].
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36.6.3 Incremental Auction Revenue Rights: The Interconnection Customer
may request Transmission Provider to provide a non-binding estimate in
the Facilities Study of the Incremental Auction Revenue Rights associated
with the facilities or upgrades for which the Interconnection Customer has
cost responsibility on up to three (3) pairs of point-to-point combinations.
The ultimate assignment of Incremental Auction Revenue Rights will be
made pursuant to the allocation process set forth in Section 42 of the PJIM
Tariff and may depend upon the point-to-point combination requests and
cost responsibilities of other Interconnection Customers.

36.7 Facilities Study Procedures: The Transmission Provider will conduct Facilities
Studies relating to the Interconnection Requests that were evaluated in the
corresponding System Impact Studies, to the extent such Interconnection
Requests have not been terminated and withdrawn. When completed, the
Facilities Studies will include good faith estimates of the cost, determined in
accordance with Section 37 of the Tariff, to be charged to each affected
Interconnection Customer for the Attachment Facilities, Local Upgrades, and
Network Upgrades that are necessary to accommodate each Interconnection
Request evaluated in the study and the time required to complete construction of
the facilities and upgrades.

368 Interconnection Service Agreement: Upon completion of the Facilities Study,
the Transmission Provider shall tender to each Interconnection Customer an
Interconnection Service Agreement to be executed by the Interconnection
Customer and the Transmission Provider.

36.8.1 Cost Reimbursement: Pursuant to the Interconnection Service
Agreement, an Interconnection Customer shall agree to reimburse the
Transmission Provider (for the benefit of the affected Transmission
Owner(s)) for the costs, determined in accordance with Section 37 of the
Tariff, of constructing the necessary facilities and upgrades to
accommodate its Interconnection Request. If the Interconnection
Customer and the affected Transmission Owner(s) agree and so inform the
Transmission Provider, the Interconnection Service Agreement shall
specify an appropriate rate that will directly assign and enable the affected
Transmission Owner(s) to recover the costs of the facilities and upgrades.
In the absence of such an agreement, the Interconnection Service
Agreement shall obligate the Interconnection Customer to reimburse the
Transmission Provider (for the benefit of the affected Transmission
Owner(s)) as the expenditures for design, engineering, and construction
are made. The Transmission Provider shall distribute the revenues
received under this Section 36.8.1 to the affected Transmission Owner(s).
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41.3.3 Replacement of Generation: The holder of the Capacity Interconnection
Rights may retain its Capacity Interconnection Rights after the expiration of
the three-year period described in Section 41.3.2 of the Tanff if it can
demonstrate that it is actively engaged in the construction of replacement
generation to be connected at the bus associated with the Capacity
Interconnection Rights. The holder of the Capacity Interconnection Rights
will retain only such rights that are commensurate with the size in megawatts
of the replacement generation, not to exceed the amount of the holder’s
Capacity Interconnection Rights. Any desired increase in Capacity
Interconnection Rights shall require an Interconnection Request and
adherence to the procedures in this Part V.

41.4 Transfer of Capacity Interconnection Rights: Capacity Interconnection Rights
may be sold or otherwise transferred subject to compliance with such procedures as
may be established by the Transmission Provider regarding such transfer and notice
to the Transmission Provider of any generation facilities that will use the Capacity
Interconnection Rights after the transfer. The transfer of Capacity Interconnection
Rights shall not itself extend the periods set forth in Section 41.3 regarding loss of
Capacity Interconnection Rights.

42 Auction Revenue Rights

42.1 Right of Interconnection Customer to Incremental Auction Revenue Rights:
An Interconnection Customer that, pursuant to section 36.8.1, reimburses the
Transmission Provider for the costs of constructing facilities and upgrades to
accommodate its Interconnection Request shall be entitled to receive the
Incremental Auction Revenue Rights associated with such facilities and upgrades
as determined in accordance with this section.

42.2 Procedures for Assigning Incremental Auction Revenue Rights: No less than
forty-five (45) days prior to the in-service date of a transmission facility or
upgrade, as determined by the Office of the Interconnection, the Office of the
Interconnection shall notify the Interconnection Customer(s), which have
responsibility to reimburse the costs of constructing the facility or upgrade, that
initial requests for Incremental Auction Revenue Rights associated with the
facility or upgrade must be submitted to the Office of the Interconnection within a
time period specified by the Office of the Interconnection in the notification. The
Office of the Interconnection then shall commence a three-round allocation
process. In round one, one-third of the Incremental Auction Revenue Rights
available for each point-to-point combination requested in that round will be
assigned to the requesters of the specific combinations in accordance with Section
42.3 of the Tariff. In round
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two, two-thirds of the Incremental Auction Revenue Rights available for each
requested point-to-point combination in
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that round will be assigned in accordance with Section 42.3 of the Tariff. In
round three, all available Incremental Auction Revenue Rights will be assigned
for the requested point-to-point combinations in that round in accordance with
Section 42.3 of the Tariff. In each round, a requester may request the same point-
to-point combination as in the previous rounds or submit a different combination.
In rounds one and two, requesters may accept the assignment of Incremental
Auction Revenue Rights or refuse them. Acceptance of the assignment in rounds
one and two will remove the assigned Incremental Auction Revenue Rights from
availability in the next rounds. Refusal of an Incremental Auction Revenue
Rights assignment in rounds one and two will result in the Incremental Auction
Revenue Rights being available for the next round. The Incremental Auction
Revenue Rights assignments made in round three will be final and binding. For
each round, a request for Incremental Auction Revenue Rights shall specify a
single point-to-point combination for which the Interconnection Customer desires
Incremental Auction Revenue Rights and shall be in a form specified by the
Office of the Interconnection and in accordance with procedures set forth in the
PJM Manuals. The Office of the Interconnection shall specify the deadlines for
submission of requests in each round of the allocation process and shall complete
the allocation process before the in-service date of the facility or upgrade.

423 Determination of Incremental Auction Revenue Rights to be Provided to
Interconnection Customer: The Office of the Interconnection shall determine
the Incremental Auction Revenue Rights to be provided to Interconnection
Customers associated with a particular transmission facility or upgrade pursuant
to Section 42.2 using the tools described in Attachment K to the Tariff, including
an assessment of the simultaneous feasibility of any Incremental Auction Revenue
Rights and all other outstanding Auction Revenue Rights. For each requested
point-to-point combination, the Office of the Interconnection shall determine,
simultaneously with all other requested point-to-point combinations, the base
system Auction Revenue Right capability, excluding the impact of any new
transmission facilities or upgrades necessary to accommodate Interconnection
Requests. The Office of the Interconnection then shall similarty determine, for
each requested point-to-point combination, the Auction Revenue Rights
capability including the impact of any new facilities and upgrades. For each
point-to-point combination, the Incremental Auction Revenue Right capability
shall be the difference between the Auction Revenue Right capability in the base
system analysis and the Auction Revenue Right capability in the analysis
including the impact of the new facilities and upgrades. When multiple
Interconnection Customers have cost responsibility for the same new transmission
facility or upgrade, Incremental Auction Revenue Rights shall be assigned to each
Interconnection Customer in proportion to the Interconnection Customers’
relative cost responsibilities for the facility and in inverse proportion to the
relative flow impact on constrained facilities or interfaces of the point-to-point
combinations selected by the Interconnection Customers.
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42.3A Reallocation of Incremental Auction Revenue Rights: (1) This section shall
apply in the event that

(a) the Office of the Interconnection determines that accommodating an
Interconnection Customer’s Interconnection Request would require, in
whole or in part, any Local Upgrade and/or Network Upgrade that the
Office of the Interconnection determined to be required to
accommodate an Interconnection Request that was part of an earlier
Interconnection Queue, provided that such previously-constructed
facility or upgrade was placed in service no more than five years prior
to the Interconnection Queue Closing Date applicable to such
Interconnection Customer, and

(b) such Interconnection Customer (hereafter in this section, the “Current
Interconnection Customer”™) executes an Interconnection Service
Agreement.

Upon determining that this section applies, the Office of the Interconnection

(c) shall notify each Interconnection Customer that paid or incurred a
portion of the costs of a pertinent, previously-constructed facility or
upgrade (hereafter in this section, a “Preceding Interconnection
Customer™) of the portion of the costs of such facility or upgrade for
which the Current Interconnection Customer is determined to be
responsible pursuant to Section 37.6, and

(d) shall afford each such Preceding Interconnection Customer, subject to
the terms of this Section 42.3A, an opportunity to obtain, in exchange
for a proportional share (as determined in accordance with Section
42.3) of the Incremental Auction Revenue Rights associated with such
facility or upgrade that the Preceding Interconnection Customer holds,
reimbursement for a share of the cost of the facility or upgrade that the
Preceding Interconnection Customer paid or incurred that is
proportional to the cost responsibility of the Current Interconnection
Customer for such facility or upgrade.

(2) A Preceding Interconnection Customer shall have no obligation to exchange
Incremental Auction Revenue Rights for cost reimbursement pursuant to this
section, provided, however, that in the event that a Preceding Interconnection
Customer chooses not to relinquish Incremental Auction Revenue Rights
associated with a previously-constructed facility or upgrade, the Current
Interconnection Customer shall have no cost responsibility with respect to the
portion of such facility or upgrade for which that Preceding Interconnection
Customer bore cost responsibility.
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(3) In the event that a Preceding Interconnection Customer elects to exchange
Incremental Auction Revenue Rights for cost reimbursement pursuant to this
section, (a) the Preceding Interconnection Customer shall relinquish the
Incremental Auction Revenue Rights that it elects to exchange in writing, in a
form and at a time reasonably satisfactory to the Office of the Interconnection; (b)
the Current Interconnection Customer shall pay Transmission Provider, upon
presentation of Transmission Provider’s invoice therefor, an amount equal to the
portion of such customer’s cost responsibility for the relevant, previously-
constructed facility or upgrade that is proportional to the Incremental Auction
Revenue Rights that the Preceding Interconnection Customer agreed to exchange,
and (c) the Office of the Interconnection shall assign Incremental Auction
Revenue Rights associated with the previously-constructed facility or upgrade to
the Current Interconnection Customer in accordance with the following:

(i) in the event that more than one Current Interconnection Customer is
contemporaneously eligible for a reallocation of Incremental Auction
Revenue Rights associated with a facility or upgrade, the Office of the
Interconnection shall use the procedures of Section 42.2 to reallocate the
Incremental Auction Revenue Rights made feasible by retirement of the
Incremental Auction Revenue Rights relinquished by the Preceding
Interconnection Customer;

(ii) in all other instances, the Current Interconnection Customer shall be
entitled to assignment of either (A) the Incremental Auction Revenue
Rights associated with the pertinent facility or upgrade that the Preceding
Interconnection Customer relinquished pursuant to this section, or (B) any
new Incremental Auction Revenue Rights that are made feasible by
retirement of the Incremental Auction Revenue Rights relinquished by the
Preceding Interconnection Customer, provided, however,

(iii) that if it is not feasible to assign Incremental Auction Revenue Rights
associated with the pertinent facility or upgrade to the Current
Interconnection Customer in proportion to such customer’s cost
responsibility for that facility or upgrade, then (A) the Current
Interconnection Customer’s cost responsibility for the pertinent facility or
upgrade shall be reduced to an amount proportional to the Incremental
Auction Revenue Rights that can be feasibly assigned to it, and (B) the
Preceding Interconnection Customer’s Incremental Auction Revenue Rights
associated with the pertinent facility or upgrade shall be reduced only bya
quantity proportional to the Current Interconnection Customer’s final cost
responsibility. In the event of a reduction in the Current Interconnection
Customer's cost responsibility for a previously-constructed facility or
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upgrade pursuant to this subparagraph (3)(c)(iii), Transmission Provider
shall refund to the Current Interconnection Customer the difference
between the amount such customer paid pursuant to subsection (3)(b) of
this Section 42.3A and the amount of its final cost responsibility for the
pertinent facility or upgrade.

Upon completion of the reallocation process, Transmission Provider shall pay to
the Preceding Interconnection Customer an amount that is proportional to the
Current Interconnection Customer’s final cost responsibility for the pertinent
facility or upgrade and to the Incremental Auction Revenue Rights relinquished
by the Preceding Interconnection Customer.

(4) The Office of the Interconnection shall specify deadlines for the procedural
steps in reallocating Incremental Auction Revenue Rights pursuant to this
section and shall complete the reallocation process before the date of
commencement of interconnection service for the Current Interconnection
Customer.
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42.4 Length of Incremental Auction Revenue Rights: Incremental Auction
Revenue Rights received by an Interconnection Customer pursuant to this section
shall be effective for thirty (30) years or the life of the facility or upgrade,
whichever is less, subject to any subsequent pro-rata reductions of all Auction
Revenue Rights (including Incremental Auction Revenue Rights) in accordance
with Attachment K. At any time during this thirty-year period (or the life of the
facility or upgrade, whichever is less), in lieu of continuing this thirty-year
Auction Revenue Right, the Interconnection Customer shall have a one-time
choice to switch to an optional mechanism, whereby, on an annual basis, the
customer has the choice to request an Auction Revenue Right during the annual
Auction Revenue Rights allocation process (pursuant to Section 7.4.2 of the
Appendix to Attachment K of the Tariff) between the same source and sink,
provided the Auction Revenue Right is simultaneously feasible, pursuant 1o
Section 7.5 of the Appendix to Attachment K of the Tariff. An Interconnection
Customer may return Incremental Auction Revenue Rights that it no longer
desires at any time, provided that the Office of the Interconnection determines
that it can simultaneously accommodate all remaining outstanding Auction
Revenue Rights following the return of such Auction Revenue Rights. In the
event an Interconnection Customer returns Incremental Auction Revenue Rights,
the Interconnection Customer shall have no further rights regarding such
Incremental Auction Revenue Rights.

42,5 Rate-based Facilities: No Incremental Auction Revenue Rights shall be received
by an Interconnection Customer with respect to transmission investment that is
included in the rate base of a public utility and on which a regulated return is
eamed.
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contractor orders and agreements entered into by the
Interconnected Transmission Owner to design, construct, install,
operate, maintain and own the TO Interconnection Facilities,
provided, however, that Interconnection Customer shall have the
right to choose to take delivery of any equipment ordered by the
Interconnected Transmission Owner for which Transmission
Provider otherwise would authorize cancellation of the purchase
order; or (b) remove any TO Interconnection Facilities built by the
Interconnected Transmission Owner or any TO Interconnection
Facilities built by the Interconnection Customer (but only after title
to the subject facilities has been transferred to the Interconnected
Transmission Owner); or (c) partially or entirely complete the TO
Interconnection Facilities as necessary to preserve the integrity or
reliability of the Transmission System, provided that
Interconnection Customer shall be entitled to receive any
Incremental Auction Revenue Rights associated with such
facilities and upgrades as determined in accordance with Section
42 of the Tariff; or (d) undo any of the changes to the
Transmission System that were made pursuant to this Subpart C
and the Construction Service Agreement. To the extent that the
Interconnection Customer has fully paid for equipment that is
unused upon cancellation or which is removed pursuant to
subsection (b) above, the Interconnection Customer shall have the
right to take back title to such equipment; alternatively, in the
event that the Interconnection Customer does not wish to take back
title, the Interconnected Transmission Owner may elect to pay the
Tnterconnection Customer a mutually agreed amount to acquire and
own such equipment.

94.3.2 Termination Upon Default: In the event that Interconnection Customer
exercises its right to terminate under Section 94.1.2, and notwithstanding

any other provision of this Subpart C, the Interconnection Customer shall
be liable for payment of the Interconnected Transmission Owner's Costs
incurred up to the date of Interconnection Customer’s notice of
termination pursuant to Section 94.1.2 and the costs of completion of
some or all of the TO Interconnection Facilities or specific unfinished
portions thereof, and/or removal of any or all of such facilities which have
been installed, to the extent that Transmission Provider determines such
completion or removal to be required for the Transmission Provider and/or
Interconnected Transmission Owner to perform their respective
obligations under Part IV of the Tariff, provided, however, that
Interconnection Customer’s payment of such costs shall be without
prejudice to any remedies that otherwise may be available to it under this
Subpart C for the Default of the Interconnected Transmission Owner.
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SCHEDULE 9
PJM Interconnection, L.L.C. Administrative Services

a) PIM Interconnection, L.L.C. is the Transmission Provider under this Tariff. It
also operates the PJM Interchange Energy Market as described in the Appendix to Attachment K
of this Tariff and provides various other services to market participants. The cost of operating
the PJM Interconnection, L.L.C., including principal and/or depreciation expense, interest
expense and financing costs, shall be recovered from users of the various PJM services under this
Schedule 9 and its subsidiary Schedules which correspond to categories of services (“Service
Categories”) provided by PJIM. The charge in any month to any user of PJM's services under
this Schedule 9 is the sum of the charges under the following subsidiary Schedules of this
Schedule 9 to the extent determined to be applicable by the Transmission Provider to such user
in such month:

Schedule 9-1: “Control Area Administration Service”

Schedule 9-2: “Financial Transmission Rights Administration Service”

Schedule 9-3: “Market Support Service™

Schedule 9-4: “Regulation and Frequency Response Administration
Service”

Schedule 9-5: “Capacity Resource and Obligation Management Service”

b) The rates, terms, conditions, and applicability of these subsidiary services of this
Schedule 9 are set forth on the subsidiary Schedules of this Schedule 9.

c) This Schedule 9 also includes a subsidiary Schedule 9-6, “Management Services
Cost,” which shall govern the determination and allocation of certain overhead and
administrative costs among subsidiary Schedules 9-1 through 9-5.

d) Each of the subsidiary Schedules 9-1 through 9-5 of this Schedule 9 contains a
formula for determination of the rate or charge thereunder. The rates and charges for Schedule
9.1 shall be determined monthly based on the costs incurred in such month, pursuant to the
formulas set forth in such schedule. The rates and charges for Schedules 9-2 through 9-5 shall be
determined annually pursuant to the formulas in such schedules, effective January 1 of each
calendar year, based on PJM’s Approved Budget applicable to such calendar year (subject to the
rate moderation plan prescribed by paragraph (i) below) and on projected billing determinants
forecasted in connection with such budget. The variance each month between the actual costs
incurred to provide the services under Schedules 9-2 through 9-5 in such month and the actual
revenues from Schedules 9-2 through 9-5 in such month shall be added to, or subtracted from,
the total amount to be recovered under Schedule 9-1 in the month immediately following the
month in which such variance occurred, pursuant to the formula set forth in Schedule 9-1;
provided, however, that this reconciliation of variances between actual costs and revenues shall
take into account the rate moderation plan prescribed by paragraph (i) below.
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SCHEDULE 9-2
Financial Transmission Rights Administration Service

a) Financial Transmission Rights Administration Service comprises all of the
activities of PJM associated with administering the Financial Transmission Rights (“FTRs")
provided for under Attachment K to this Tariff, including, but not limited to, coordination of
FTR bilateral trading, administration of FTR auctions, support of PJM’s on-line, Internet-based
¢FTR tool, and analyses to determine what total combination of FTRs can be outstanding and
accommodated by the PJM system at a given time. PJM provides this service to entities that
hold FTRs.

b) PJM will charge each user of Financial Transmission Rights Administration
Service each month a charge equal to the Financial Transmission Rights Administration Service
Rate defined below times the quantity in megawatts of all FTRs held by such user in each hour
of such month, summed for each hour that such user holds FTRs during such month during the
time period such FTR is in effect.

c) The Financial Transmission Rights Administration Service Rate shall be
recalculated annually, effective January 1 each year, in accordance with the formula:

FTR Service Rate = Annual FTR Cost
Annual FTR Determinants

where:

“Annual FTR Cost” equals the sum of the FTR Cost Components A.1 + A.2 + A3,
defined as follows:

“A.1" equals the sum of the products of: (i) the assignment percentage for each of the
Divisions associated with Financial Transmission Rights Administration Service as
shown on the PJM Assignment Matrix in this Schedule 9, times (ji) the dollar amount for
each such Division shown on the Approved Budget for the calendar year during which
the Financial Transmission Rights Administration Service Rate shall be effective.

“A.2"” equals the Overhead Allocation to Financial Transmission Rights Administration
Service determined pursuant to Schedule 9-6.

“A.3" equals the assignment of Non-Divisional Costs to Financial Transmission Rights
Administration Service based on the Approved Budget for the calendar year for which
the Annual FTR Cost is being determined.
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and where

“Annual FTR Determinants” equals the projected total amount of Financial Transmission
Rights, in MWs, expected to be in effect each hour for all holders of Financial
Transmission Rights during the calendar year that the Financial Transmission Rights
Administration Service Rate shall be effective, summed for each hour of such calendar
year.
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50 Reconciliation Billing: For Network Load within the PJM Region, to the extent required,
the Transmission Provider will reconcile the Network Customer’s hourly energy
responsibilities as initially reported to Transmission Provider and its hourly energy
consumption based on, or estimated from, metered usage, and provide corresponding
charges and credits to Network Customer. Such reconciliation, if required, shall be made
at the same rates as Energy Imbalance Service.

6.0 Designation of party subject to reciprocal service obligation: The Network Customer
shall comply with Section 6 of the Tariff.

7.0  Name(s) of any Intervening Systems providing transmission service: To the extent any
Network Resources are located outside the PJM Region, the list of Network Resources
maintained by the Transmission Provider referenced in Section 3.2 of these
specifications, shall identify any intervening systems needed to deliver those Network
Resources to the Network Customer’s retail load.

80  Charges: Service under this Service Agreement may be subject to some combination of
the charges detailed below. (The appropriate charges for individual transactions will be
determined in accordance with the terms and conditions of the Tariff.)

8.1 Embedded Cost Transmission Charge: The embedded cost transmission charge
shall be determined in accordance with the formula set forth in Section 34 of the
Tariff.

82  System Impact and Facilities Study Charges: To the extent Network Resources
are located outside, or a new resource is added to, the PJM Region, a System
Impact Study and/or Facilities Study Agreement and related charges may be
required pursuant to Section 32 of the Tariff.

Issued By:  Craig Glazer Effective: March 12, 2003
Vice President, Governmental Affairs
Issued On:  January 10, 2003



Unofficial FERC-Generated PDF of 20030115-0003 Received by FERC OSEC 01/10/2003 in Docket#: ER03-406-000

PIM Interconnection, L.L.C. Second Revised Sheet No. 171
FERC Electric Tariff Superceding First Revised Sheet No. 171
Fifth Revised Volume No. 1

83  Direct Assignment Facilities Charge: To the extent that facilities or portions of
facilities must be constructed by a Transmission Owner for the sole use or benefit
of the Network Customer to accommodate the service requested by the Network
Customer, the Network Customer shall be responsible for the cost of such Direct
Assignment Facilities, and the charges for such facilities shall be specified at the
time that the Transmission Provider determines the facilities that are needed to
provide the requested service.

8.4  Ancillary Services Charge: In addition to Energy Imbalance Service,
Transmission Provider shall bill the Network Customer for ancillary services in
accordance with Schedules 1, 1-A, 2, 3, 5, 6, and 9 of the Tariff. To the extent
required, the ancillary services charges shall also be reconciled based on any
differences between the Network Customer’s hourly energy responsibilities as
initially reported to Transmission Provider and its hourly energy consumption
based on, or estimated from, metered usage.

B.5 Other Supporting Facilities Charge: None.

86 Losses: For Non-Zone Network Load, losses of 3 percent for on-peak hours and
2.5 percent for off-peak hours shall be supplied as set forth in the Appendix to
Attachment K of the Tariff.

87  Other Charges: Transmission Provider shall charge Network Customer any and
all other charges set forth in the Tariff applicable to providing Network
Integration Service.

9.0 Designated Agent: To the extent that a Designated Agent for one or more Network
Customers provides to the Transmission Provider any of the information required by
these Specifications, it shall provide the information separately for each Network
Customer.
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ATTACHMENT K -- APPENDIX

Preface. The provisions of the Appendix incorporate into the Tariff for ease of reference the
provisions of Schedule 1 of the Operating Agreement. As a result, this Appendix will be
modified, subject to the approval of the Federal Energy Regulatory Commission, so that the
terms and conditions set forth herein remain consistent with the corresponding terms and
conditions of Schedule 1 of the Operating Agreement. All references in this Appendix to
“Agreement” or “Schedules™ are references 10 the Operating Agreement and the schedules
thereto unless otherwise noted. References to Schedule 1 are references to this Appendix.

1. MARKET OPERATIONS
1.1 Introduction.

This Schedule sets forth the scheduling, other procedures, and certain general provisions
applicable to the operation of the PIM Interchange Energy Market within the PYM Region. This
Schedule addresses each of the three time-frames pertinent to the daily operation of the PIM
Interchange Energy Market: Prescheduling, Scheduling, and Dispatch.

1.2  Cost-based Offers.

Unless and until the FERC shall authorize the use of market-based prices in the PJM
Interchange Energy Market, all offers for energy or other services to be sold on the PJM
Interchange Energy Market from generating resources located within the PJM Region shall not
exceed the variable cost of producing such energy or other service, as determined in accordance
with Schedule 2 to this Agreement and applicable regulatory standards, requirements and
determinations; provided that, a Market Seller may offer to the PIM Interchange Energy Market
the right to call on energy from a resource the output of which has been sold on a bilateral basis,
with the rate for such energy if called equal to the curtailment rate specified in the bilateral
contract.

1.3  Definitions.
1.3.1 Auction Revenue Rights.

“Auction Revenue Rights” shall mean the right to receive the revenue from the
Financial Transmission Right auction, as further described in Section 7.4 of this Schedule.

1.3.1A Auction Revenue Rights Credits,

«Auction Revenue Rights Credits” shall mean the allocated share of total FTR
auction revenues or costs credited to each holder of Auction Revenue Rights, calculated and
allocated as specified in Section 7.4.3 of this Schedule.

Issued By:  Craig Glazer Effective: March 12, 2003
Vice President, Governmental Affairs
Issued On: January 10, 2003



Unofficial FERC-Generated PDF of 20030115-0003 Received by FERC OSEC 01/10/2003 in Docket#: ER03-406-000

PJM Interconnection, L.L.C. Original Sheet No. 199A
FERC Electric Tariff
Fifth Revised Volume No. 1

1.3.1B Day-ahead Energy Market.

“Day-ahead Energy Market”” shall mean the schedule of commitments for the
purchase or sale of energy and payment of Transmission Congestion Charges developed by the
Office of the Interconnection as a result of the offers and specifications submitted in accordance
with Section 1.10 of this Schedule.

1.3.1C Day-ahead Prices.

“Day-ahead Prices” shall mean the Locational Marginal Prices resulting from the
Day-ahead Energy Market.
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1.3.1D Decrement Bid.

“Decrement Bid” shall mean a bid to purchase energy at a specified location in the
Day-ahead Energy Market. An accepted Decrement Bid results in scheduled load at the specified
location in the Day-ahead Energy Market.

1.3.1E Dispatch Rate.

“Dispatch Rate” shall mean the control signal, expressed in dollars per megawatt-
hour, calculated and transmitted continuously and dynamically to direct the output level of all
generation resources dispatched by the Office of the Interconnection in accordance with the
Offer Data.

1.3.2 Equivalent Load.

“Equivalent Load” shall mean the sum of a Market Participant’s net system
requirements to serve its customer load in the PIM Region, if any, plus its net bilateral
transactions.

1.3.3 External Market Buyer.

“External Market Buyer” shall mean a Market Buyer making purchases of energy
from the PJM Interchange Energy Market for consumption by end-users outside the PJM Region,
or for load in the PTM Region that is not served by Network Transmission Service.

1.3.4 External Resource.

«“External Resource” shall mean a generation resource located outside the metered
boundaries of the PJM Control Area and PJM West Region.

1.3.5 Financial Transmission Right.

“Financial Transmission Right” or “FTR” shall mean a right 1o receive
Transmission Congestion Credits as specified in Section 5.2.2 of this Schedule.

1.3.5A Financial Transmission Right Obligation.

“Financial Transmission Right Obligation” shall mean a right to receive
Transmission Congestion Credits as specified in Section 5.2.2(c) of this Schedule.

1.3.5B Financial Transmission Right Option.

“Financial Transmission Right Option” shall mean a right to receive Transmission
Congestion Credits as specified in Section 5.2.2(d) of this Schedule.

1.3.6 Generating Market Buyer.

“Generating Market Buyer” shall mean an Internal Market Buyer that is a Load
Serving Entity that owns or has contractual rights to the output of generation resources capable
of serving the Market Buyer’s load in the PJM Control Area or PJM West Region, or of selling
energy or related services in the PJM Interchange Energy Market or elsewhere.
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1.3.7 Generator Forced Outage.

“Generator Forced Outage” shall mean an immediate reduction in output or
capacity or removal from service, in whole or in part, of a generating unit by reason of an
Emergency or threatened Emergency, unanticipated failure, or other cause beyond the control of
the owner or operator of the facility, as specified in the relevant portions of the PJM Manuals. A
reduction in output or removal from service of a generating unit in response to changes in market
conditions shall not constitute a Generator Forced Outage.
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1.3.33 Spot Market Energy.

“Spot Market Energy” shall mean energy bought or sold by Market Participants
through the PJM Interchange Energy Market at Locational Marginal Prices determined as
specified in Sectton 2 of this Schedule.

1.3.33A State Estimator.

“State Estimator” shall mean the computer model of power flows specified in
Section 2.3 of this Schedule.

1.3.33B Station Power.

“Station Power” shall mean energy used for operating the electric equipment on
the site of a generation facility located in the PJM Control Area or for the heating, lighting, air-
conditioning and office equipment needs of buildings on the site of such a generation facility that
are used in the operation, maintenance, or repair of the facility. Station Power does not include
any energy used to power synchronous condensers, used for pumping at a pumped storage
facility, or used in association with restoration or black start service.

1.3.33C Target Allocation.

Shall mean the allocation of Transmission Congestion Credits as set forth in
Section 5.2.3 of this Schedule or the allocation of Auction Revenue Rights Credits as set forth in
Section 7.4.3 of this Schedule.

1.3.34 Transmission Congestion Charge.

“Transmission Congestion Charge” shall mean a charge attributable to the
increased cost of energy delivered at a given load bus when the transmission system serving that
load bus is operating under constrained conditions, which shall be calculated and allocated as
specified in Section 5.1 of this Schedule.

1.3.35 Transmission Congestion Credit.

“Transmission Congestion Credit” shall mean the allocated share of total
Transmission Congestion Charges credited to each holder of Financial Transmission Rights,
calculated and allocated as specified in Section 5.2 of this Schedule.

1.3.36 Transmission Customer.

*“Transmission Customer” shall mean an entity using Point-to-Point Transmission
Service.

1.3.37 Transmission Forced Outage.

“Transmission Forced Outage” shall mean an immediate removal from service of
a transmission facility by reason of an Emergency or threatened Emergency, unanticipated
failure, or other cause beyond the control of the owner or operator of the transmission facility, as
specified in the relevant portions of the PJM Manuals. A removal from service of a transmission
facility at the request of the Office of the Interconnection to improve transmission capability
shall not constitute a Forced Transmission Outage.
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1.3.37A Transmission Loading Relief.

“Transmission Loading Relief" shall mean NERC’s procedures for preventing
operating security limit violations, as implemented by PJM as the security coordinator
responsible for maintaining transmission security for the PJM Region.
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(b)  During the Operating Day, the calculation set forth in (a) shall be performed every
five minutes, using the Office of the Interconnection’s Locational Marginal Price program,
producing a set of Real-time Prices based on system conditions during the preceding interval.
The prices produced at five-minute intervals during an hour will be integrated to determine the
Real-time Prices for that hour.

2.6  Calculation of Day-ahead Prices.

For the Day-ahead Energy Market, day-ahead Locational Marginal Prices shall be
determined on the basis of the least-cost, security-constrained dispaich, model flows and system
conditions resulting from the load specifications, offers for generation, dispatchable load, Increment
Bids, Decrement Bids, and bilateral transactions submitted to the Office of the Interconnection and
scheduled in the Day-ahead Energy Market. Such prices shall be determined in accordance with the
provisions of this Section applicable to the Day-ahead Energy Market and shall be the basis for
purchases and sales of energy and Transmission Congestion Charges resulting from the Day-ahead
Energy Market. This calculation shall be made for each hour in the Day-ahead Energy Market by
applying a linear optimization method to minimize energy costs, given scheduled system conditions,
scheduled transmission outages, and any transmission limitations that may exist. In performing this
calculation, the Office of the Interconnection shall calculate the cost of serving an increment of load
at each bus from each resource associated with an eligible energy offer as the sum of: (1) the price
at which the Market Seller has offered to supply an additional increment of energy from the
resource, and (2) the effect on transmission congestion costs (whether positive or negative)
associated with increasing the output of the resource, based on the effect of increased generation
from that resource on transmission line loadings. The energy offer or offers that can serve an
increment of load at a bus at the lowest cost, calculated in this manner, shall determine the Day-
ahead Price at that bus.

2.7 Performance Evaluation.

The Office of the Interconnection shall undertake an evaluation of the foregoing
procedures for the determination of Locational Marginal Prices, as well as the procedures for
determining and allocating Financial Transmission Rights and associated Transmission
Congestion Charges and Credits, not less often than every two years, in accordance with the PIM
Manuals. To the extent practical, the Office of the Interconnection shall retain all data needed to
perform comparisons and other analyses of locational marginal pricing. The Office of the
Interconnection shall report the results of its evaluation to the Market Participants, along with its
recommendations, if any, for changes in the procedures.

3. ACCOUNTING AND BILLING

31 Introduction.

This schedule sets forth the accounting and billing principles and procedures for the
purchase and sale of services on the PJM Interchange Energy Market and for the operation of the
PIM Region.
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(b) The Transmission Congestion Charge shall be the total amount of energy
specified in such energy schedules multiplied by the difference between a Locational Marginal
Price calculated by the Office of the Interconnection for the energy schedule source location
specified in the NERC Interchange Distribution Calculator and a Locational Marginal Price
calculated by the Office of the Interconnection for the energy schedule sink location specified in
the NERC Interchange Distribution Calculator. Transmission Congestion Charges that are less
than zero shail be set equal to zero for Transmission Loading Relief Customers.

(c) The Office of the Interconnection will determine the Locational Marginal
Prices at the energy schedule source and sink locations external to PJM with reference to and
based solely on the prices of energy in the PIM Region and at the interface buses between
adjacent Control Areas and the PJM Region and the system conditions and actual power flow
distributions as described by the PIM State Estimator program. The Office of the
Interconnection will determine the Locational Marginal Prices at the external energy schedule
source and sink locations and the resulting Congestion Charge based on the portion of the energy
schedule that flows through the PIM Region as reflected by the flow distributions from the PIM
State Estimator Program.

5.1.7 Total Transmission Congestion Charges.

The total Transmission Congestion Charges collected by the Office of the
Interconnection each hour will be the aggregate net amounts determined as specified in this
Schedule. The Office of the Interconnection shall collect Transmission Congestion Charges for
each hour the transmission system operates under constrained conditions.

5.2 Transmission Congestion Credit Calculation.
5.2.1 Eligibility.

(a) Except as provided in Section 5.2.1(b), each holder of a Financial
Transmission Right shall receive as a Transmission Congestion Credit a proportional share of the
total Transmission Congestion Charges collected for each constrained hour.

()  If a holder of a Financial Transmission Right between specified delivery
and receipt buses acquired the Financial Transmission Right in a Financial Transmission Rights
Auction (the procedures for which are set forth in Part 7 of this Schedule 1) and (i) had an
Increment Bid and/or Decrement Bid that was accepted by the Office of the Interconnection for
an applicable hour in the Day-ahead Energy Market for delivery or receipt at or near delivery or
receipt buses of the Financial Transmission Right; and (ii) the result of the acceptance of such
Increment Bid or Decrement Bid is that the difference in locational marginal prices in the Day-
ahead Energy Market between such delivery and receipt buses is greater than the difference in
locational marginal prices between such delivery and receipt buses in the Real-time Energy
Market, then the Market Participant shall not receive any Transmission Congestion Credit,
associated with such Financial Transmission Right in such hour, in excess of one divided by the
number of hours in the applicable month multiplied by the amount that the Market Participant
paid for the Financial Transmission Right in the Financial Transmission Rights Auction.
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(c) For purposes of Section 5.2.1(b) a bus shail be considered at or near the
Financial Transmission Right delivery or receipt bus if seventy-five percent or more of the
energy injected or withdrawn at that bus and which is withdrawn or injected at any other bus is
reflected in the constrained path between the subject Financial Transmission Right delivery and
receipt buses that were acquired in the Financial Transmission Rights Auction.

5.2.2 Financial Transmission Rights

(a) Transmission Congestion Credits will be calculated based upon the
Financial Transmission Rights held at the time of the constrained hour. Except as provided in
paragraph (e) below, Financial Transmission Rights shall be auctioned as set forth in Section 7.

(b)  The hourly economic value of a Financial Transmission Right Obligation
is based on the Financial Transmission Right MW reservation and the difference between the
Day-ahead Price at the point of delivery and the point of receipt of the Financial Transmission
Right. The hourly economic value of a Financial Transmission Right Obligation is positive (a
benefit to the Financial Transmission Right holder) when the Day-ahead Price at the point of
delivery is higher than the Day-ahead Price at the point of receipt. The hourly economic value of
a Financial Transmission Right Obligation is negative (a liability to the holder) when the Day-
ahead Price at the point of receipt is higher than the Day-ahead Price at the point of delivery.

(c) The hourly economic value of a Financial Transmission Right Option is
based on the Financial Transmission Right MW reservation and the difference between the Day-
ahead Price at the point of delivery and the point of receipt of the Financial Transmission Right
when that difference is positive. The hourly economic value of a Financial Transmission Right
Option is positive (a benefit to the Financial Transmission Right holder) when the Day-ahead
Price at the point of delivery is higher than the Day-ahead Price at the point of receipt. The
hourly economic value of a Financial Transmission Right Option is zero (neither a benefit nor a
liability to the holder) when the Day-ahead Price at the point of receipt is higher than the Day-
ahead Price at the point of delivery.

(d) A Financial Transmission Right, or the right to Transmission Congestion
Credits attributable to a Financial Transmission Right, may be sold or otherwise transferred by
agreement, subject to compliance with such procedures as may be established by the Office of
the Interconnection for verification of the rights of the purchaser or transferee.

(e) Financial Transmission Rights shall be allocated to each Firm
Transmission Customer and Network Service User in a new PJM zone in the manner specified
below. Such Financial Transmission Rights shall remain in effect until the first annual allocation
of auction revenue rights to occur after the integration of such new PJM zone into the PIM
interchange energy market.

() Subject to the provisions of Section B of Attachment K of the PIM
Tariff, by such deadline established by the Office of the
Interconnection, each Network Service User in 2 new PJM zone
shall designate a subset of its Network Resources for which
Financial Transmission Rights will be assigned, Financial
Transmission Rights shall be assigned for each Network Resource
in a number of megawatts equal to or less than the installed
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capacity summer megawatt rating of each designated Network
Resource, determined at the new PJM zone transmission bus at
which the designated Network Resource is connected. Each
Financial Transmission Right shall be to the aggregate load busses
of the Network Service User in a new PJM zone. The sum of each
Network Service User's assigned Financial Transmission Rights
for a Zone must be equal to or less than the Network Service
User's peak load for that Zone as determined under Section 34.2 of
the Tariff. The sum of each Network Service User’'s Financial
Transmission Rights for Non-Zone Network Load must be equal to
or less than the Network Service User’s transmission responsibility
for Non-Zone Network Load as determined under Section 34.2 of
the Tanff.

(ii)  Each Transmission Customer receiving firm Transmission Service
shall be assigned Financial Transmission Rights; provided,
however, that a Transmission Customer may notify the Office of
Interconnection that it does not wish to receive any FTRs or wishes
to receive FTRs only for certain Point or Points of Receipt and
Point or Points of Delivery, in which event no FIRs or such
reduced amount of FTRs shall be issued to the Transmission
Customer. The Financia! Transmission Right for each instance of
Point-to-Point Transmission Service shall be a number of
megawatts equal to the megawatts of firm service being provided
between the receipt and delivery points as to which the
Transmission Customer has firm Point-to-Point Transmission
Service.

(i) All Financial Transmission Rights must be simultaneously
feasible. If all Financial Transmission Right requests made when
Financial Transmission Rights are allocated for the new zone are
not feasible Financial Transmission Rights are prorated and
allocated in proportion to the MW level requested and in inverse
proportion to the effect on the binding constraints.
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523 Target Allocation of Transmission Congestion Credits.

A target allocation of Transmission Congestion Credits for each entity holding a
Financial Transmission Right shall be determined for each Financial Transmission
Rights. Each Financial Transmission Right shall be multiplied by the Day-ahead Price
differences for the receipt and delivery points associated with the Financial Transmission
Right, calculated as the Locational Marginal Price at the delivery point(s) minus the
Locational Marginal Price at the receipt point(s). For the purposes of calculating
Transmission Congestion Credits, the Day-ahead Price of a Zone is calculated as the sum
of the Day-ahead Price of the buses that comprise the Zone multiplied by the percent of
annua! peak load assigned to each node. When the FTR Target Allocation is positive, the
FTR Target Allocation is a credit to the FTR holder. When the FTR Target Allocation is
negative, the FTR Target Allocation is a debit to the FTR holder if the FTR is a Financial
Transmission Right Obligation. When the FTR Target Allocation is negative, the FTR
Target Allocation is set to zero if the FTR is a Financial Transmission Right Option. The
total target allocation for Network Service Users and Transmission Customers for each
hour shall be the sum of the target allocations associated with all of the Network Service
Users’ or Transmission Customers’ Financial Transmission Rights.

5.2.4 [Reserved]
§2.5 Calculation of Transmission Congestion Credits.

(a) The total of all the target allocations determined as specified above shall
be compared to the total Transmission Congestion Charges in each hour resulting from both the
Day-ahead Energy Market and the Real-time Energy Market. If the total of the target allocations
is less than the total of the Transmission Congestion Charges, the Transmission Congestion
Credit for each entity holding an FTR shall be equal to its target allocation. All remaining
Transmission Congestion Charges shall be distributed as described below in Section 5.2.6
“Distribution of Excess Congestion Charges.”

(b)  If the total of the target allocations is greater than the total Transmission
Congestion Charges for the hour resulting from both the Day-ahead Energy Market and the Real-
time Energy Market, each holder of Financial Transmission Rights shall be assigned a share of

the total Transmission Congestion Charges in proportion to its target allocations for Financial
Transmission Rights which have a positive Target Allocation value. Financial Transmission
Rights which have a negative Target Allocation value are assigned the full Target Allocation
value as a negative Transmission Congestion Credit.

5.2.6 Distribution of Excess Congestion Charges.

(a)  Excess Transmission Congestion Charges accumulated in a month shall be
distributed to each holder of Financial Transmission Rights in proportion to, but not more than,
any deficiency in the share of Transmission Congestion Charges received by the holder during
that month as compared to its total target allocations for the month.
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(b)  After the excess Transmission Congestion Charge distribution described in
Section 5.2.6(a) is performed, any excess Transmission Congestion Charges remaining at the end
of a month shall be distributed to each holder of Financial Transmission Charges received by the
holder during the current calendar year, including previously distributed excess Transmission
Congestion Charges, as compared to its total target allocation for the calendar year.

(c) Any excess Transmission Congestion Charges remaining at the end of a
calendar year shall be distributed to each holder of Auction Revenue Rights in proportion to, but
not more than, any Auction Revenue Right deficiencies for that calendar year. After Auction
Revenue Right deficiencies are satisfied, any remaining excess Transmission Congestion
Charges shall be distributed to Network Service Users and Transmission Customers purchasing
Firm Point-to-Point Transmission Service in proportion to their Demand Charges for Network
Service and their charges for Reserved Capacity for Firm Point-to-Point Transmission Service.

53  Unscheduled Transmission Service (Loop Flow).

(a) When there are agreements between the Members (or the Office of the
Interconnection on behalf of the Members) and others for compensation to be paid or received
for unscheduled transmission service (loop flow) into or out of the PJIM Region, the net
compensation received shall be included in the total Transmission Congestion Charges that are
distributed in accordance with Section 5.2.

(b)  With respect to payments by the Office of Interconnection to the New
York Power Pool for the installation and operation of phase angle regulating facilities at Ramapo
to control or limit unscheduled transmission service (loop flow), each East Transmission Owner
with revenue requirements under the PJM Tariff shall pay a share of the charges on a
transmission revenue requirements ratio share basis.

6. “MUST-RUN" FOR RELIABILITY GENERATION
6.1 Introduction.

The following procedures shall apply to any generation resource subject to the dispatch
of the Office of the Interconnection that (a) is a generation resource for which construction
commenced before July 9, 1996, and (b) as a result of transmission constraints, the Office of the
Interconnection determines, in the exercise of Good Utility Practice, must be run in order to
maintain the reliability of service in the PJM Region. The provisions of this Schedule shall
otherwise apply to the scheduling, dispatch, operation and accounting treatment of such
resources, to the extent not inconsistent with the provisions of this Section 6.

6.2 ldentification of Facility Outages.

Not later than one hour prior to the deadline specified in Section 1.10.1 of this Schedule,
the Office of the Interconnection shall identify on the PJM Open Access Same-Time Information
System any facility outage or other system condition which it has determined may give rise to a
transmission constraint that may require, in order to maintain system reliability, the dispatch of
one or more generation resources that otherwise would not be dispatched based on the merits of
their offers to the PJM Interchange Energy Market.
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7. FINANCIAL TRANSMISSION RIGHTS AUCTIONS
7.1  Auctions of Financial Transmission Rights.

Annual and periodic auctions to allow Market Participants to acquire or sell
Financial Transmission Rights shall be conducted by the Office of the Interconnection in
accordance with the provisions of this Section.

7.1.1 Auction Period and Scope of Auctions.

The periods covered by auctions shall be: (1) the one-year period beginning the
month after the final round of the annual auction and (2) the one-month period following the date
that the monthly auction is conducted. With the exception of FTRs allocated pursuant to section
5.2.2 (e) of this Schedule, in the annual auction, the Office of the Interconnection shall offer for
sale the entire Financial Transmission Rights capability for the year in four rounds with 25
percent of the capability offered in each round. In the monthly auction, the Office of the
Interconnection shall offer for sale any remaining Financial Transmission Rights capability for
the month after taking into account all of the Financial Transmission Rights already outstanding
at the time of the auction. In addition, any holder of a Financial Transmission Right for the
period covered by an auction may offer such Financial Transmission Right for sale in such
auction. On-Peak, off-peak and 24-hour FTRs will be offered in the annual and monthly
auctions. FTRs will be offered as Financial Transmission Right Obligations and Financial
Transmission Right Options. Market Participants may bid for and acquire any number of
Financial Transmission Rights, provided that all Financial Transmission Rights awarded are
simultaneously feasible with each other and with all Financial Transmission Rights outstanding
at the time of the auction and not sold into the auction. An ARR holder may self-schedule an
FTR on the same path in the Annual FTR Auction according to the rules described in the PJIM
Manuals.

7.1.2 Frequency and Time of Auctions.

Annual Financial Transmission Rights auctions shall offer the entire FTR
capability of the PIM system in four rounds with 25 percent of the capability offered in each
round. Each round shall be conducted over five business days by such timeline established by
the Office of the Interconnection. Each round shall begin with the bid and offer period opening
the first day at 12:00 midnight (Eastern Prevailing Time) and closing the third day at 5:00 p.m.
(Eastern Prevailing Time). Monthly, Financial Transmission Rights auctions shall be held. The
bid and offer period shall open at 12:00 midnight (Eastern Prevailing Time) on the thirteenth
(13th) business day preceeding the month for which Financial Transmission Rights are being
auctioned and shall close at 5:00 PM (Eastern Prevailing Time) on the tenth (10th) business day
preceding the month for which Financial Transmission Rights are being auctioned.
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7.1.3 Duration of Financial Transmission Rights.

Each Financial Transmission Right acquired in a Financial Transmission Rights
auction shall entitle the holder to credits of Transmission Congestion Charges for the period that
was specified in the corresponding auction.

7.2  Financial Transmission Rights Characteristics.
7.2.1 Reconfiguration of Financial Transmission Rights.

Through an appropriate linear programming model, the Office of the
Interconnection shall reconfigure the Financial Transmission Rights offered or otherwise
available for sale in any auction to maximize the value to the bidders of the Financial
Transmission Rights sold, provided that any Financial Transmission Rights acquired at auction
shall be simultaneously feasible in combination with those Financial Transmission Rights
outstanding at the time of the auction and not sold in the auction. The linear programming model
shall, while respecting transmission constraints and the maximum MW quantities of the bids and
offers, select the set of simultaneously feasible Financial Transmission Rights with the highest
net total auction value as determined by the bids of buyers and taking into account the
reservation prices of the sellers.
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7.2.2 Specified Receipt and Delivery Points.

Auction bids for annual Financial Transmission Rights Obligations may specify
as receipt and delivery points any combination of hubs, Zones, aggregates, generators, and
interface buses. Auction bids for annual Financial Transmission Rights Options may specify as
receipt and delivery points such combination of hubs, Zones, aggregates, generators, and
interface buses as the Office of the Interconnection shall allow from time to time as set forth in
its FTR business manual. Auction bids for monthly Financial Transmission Rights may specify
any combination of receipt and delivery buses represented in the State Estimator model for
which the Office of the Interconnection calculates and posts Locational Marginal Prices.
Auction bids may specify receipt and delivery points from locations outside of the PJM Region
to locations inside such area, from locations within the PJM Region to locations outside such
area, or to and from locations within the area comprised of the PIM Region.

7.2.3 Transmission Congestion Charges.

Financial Transmission Rights shall entitle holders thereof to credits only for
Transmission Congestion Charges, and shall not confer a right to credits for payments arising
from or relating to transmission congestion made to any entity other than the Office of the
Interconnection.

7.3 Auction Procedures.
7.3.1 Role of the Office of the Interconnection.

Financial Transmission Rights auctions shall be conducted by the Office of the
Interconnection in accordance with standards and procedures set forth in the PJM Manuals, such
standards and procedures to be consistent with the requirements of this Schedule.

7.3.2 Notice of Offer.

A holder of a Financial Transmission Right wishing to offer the Financial
Transmission Right for sale shall notify the Office of the Interconnection of any Financial
Transmission Rights to be offered. Each Financial Transmission Rights sold in an auction shall,
at the end of the period for which the Financial Transmission Rights were auctioned, revert to the
offering holder or the entity to which the offering holder has transferred such Financial
Transmission Right, subject to the term of the Financial Transmission Right itself and to the right
of such holder or transferee to offer the Financial Transmission Right in the next or any
subsequent auction during the term of the Financial Transmission Right.

7.3.3 Pending Applications for Firm Service.
(@)  [Reserved]
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(b) Financial Transmission Rights may be assigned to entities requesting
Network Transmission Service or Firm Point-to-Point Transmission Service pursuant to Section
5.2.2 (e), only if such Financial Transmission Rights are simultaneously feasible with all
outstanding Financial Transmission Rights, including Financial Transmission Rights effective
for the then-current auction period. If an assignment of Financial Transmission Rights pursuant
to a pending application for Network Transmission Service or Firm Point-to-Point Transmission
Service cannot be completed prior to an auction, Financial Transmission Rights attributable to
such transmission service shall not be assigned for the then-current auction period. If a Financial
Transmission Right cannot be assigned for this reason, the applicant may withdraw its
application, or request that the Financial Transmission Right be assigned effective with the stant
of the next auction period.

7.3.4 On-Peak, Off-Peak and 24-Hour Periods.

On-peak, off-peak and 24-hour FTRs will be offered in the annual and monthly
auction. . On-Peak Financial Transmission Rights shall cover the periods from 7:00 a.m. up to
the hour ending at 11:00 p.m. on Mondays through Fridays, except holidays as defined in the
PJM Manuals. Off-Peak Financial Transmission Rights shall cover the periods from 11:00 p.m.
up to the hour ending 7:00 a.m. on Mondays through Fridays and all hours on Saturdays,
Sundays, and holidays as defined in the PYM Manuals. The 24-hour period shall cover the period
from hour ending 1:00 a.m. to the hour ending 12:00 midnight on ail days. Each bid shall
specify whether it is for an on-peak, off-peak, or 24-hour period.

7.3.5 Offers and Bids.

(@)  Offers to sell and bids to purchase Financial Transmission Rights shall be
submitted during the period set forth in Section 7.1.2, and shall be in the form specified by the
Office of the Interconnection in accordance with the requirements set forth below.

(b)  Offers to sell shall identify the specific Financial Transmission Right, by
megawatt quantity and receipt and delivery points, offered for sale. An offer to sell a specified
megawatt quantity of Financial Transmission Rights shall constitute an offer to sell a quantity of
Financial Transmission Rights equal to or less than the specified quantity. An offer to sell may
not specify a minimum quantity being offered. Each offer may specify a reservation price,
below which the offeror does not wish to sell the Financial Transmission Right. Offers
submitted by entities holding rights to Financial Transmission Rights shall be subject to such
reasonable standards for the verification of the rights of the offeror as may be established by the
Office of the Interconnection. Offers shall be subject to such reasonable standards for the
creditworthiness of the offeror or for the posting of security for performance as the Office of the
Interconnection shall establish.

(c) Bids to purchase shall specify the megawatt quantity, price per megawatt,
and receipt and delivery points of the Financial Transmission Right that the bidder wishes to
purchase. A bid to purchase a specified megawatt quantity of Financial Transmission Rights
shall constitute a bid to purchase a quantity of Financial Transmission Rights equal to or less
than the specified quantity. A bid to purchase may not specify a minimum quantity that the
bidder
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wishes to purchase. A bid may specify receipt and delivery points in accordance with Section
7.2.2 and may include Financial Transmission Rights for which the associated Transmission
Congestion Credits may have negative values. Bids shall be subject to such reasonable standards
for the creditworthiness of the bidder or for the posting of security for performance as the Office
of the Interconnection shall establish.

(d) Bids and offers shall be specified to the nearest tenth of a megawatt and
shall be greater than zero.

7.3.6 Determination of Winning Bids and Clearing Price.

(a) At the close of each bidding period, the Office of the Interconnection will
create a base Financial Transmission Rights power flow model that includes all outstanding
Financial Transmission Rights that have been approved and confirmed for any portion of the
month for which the auction was conducted and that were not offered for sale in the auction.
The base Financial Transmission Rights model also will include estimated uncompensated
parallel flows into each interface point of the PIM Control Area and estimated scheduled
transmission outages.

(b) In accordance with the requirements of Section 7.4.5 of this Schedule and
subject to all applicable transmission constraints and reliability requirements, the Office of the
Interconnection shall determine the simultaneous feasibility of all outstanding Financial
Transmission Rights not offered for sale in the auction and of all Financial Transmission Rights
that could be awarded in the auction for which bids were submitted. The winning bids shall be
determined from an appropriate linear programming model that, while respecting transmission
constraints and the maximum MW quantities of the bids and offers, selects the set of
simultaneously feasible Financial Transmission Rights with the highest net total auction value as
determined by the bids of buyers and taking into account the reservation prices of the sellers. In
the event that there are two or more identical bids for the selected Financial Transmission Rights
and there are insufficient Financial Transmission Rights to accommodate all of the identical bids,
then each such bidder will receive a pro rata share of the Financial Transmission Rights that can
be awarded.

(c)  Financial Transmission Rights shall be sold at the market-Clearing price
for Financial Transmission Rights between specified pairs of receipt and delivery points, as
determined by the bid value of the marginal Financial Transmission Right that could not be
awarded because it would not be simultaneously feasible. The linear programming model shall
determine the clearing prices of all Financial Transmission Rights paths based on the bid value
of the marginal Financial Transmission Rights, which are those Financial Transmission Rights
with the highest bid values that could not be awarded fully because they were not simultaneously
feasible, and based on the flow sensitivities of each Financial Transmission Rights path relative
to the marginal Financial Transmission Rights paths flow sensitivities on the binding
transmission constraints.
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7.3.7 Announcement of Winners and Prices.

Within two (2) business days after the close of a monthly auction or annual
auction round, the Office of the Interconnection shall post the winning bidders, the
megawatt quantity, and the receipt and delivery points for each Financial Transmission
Right awarded in the auction and the price at which each Financia! Transmission Right was
awarded. The Office of the Interconnection shall not disclose the price specified in any bid
to purchase or the reservation price specified in any offer to sell.

7.3.8 Auction Settlements.

All buyers and sellers of Financial Transmission Rights between the same
points of receipt and delivery shall pay or be paid the market-clearing price, as determined
in the auction, for such Financial Transmission Rights.

7.4 Allocation of Auction Revenues.
7.4.1 Eligibility

(a) annual and monthly auction revenues, net of payments to entities
selling Financial Transmission Rights into the auction, shall be allocated among holders of
Auction Revenue Rights in proportion to, but not more than, the Target Allocation of
Auction Revenue Rights Credits for the holder.

(b) Auction Revenue Rights Credits will be calculated based upon the
clearing price results of the applicable Annual Financial Transmission Rights auction,

7.4.2 Auction Revenue Rights

(a) For the year 2003/2004 planning period, the following Auction
Revenue Rights allocation procedure shall apply. Each Network Service User may request
a subset of its Network Resources for which available Auction Revenue Rights shall be
allocated. Auction Revenue Rights shall be allocated for each Network Resource in a
number of megawatts equal to or less than installed capacity summer megawatt rating of
each designated Network Resource, determined at the PIM Control Area or PJM West
Region transmission bus at which the designated Network Resource is connccted. Each
Auction Revenue Right shall be to the aggregate load busses of the Network Service User
in a Zone or, with respect to Non-Zone Network Load, to the border of the area comprised
of the PJM West Region and PJM Control Area. The sum of each Network Service User’s
allocated Auction Revenue Rights for a Zone must be equal to or less than the Network
Service User’s peak load for that Zone as determined under Section 34.1 of the Tariff. The
sum of each Network Service User's Auction Revenue Rights for Non-Zone Network Load
must be equal to or less than the Network Service User’s transmission responsibility for
Non-Zone Network Load as determined under Section 34.1 of the Tariff.
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(b)  Subsequent to the 2003/2004 planning period the following Auction
Revenue Rights allocation procedure shall apply. On an annual basis by such deadline
established by the Office of the Interconnection, each Network Service User shall designate
a subset of buses from which Auction Revenue Rights will be sourced. Valid Auction
Revenue Rights source buses include only zones, generators, hubs and external interface
buses. The Network Service User shall specify the amount of Auction Revenue Rights
requested from each source bus. Each Auction Revenue Right shall be sinked to the
aggregate load busses of the Network Service User in a Zone or, with respect to Non-Zone
Network Load, to the border of the area comprised of the PJM West Region and PJIM
Control Area. The sum of each Network Service User’s allocated Auction Revenue Rights
for a Zone must be equal 1o or less than the Network Service User’s peak load for that Zone
as determined under Section 34.1 of the Tariff. The sum of each Network Service User’s
Auction Revenue Rights for Non-Zone Network Load must be equal to or less than the
Network Service User’s transmission responsibility for Non-Zone Network Load as
determined under Section 34.1 of the Tariff. The allocation of Auction Revenue Rights
shall be performed in four stages, with 25 percent of the system Auction Revenue Rights
capability allocated in each stage.

(c) On a daily basis within the annual Financial Transmission Rights
auction period, a proportionate share of Network Service User’s Auction Revenue Rights
for each Zone are allocated as Network Load changes from one Network Service User to
another within that Zone.

(d) Each Transmission Customer receiving firm Point-to-Point
Transmission Service shall specify whether it wishes to receive Auction Revenue Rights.
The Auction Revenue Right for each instance of Point-to-Point Transmission Service shall
be a number of megawatts equal to the megawatts of firm service being provided between
the receipt and delivery points as to which the Transmission Customer has firm Point-to-
Point Transmission Service.

(e) All Auction Revenue Rights must be simultaneously feasible. If all
Auction Revenue Right requests made during the annual allocation process are not feasible
then Auction Revenue Rights are prorated and allocated in proportion to the MW level
requested and in inverse proportion to the effect on the binding constraints.
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7.4.3 Target Allocation of Auction Revenue Right Credits

A target allocation of Auction Revenue Right Credits for each entity holding an
Auction Revenue Right shall be determined for each Auction Revenue Right. After each
round of the annual Financial Transmission Right Auction, each Auction Revenue Right
shall be divided by four and multiplied by the price differences for the receipt and delivery
points associated with the Auction Revenue Right, calculated as the Locational Marginal
Price at the delivery points(s) minus the Locational Marginal Price at the receipt point(s),
where the price for the receipt and delivery point is determined by the clearing prices of
each round of the annual Financial Transmission Right auction. The daily total target
allocation for an entity holding the Auction Revenue Rights shall be the sum of the daily
target allocations associated with all of the entity’s Auction Revenue Rights.

7.4.4 Calculation of Auction Revenue Right Credits

(a) Each day, the total of all the daily target allocations determined as
specified above in section 7.4.3 plus any additional Auction Revenue Rights target
allocations applicable for that day shall be compared to the total revenues of the monthly
Financial Transmission Rights auction (divided by the number of days in the month) plus
the total revenues of the annual Financial Transmission Rights auction (divided by the
number of days in the planning period). If the total of the target allocations is less than the
total auction revenues, the Auction Revenue Right Credit for each entity holding an
Auction Revenue Right shall be equal to its target allocation. All remaining funds shall be
distributed as Excess Congestion Charges pursuant to Section 5.2.5.

(b)  If the total of the target allocations is greater than the total auction
revenues, each holder of Auction Revenue Rights shall be assigned a share of the total
auction revenues in proportion to its Auction Revenue Rights target allocations for Auction
Revenue Rights which have a positive Target Allocation value. Auction Revenue Rights
which have a negative Target Allocation value are assigned the full Target Allocation value
as a negative Auction Revenue Right Credit.

15 Simultaneous Feasibility

The Office of the Interconnection shall make the simultaneous feasibility
determinations specified herein using appropriate powerflow models of contingency-
constrained dispatch. Such determinations shall take into account outages of both
individual generation units and transmission facilities and shall be based on reasonable
assumptions about the configuration and availability of transmission capability during the
period covered by the auction that are not inconsistent with the determination of the
deliverability of Capacity Resources under the Reliability Assurance Agreement or the
deliverability of Available Capacity Resources under the Reliability Assurance Agreement-
West. The goal of the simultaneous feasibility determination shall be to ensure that there
are sufficient revenues from Transmission Congestion Charges to satisfy all Financial
Transmission Rights obligations for the auction period under expected conditions and to
ensure that there are sufficient revenues from the annual Financial Transmission Right
Auction to satisfy all Auction Revenue Rights obligations.
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provided pursuant 1o a state requirement that the Transmission Provider or
Transmission Owner offer the unbundled transmission service, or pursuant to a
voluntary offer of such service by a Transmission Owner. (ii) Any retail customer
taking unbundled transmission service pursuant to a state requirement that the
Transmission Provider or a Transmission Owner offer the transmission service, or
pursuant to a voluntary offer of such service by a Transmission Owner, is an
Eligible Customer under the Tanff.

1.11A Energy Resource: A generating facility that is not a Capacity Resource or
Available Capacity Resource.

1.12 Facilities Study: An engineering study conducted by the Transmission Provider
(in coordination with the affected Transmission Owner(s)) to determine the
required modifications to the Transmission Provider’s Transmission System,
including the cost and scheduled completion date for such modifications, that will
be required to provide the requested transmission service or to accommodate an
Interconnection Request.

1.12A Feasibility Study: A study conducted by the Transmission Provider in
accordance with Section 36.2 of this Tariff.

1.13 Firm Point-To-Point Transmission Service: Transmission Service under this
Tariff that is reserved and/or scheduled between specified Points of Receipt and
Delivery pursuant to Part II of this Tariff.

1.14 Good Utility Practice: Any of the practices, methods and acts engaged in or
approved by a significant portion of the electric utility industry during the relevant
time period, or any of the practices, methods and acts which, in the exercise of
reasonable judgment in light of the facts known at the time the decision was
made, could have been expected to accomplish the desired result at a reasonable
cost consistent with good business practices, reliability, safety and expedition.
Good Utility Practice is not intended to be limited to the optimum practice,
method, or act to the exclusion of all others, but rather to be acceptable practices,
methods, or acts generally accepted in the region.

1.14A Incremental ﬁmmmw Right The additional Eixed
Transmission-Ayclion Revenue Rights:
Appendix to Attachment K to the Tariff) not previously feasible, created by the
addition of Merchant Transmission Facilitics, or a new transmission facility or

upgrade resulting from the accommodation of an Interconnection Request¢s)
pursuant to Part IV of the Tariff.

1.14B [Reserved].
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36.6.3 Incremental Kixed-Transmission-Ayction Revenue Rights: The l
Interconnection Customer may request Transmission Provider to provide a
non-binding estimate in the Facilities Study of the Incremental Fixed
Fransraission-Auclion Revenue Rights associated with the facilities or
upgrades for which the Interconnection Customer has cost responsibility
on up to three (3) pairs of point-to-point combinations. The ultimate
assignment of Incremental Fixed-Fransmission-Auction Revenug Rights |
will be made pursuant to the allocation process set forth in Section 42 of
the PJM Tariff and may depend upon the point-to-point combination
requests and cost responsibilities of other Interconnection Customers.

36.7 Facllities Study Procedures: The Transmission Provider will conduct Facilities
Studies relating to the Interconnection Requests that were evaluated in the
corresponding System Impact Studies, to the extent such Interconnection
Regquests have not been terminated and withdrawn. When completed, the
Facilities Studies will include good faith estimates of the cost, determined in
accordance with Section 37 of the Tariff, to be charged to each affected
Interconnection Customer for the Attachment Facilities, Local Upgrades, and
Network Upgrades that are necessary to accommodate each Interconnection
Request evaluated in the study and the time required to complete construction of
the facilities and upgrades.

36.8 Interconnection Service Agreement: Upon completion of the Facilities Study,
the Transmission Provider shall tender to each Interconnection Customer an
Interconnection Service Agreement to be executed by the Interconnection
Customer and the Transmission Provider.

36.8.1 Cost Reimbursement: Pursuant to the Interconnection Service
Agreement, an Interconnection Customer shall agree to reimburse the
Transmission Provider (for the benefit of the affected Transmission
Owner(s)) for the costs, determined in accordance with Section 37 of the
Tariff, of constructing the necessary facilities and upgrades to
accommodate its Interconnection Request. If the Interconnection
Customer and the affected Transmission Owner(s) agree and so inform the
Transmission Provider, the Interconnection Service Agreement shall
specify an appropriate rate that will directly assign and enable the affected
Transmission Owner(s) to recover the costs of the facilities and upgrades.
In the absence of such an agreement, the Interconnection Service
Agreement shall obligate the Interconnection Customer to reimburse the
Transmission Provider (for the benefit of the affected Transmission
Owner(s)) as the expenditures for design, engineering, and construction
are made. The Transmission Provider shall distribute the revenues
received under this Section 36.8.1 to the affected Transmission Owner(s).
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41.3.3 Replacement of Generation: The holder of the Capacity Interconnection

Rights may retain its Capacity Interconnection Rights after the expiration of
the three-year period described in Section 41.3.2 of the Tanff if it can
demonstrate that it is actively engaged in the construction of replacement
generation to be connected at the bus associated with the Capacity
Interconnection Rights. The holder of the Capacity Interconnection Rights
will retain only such rights that are commensurate with the size in megawatts
of the replacement generation, not to exceed the amount of the holder’s
Capacity Interconnection Rights. Any desired increase in Capacity
Interconnection Rights shall require an Interconnection Request and
adherence to the procedures in this Part IV-,

41.4 Transfer of Capacity Interconnection Rights: Capacity Interconnection Rights
may be sold or otherwise transferred subject to compliance with such procedures as
may be established by the Transmission Provider regarding such transfer and notice

ER03-406-000

to the Transmission Provider of any generation facilities that will use the Capacity
Interconnection Rights after the transfer. The transfer of Capacity Interconnection
Rights shall not itself extend the periods set forth in Section 41.3 regarding loss of

Capacity Interconnection Rights.

42  Fixed Transmission-Auction Revenue Rights

42.1

42.2

Issued By:

Issued On:

Right of Interconnection Customer to Incremental Fixed

FransmissionAuctiop Revenue Rights: An Interconnection Customer that,

pursuant to section 36.8.1, reimburses the Transmission Provider for the costs of
constructing facilities and upgrades to accommedate its Interconnection Request

shall be entitled to receive the Incremental Eixed-Fransmission-Auclion Revenue

Rights associated with such facilities and upgrades as determined in accordance

with this section.

Procedures for Assigning Incremental Fixed-Transmission-Auction Revenue |

Rights: No less than forty-five (45) days prior to the in-service date of a
transmission facility or upgrade, as determined by the Office of the

Interconnection, the Office of the Interconnection shall notify the Interconnection
Customer(s), which have responsibility to reimburse the costs of constructing the

facility or upgrade, that initial requests for Incremental FixedFrunsmiscion

Auction Revenue Rights associated with the facility or upgrade must be submitted
to the Office of the Interconnection within a time period specified by the Office of

the Interconnection in the notification. The Office of the Interconnection then
shall commence a three-round allocation process. In round one, one-third of the

Incremental Eixed-Fransmission-Auction Revenue Rights available for each
point-to-point combination requested in that round will be assigned to the

requesters of the specific combinations in accordance with Section 42.3 of the

Tariff. In round
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two, two-thirds of the Incremental Fixed-TFransmission-Ayction Revenue Rights |
available for each requested point-to-point combination in
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that round will be assigned in accordance with Section 42.3 of the Tariff. In
round three, all available Incremental Fixed-Fransmission-Auction Revenue |
Rights will be assigned for the requested point-to-point combinations in that
round in accordance with Section 42.3 of the Tariff. In each round, a requester
may request the same point-to-point combination as in the previous rounds or
submit a different combination. In rounds one and two, requesters may accept the
assignment of Incremental Fixed-FransmisstonAuclion Revenue Rights or refuse |
them. Acceptance of the assignment in rounds one and two will remove the
assigned Incremental Fixed-TransmissionAuction Revenue Rights from
availability in the next rounds. Refusal of an Incremental Eixed

wsienAuction Revenug Rights assignment in rounds one and two will
result in the Incremental Fixed FransmissienAyction Revenug Rights being
available for the next round. The Incremental Fixed-TransmissionAuction
Revenue Rights assignments made in round three will be final and binding. For
each round, a request for Incremental Kixed-FransmissionAuction Reveoue Rights
shall specify a single point-to-point combination for which the Interconnection
Customer desires Incremental Eixed-TrunsmissionAuction Revenye Rightsand |
shall be in a form specified by the Office of the Interconnection and in accordance
with procedures set forth in the PJM Manuals. The Office of the Interconnection
shall specify the deadlines for submission of requests in each round of the
allocation process and shall complete the allocation process before the in-service
date of the facility or upgrade.

423 Determination of Incremental Fixed-FransmissienAyction Revgnue Rights to |
be Provided to Interconnection Customer: The Office of the Interconnection
shall determine the Incremental Fixed-TranssissionAuction Revenye Rights tobe |
provided to Interconnection Customers associated with a particular transmission
facility or upgrade pursuant to Section 42.2 using the tools described in
Attachment X to the Tariff, including an assessment of the simultaneous
feasibility of any Incremental Fixed-FransmissienAuction Revenug Ri ghts and all
other outstanding Fixed-Transmissiongyction Revenuye Rights. For each
requested point-to-point combination, the Office of the Interconnection shall
determine, simultaneously with all other requested point-to-point combinations,
the base system Fixed Fransmission Auction Revenug Right capability, excluding |
the impact of any new transmission facilities or upgrades necessary to
accommodate Interconnection Requests. The Office of the Interconnection then
shall similarly determine, for each requested point-to-point combination, the
Fixed-Transmission Auclion Revenue Rights capability including the impact of |
any new facilities and upgrades. For each point-to-point combination, the
Incrementa] Eixed-FransmissionAuction Revenue Right capability shall be the
difference between theFixed-Fransrission Auction Revenug Right capability in
the base system analysis and the Fixed-Fransmissienguction Revenye Right
capability in the analysis including the impact of the new facilities and upgrades.
When multiple Interconnection Customers have cost responsibility for the same
new transmission facility or upgrade, Incremental Fixed-FransmissionrAuction |
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Revenye Rights shall be assigned to each Interconnection Customer in proportion |
to the Interconnection Customers’ relative cost responsibilities for the facility and

in inverse proportion to the relative flow impact on constrained facilities or
interfaces of the point-to-point combinations selected by the Interconnection
Customers.
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42.3A Reallocation of Incremental Kixed-Fransmission-Auction Revenue Rights: (1) |
This section shall apply in the event that

(a) the Office of the Interconnection determines that accommodating an
Interconnection Customer’s Interconnection Request would require, in
whole or in part, any Local Upgrade and/or Network Upgrade that the
Office of the Interconnection determined to be required to
accommodate an Interconnection Request that was part of an earlier
Interconnection Queue, provided that such previously-constructed
facility or upgrade was placed in service no more than five years prior
to the Interconnection Queue Closing Date applicable to such
Interconnection Customer, and

(b) such Interconnection Customer (hereafter in this section, the “Current
Interconnection Customer’™”) executes an Interconnection Service

Agreement.
Upon determining that this section applies, the Office of the Interconnection

(c) shall notify each Interconnection Customer that paid or incurred a
portion of the costs of a pertinent, previously-constructed facility or
upgrade (hereafter in this section, a “Preceding Interconnection
Customer™) of the portion of the costs of such facility or upgrade for
which the Current Interconnection Customer is determined to be
responsible pursuant to Section 37.6, and

(d) shall afford each such Preceding Interconnection Customer, subject to
the terms of this Section 42.3A, an opportunity to obtain, in exchange
for a proportional share (as determined in accordance with Section
42.3) of the Incremental Kixed-Fransmission-Ayctiop Revenyg Rights |
associated with such facility or upgrade that the Preceding
Interconnection Customer holds, reimbursement for a share of the cost

of the facility or upgrade that the Preceding Interconnection Customer
paid or incurred that is proportional to the cost responsibility of the
Current Interconnection Customer for such facility or upgrade.

(2) A Preceding Interconnection Customer shall have no obligation to exchange
Incremental Kixed-Transmission-Auction Revepue Rights for cost |
reimbursement pursuant to this section, provided, however, that in the event
that a Preceding Interconnection Customer chooses not to relinquish
Incremental FixedTrunsmission-Auction Revenye Rights associated witha |
previously-constructed facility or upgrade, the Current Interconnection
Customer shall have no cost responsibility with respect to the portion of such
facility or upgrade for which that Preceding Interconnection Customer bore
cost responsibility.
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(3) In the event that a Preceding Interconnection Customer elects to exchange
Incremental Fixed-Fransmission-Auction Revenye Rights for cost reimbursement
pursuant to this section, (a) the Preceding Interconnection Customer shall
relinquish the Incremental Fixed Frunsmission-Ayctiop Revenuc Rights that it |
elects to exchange in writing, in a form and at a time reasonably satisfactory to
the Office of the Interconnection; (b) the Current Interconnection Customer shall
pay Transmission Provider, upon presentation of Transmission Provider’s invoice
therefor, an amount equal to the portion of such customer’s cost responsibility for
the relevant, previously-constructed facility or upgrade that is proportional to the
Incremental Fixed Trunsmission-Auclion Revenye Rights that the Preceding |
Interconnection Customer agreed to exchange; and (c) the Office of the
Interconnection shall assign Incremental Eixed-Fransmisston-Auction Revenue |
Rights associated with the previously-constructed facility or upgrade to the
Current Interconnection Customer in accordance with the following:

(i) in the event that more than one Current Interconnection Customer is
contemporaneously eligible for a reallocation of Incremental Fixed
Transmission-Ayction Revepue Rights associated with a facility or upgrade,
the Office of the Interconnection shall use the procedures of Section 42.2 to
reallocate the Incremental Fixed-Fransmission-Auction Revenye Rights made
feasible by retirement of the Incremental Fixed-Transmissior-Augtion
Revepug Rights relinquished by the Preceding Interconnection Customer;

(ii) in all other instances, the Current Interconnection Customer shall be
entitled to assignment of either (A) the Incremental Eixed-Transmission
Augction Revenue Rights associated with the pertinent facility or upgrade
that the Preceding Interconnection Customer relinquished pursuant to this
section, or (B) any new Incremental Eixed-Tronsmisston-Auction Revenye
Rights that are made feasible by retirement of the Incremental Fixed
Transmissien-Auction Revenue Rights relinquished by the Preceding
Interconnection Customer, provided, however,

(iii) that if it is not feasible to assign Incremental Eixed Transmission
Auctjion Revenye Rights associated with the pertinent facility or upgrade to
the Current Interconnection Customer in proportion to such customer’s cost
responsibility for that facility or upgrade, then (A) the Current
Interconnection Customer’s cost responsibility for the pertinent facility or
upgrade shall be reduced to an amount proportional to the Incremental Eixed
Transmission-Auction Revenyg Rights that can be feasibly assigned to it,
and (B) the Preceding Interconnection Customer’s Incremental kixed
Transmission-Auclion Revenue Rights associated with the pertinent facility
or upgrade shall be reduced only by a quantity proportional to the Current
Interconnection Customer’s final cost responsibility. In the event of a
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reduction in the Current Interconnection Customer’s cost responsibility for a
previously-constructed facility or
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upgrade pursuant to this subparagraph (3)(c)iii), Transmission Provider
shall refund to the Current Interconnection Customer the difference
between the amount such customer paid pursuant to subsection (3)(b) of
this Section 42.3A and the amount of its final cost responsibility for the
pertinent facility or upgrade.

Upon completion of the reallocation process, Transmission Provider shall pay to
the Preceding Interconnection Customer an amount that is proportional to the
Current Interconnection Customer’s final cost responsibility for the pertinent
facility or upgrade and to the Incremental Fixed-Fransmission-Auclion Revenuc
Rights relinquished by the Preceding Interconnection Customer.

(4) The Office of the Interconnection shall specify deadlines for the procedural
steps in reallocating Incremental Kixed-Fransmission-Auction Revenue Rights |
pursuant to this section and shall complete the reallocation process before the
date of commencement of interconnection service for the Current
Interconnection Customer.
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424 Length of Incremental Fixed-Tranmission—Auction Revenue Rights:
Incremental Fixed-TransmisstonAuction Revenyue Rights received by an
Interconnection Customer pursuant to this section shall be effective for thirty (30)
years or the life of the facility or upgrade, whichever is less, subject to any
subsequent pro-rata reductions of allFixed Transmissien Auction Revenue -Rights
(including IncrementalFixed-Fransmission Auction Revenue Rights) in

accordance with Attachment K. Al any time during this thirty-vear period (or the
li [g of ;QQ E!__lgllllx or gg.mﬂg, whichever |§_|S.S_SL LD_JlﬂUﬁMflkl_ﬂ_m

Customer may return Incrcrmntal Fued—’l!mnsmm&en Auction Revepue Rights
that it no longer desires at any time, provided that the Office of the
Interconnection determines that it can simultaneously accommodate all remaining
outstanding Fixed-TFransmissienAuction Revenue Rights following the return of
suchFixed-Transmission Auction Revenue Rights. In the event an
Interconnection Customer returns Incremental Fixed-FransmissionAuction
Revenue Rights, the Interconnection Customer shall have no further rights
regarding such Incremental Fixed-Fransmission Auction Revenug Rights.

42,5 Rate-based Facilities: No Incremental Fixed-TransrissiorAuction Reveniie
Rights shall be received by an Interconnection Customer with respect to
transmission investment that is included in the rate base of a public utility and on
which a regulated return is earned.
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contractor orders and agreements entered into by the
Interconnected Transmission Owner to design, construct, install,
operate, maintain and own the TO Interconnection Facilities,
provided, however, that Interconnection Customer shall have the
right to choose to take delivery of any equipment ordered by the
Interconnected Transmission Owner for which Transmission
Provider otherwise would authorize cancellation of the purchase
order; or (b) remove any TO Interconnection Facilities built by the
Interconnected Transmission Owner or any TO Interconnection
Facilities built by the Interconnection Customer (but only after title
to the subiject facilities has been transferred to the Interconnected
Transmission Owner); or (c) partially or entirely complete the TO
Interconnection Facilities as necessary to preserve the integnity or
reliability of the Transmission System, provided that
Interconnection Customer shall be entitled to receive any
Incremental Fixed-Fransmission-Auction Revenue Rights I
associated with such facilities and upgrades as determined in
accordance with Section 42 of the Tariff; or (d) undo any of the
changes to the Transmission System that were made pursuant to
this Subpart C and the Construction Service Agreement. To the
extent that the Interconnection Customer has fully paid for
equipment that is unused upon cancellation or which is removed
pursuant to subsection (b) above, the Interconnection Customer
shall have the right to take back title to such equipment;
alternatively, in the event that the Interconnection Customer does
not wish to take back title, the Interconnected Transmission Owner
may elect to pay the Interconnection Customer a mutually agreed
amount to acquire and own such equipment.

94.3.2 Termination Upon Default: In the event that Interconnection Customer
exercises its right to terminate under Section 94.1.2, and notwithstanding
any other provision of this Subpart C, the Interconnection Customer shall
be liable for payment of the Interconnected Transmission Owner's Costs
incurred up to the date of Interconnection Customer’s notice of
termination pursuant to Section 94.1.2 and the costs of completion of
some or all of the TO Interconnection Facilities or specific unfinished
portions thereof, and/or removal of any or all of such facilities which have
been installed, to the extent that Transmission Provider determines such
completion or removal to be required for the Transmission Provider and/or
Interconnected Transmission Owner to perform their respective
obligations under Part IV of the Tariff, provided, however, that
Interconnection Customer’s payment of such costs shall be without
prejudice to any remedies that otherwise may be available to it under this
Subpart C for the Default of the Interconnected Transmission Owner.
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SCHEDULE 9
PJM Interconnection, L.L.C. Administrative Services

a) PJM Interconnection, L.L.C. is the Transmission Provider under this Tariff. It
also operates the PIM Interchange Energy Market as described in the Appendix to Attachment K
of this Tariff and provides various other services to market participants. The cost of operating
the PJM Interconnection, L.L.C., including principal and/or depreciation expense, interest
expense and financing costs, shall be recovered from users of the various PJM services under this
Schedule 9 and its subsidiary Schedules which correspond to categories of services (“Service
Categories”) provided by PJM. The charge in any month to any user of PIM's services under
this Schedule 9 is the sum of the charges under the following subsidiary Schedules of this
Schedule 9 to the extent determined to be applicable by the Transmission Provider to such user
in such month:

Schedule 9-1: “Control Area Administration Service”

Schedule 9-2: “Hixed-Finangjal Transmission Rights Administration
Service”

Schedule 9-3: “Market Support Service”

Schedule 9-4. “Regulation and Frequency Response Administration
Service”

Schedule 9-5: “Capacity Resource and Obligation Management Service”

b) The rates, terms, conditions, and applicability of these subsidiary services of this
Schedule 9 are set forth on the subsidiary Schedules of this Schedule 9.

c) This Schedule 9 also includes a subsidiary Schedule 9-6, "Management Services
Cost,” which shall govern the determination and allocation of certain overhead and
administrative costs among subsidiary Schedules 9-1 through 9-5.

d) Each of the subsidiary Schedules 9-1 through 9-5 of this Schedule 9 contains a
formula for determination of the rate or charge thereunder. The rates and charges for Schedule
9-1 shall be determined monthly based on the costs incurred in such month, pursuant to the
formulas set forth in such schedule. The rates and charges for Schedules 9-2 through 9-5 shall be
determined annually pursuant to the formulas in such schedules, effective January 1 of each
calendar year, based on PJM's Approved Budget applicable to such calendar year (subject to the
rate moderation plan prescribed by paragraph (i) below) and on projected billing determinants
forecasted in connection with such budget. The variance each month between the actual costs
incurred to provide the services under Schedules 9-2 through 9-5 in such month and the actual
revenues from Schedules 9-2 through 9-5 in such month shall be added to, or subtracted from,
the total amount to be recovered under Schedule 9-1 in the month immediately following the
month in which such variance occurred, pursuant to the formula set forth in Schedule 9-1;
provided, however, that this reconciliation of variances between actual costs and revenues shall
take into account the rate moderation plan prescribed by paragraph (i) below.
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SCHEDULE 9-2
Fixed-Finagcig] Transmission Rights Administration Service |

a) Fixed-Fipancigl Transmission Rights Administration Service comprises all of the l
activities of PJM associated with administering the Fixed—Financial Transmission Rights
(“FTRs™) provided for under Attachment K to this Tariff, including, but not limited to,
coordination of FTR bilateral trading, administration of FTR auctions, support of PIJM’s on-line,
Internet-based eFTR tool, and analyses to determine what total combination of FTRs can be
outstanding and accommodated by the PJM system at a given time. PIJM provides this service to
entities that hold FTRs.

b)  PIM will charge each user of Fixed-Financial Transmission Rights Administration I
Service each month a charge equal to the Fixed-Financial Transmission Rights Administration
Service Rate defined below times the quantity in megawatts of all FTRs held by such user in
each hour of such month, summed for each hour that such user holds FTRs during such month
during the time period such FTR is in effect.

c) The Fixed-Fipancial Transmission Rights Administration Service Rate shall be |
recalculated annually, effective January 1 each year, in accordance with the formula:

FTR Service Rate = Annual FTR Cost
Annual FTR Determinants

where:

“Annual FTR Cost” equals the sum of the FTR Cost Components A.1 + A2 + A3,
defined as follows:

“A.1” equals the sum of the products of: (i) the assignment percentage for each of the
Divisions associated with Fixed-Financial Transmission Rights Administration Service as |
shown on the PJM Assignment Matrix in this Schedule 9, times (ii) the dollar amount for
each such Division shown on the Approved Budget for the calendar year during which
the Fixed-Finapcia)l Transmission Rights Administration Service Rate shall be effective. |

“A.2" equals the Overhead Allocation to Fixed—Financial Transmission Rights |
Administration Service determined pursuant to Schedule 9-6.

“A.3” equals the assignment of Non-Divisional Costs to Eixed-Financial Transmission |
Rights Administration Service based on the Approved Budget for the calendar year for
which the Annual FTR Cost is being determined.
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and where

“Annual FTR Determinants” equals the projected total amount of Fixed—Einancial
Transmission Rights, in MWs, expected to be in effect each hour for all holders of Fixed
Financial Transmission Rights during the calendar year that the Eixed—Financia)
Transmission Rights Administration Service Rate shall be effective, summed for each
hour of such calendar year.
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50 Reconciliation Billing: For Network Load within the PIM Region, to the extent required,
the Transmission Provider will reconcile the Network Customer’s hourly energy
responsibilities as initially reported to Transmission Provider and its hourly energy
consumption based on, or estimated from, metered usage, and provide corresponding
charges and credits to Network Customer. Such reconciliation, if required, shall be made
at the same rates as Energy Imbalance Service.

76.0 Designation of party subject to reciprocal service obligation: The Network Customer I
shall comply with Section 6 of the Tariff.

78.0 Name(s) of any Intervening Systems providing transmission service: To the extentany |
Network Resources are located outside the PYM Region, the list of Network Resources

maintained by the Transmission Provider referenced in Section 3.2 of these
specifications, shall identify any intervening systems needed to deliver those Network
Resources to the Network Customer’s retail load.

§9.0 Charges: Service under this Service Agreement may be subject to some combination of |
the charges detailed below. (The appropriate charges for individual transactions will be
determined in accordance with the terms and conditions of the Tariff.)

98.1 Embedded Cost Transmission Charge: The embedded cost transmission charge |
shall be determined in accordance with the formula set forth in Section 34 of the
Tariff.

862 System Impact and Facilities Study Charges: To the extent Network Resources |
are located outside, or a new resource is added to, the PJM Region, a System
Impact Study and/or Facilities Study Agreement and related charges may be
required pursuant to Section 32 of the Tariff.
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98.3 Direct Assignment Facilities Charge: To the extent that facilities or portions of |
facilities must be constructed by a Transmission Owner for the sole use or benefit
of the Network Customer to accommodate the service requested by the Network
Customer, the Network Customer shall be responsible for the cost of such Direct
Assignment Facilities, and the charges for such facilities shall be specified at the
time that the Transmission Provider determines the facilities that are needed to
provide the requested service.

89.4  Ancillary Services Charge: In addition to Energy Imbalance Service, |
Transmission Provider shall bill the Network Customer for ancillary services in
accordance with Schedules 1, 1-A, 2, 3, 5, 6, and 9 of the Tariff. To the extent
required, the ancillary services charges shall also be reconciled based on any
differences between the Network Customer’s hourly energy responsibilities as
initially reported to Transmission Provider and its hourly energy consumption
based on, or estimated from, metered usage.

86.5 Other Supporting Facilities Charge: None. |

80.6 Losses: For Non-Zone Network Load, losses of 3 percent for on-peak hours and |
2.5 percent for off-peak hours shall be supplied as set forth in the Appendix to
Attachment K of the Tanff.

89.7 Other Charges: Transmission Provider shall charge Network Customer any and |
all other charges set forth in the Tariff applicable to providing Network
Integration Service.

109.0 Designated Agent: To the extent that a Designated Agent for one or more Network |
Customers provides to the Transmission Provider any of the information required by
these Specifications, it shall provide the information separately for each Network
Customer.
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ATTACHMENT K - APPENDIX

Preface. The provisions of the Appendix incorporate into the Tariff for ease of reference the
provisions of Schedule 1 of the Operating Agreement. Asa result, this Appendix will be
modified, subject to the approval of the Federal Energy Regulatory Commission, so that the
terms and conditions set forth herein remain consistent with the corresponding terms and
conditions of Schedule 1 of the Operating Agreement. All references in this Appendix to
“Agreement” or “Schedules™ are references to the Operating Agreement and the schedules
thereto unless otherwise noted. References to Schedule 1 are references to this Appendix.

1. MARKET OPERATIONS
1.1 Introduction.

This Schedule sets forth the scheduling, other procedures, and certain general provisions
applicable to the operation of the PJM Interchange Energy Market within the PJM Region. This
Schedule addresses each of the three time-frames pertinent 1o the daily operation of the PIM
Interchange Energy Market: Prescheduling, Scheduling, and Dispatch.

1.2  Cost-based Offers.

Unless and until the FERC shall authorize the use of market-based prices in the PIM
Interchange Energy Market, all offers for energy or other services to be sold on the PIM
Interchange Energy Market from generating resources located within the PJM Region shall not
exceed the variable cost of producing such energy or other service, as determined in accordance
with Schedule 2 to this Agreement and applicable regulatory standards, requirements and
determinations; provided that, a Market Seller may offer to the PIM Interchange Energy Market
the right to call on energy from a resource the output of which has been sold on a bilateral basis,
with the rate for such energy if called equal to the curtailment rate specified in the bilateral
contract.

1.3  Definitions.
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1.3.13_Day-ahead Energy Market.

“Day-ahead Energy Market” shall mean the schedule of commitments for the
purchase or sale of energy and payment of Transmission Congestion Charges developed by the
Office of the Interconnection as a result of the offers and specifications submitted in accordance
with Section 1.10 of this Schedule.

1.3.1CA Day-ahead Prices. |

“Day-ahead Prices” shall mean the Locational Marginal Prices resulting from the

Day-ahead Energy Market. |
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1.3.1BD Decrement Bid.

“Decrement Bid” shall mean a bid to purchase energy at a specified location in the
Day-ahead Energy Market. An accepted Decrement Bid results in scheduled load at the specified
location in the Day-ahead Energy Market.

1.3.1CGE Dispatch Rate.

“Dispatch Rate” shall mean the control signal, expressed in dollars per megawatt-
hour, calculated and transmitted continuously and dynamically to direct the output level of all
generation resources dispatched by the Office of the Interconnection in accordance with the
Offer Data.

1.3.2 Equivalent Load.

“Equivalent Load” shall mean the sum of a Market Participant’s net system
requirements to serve its customer load in the PJM Region, if any, plus its net bilateral
transactions.

1.3.3 External Market Buyer.

“External Market Buyer” shall mean a Market Buyer making purchases of energy
from the PYM Interchange Energy Market for consumption by end-users outside the PJM Region,
or for load in the PJM Region that is not served by Network Transmission Service.

1.3.4 External Resource.

“External Resource” shall mean a generation resource located outside the metered
boundaries of the PJM Control Area and PJM West Region.

1.3.5 Kixed-¥ipagcial Transmission Right.

“Rixed-Fingocial Transmission Right” or "FIR™ shall mean a right to receive
Transmission Congestion Credits as specified in Section 5.2.2 of this Schedule.

1.3.6 Generating Market Buyer.

“Generating Market Buyer” shall mean an Internal Market Buyer that is a Load
Serving Entity that owns or has contractual rights to the output of generation resources capable
of serving the Market Buyer's load in the PJM Control Area or PJM West Region, or of selling
energy or related services in the PJIM Interchange Energy Market or elsewhere.
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1.3.7 Generator Forced Outage.

“Generator Forced Qutage” shall mean an immediate reduction in output or
capacity or removal from service, in whole or in part, of a generating unit by reason of an
Emergency or threatened Emergency, unanticipated failure, or other cause beyond the control of
the owner or operator of the facility, as specified in the relevant portions of the PJM Manuals. A
reduction in output or removal from service of a generating unit in response to changes in market
conditions shall not constitute a Generator Forced Outage.
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1.3.33 Spot Market Energy.

“Spot Market Energy” shall mean energy bought or sold by Market Participants
through the PIM Interchange Energy Market at Locational Marginal Prices determined as
specified in Section 2 of this Schedule.

1.3.33A State Estimator.

“State Estimator” shall mean the computer model of power flows specified in
Section 2.3 of this Schedule.

1.3.33B Station Power.

“Station Power” shall mean energy used for operating the electric equipment on
the site of a generation facility located in the PIM Control Area or for the heating, lighting, air-
conditioning and office equipment needs of buildings on the site of such a generation facility that
are used in the operation, maintenance, or repair of the facility. Station Power does not include
any energy used to power synchronous condensers, used for pumping at a pumped storage
facility, or used in association with restoration or black start service.

1.3.34 Transmission Congestion Charge.

“Transmission Congestion Charge” shall mean a charge attributable to the
increased cost of energy delivered at a given load bus when the transmission system serving that
Joad bus is operating under constrained conditions, which shall be calculated and allocated as
specified in Section 5.1 of this Schedule.

1.3.35 Transmission Congestion Credit.

“Transmission Congestion Credit” shall mean the allocated share of total
Transmission Congestion Charges credited to each holder of Fixed-Finangiat Transmission |
Rights, calculated and allocated as specified in Section 5.2 of this Schedule.

1.3.36 Transmission Customer.

“Transmission Customer” shall mean an entity using Point-to-Point Transmission
Service.

1.3.37 Transmission Forced Outage.

“Transmission Forced Outage” shall mean an immediate removal from service of
a transmission facility by reason of an Emergency or threatened Emergency, unanticipated
failure, or other cause beyond the control of the owner or operator of the transmission facility, as
specified in the relevant portions of the PIM Manuals. A removal from service of a transmission
facility at the request of the Office of the Interconnection to improve transmission capability
shall not constitute a Forced Transmission Outage.
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1.3.37A Transmission Loading Relief.

“Transmission Loading Relief” shall mean NERC's procedures for prevgnting
operating security limit violations, as implemented by PIM as the security coordinator
responsible for maintaining transmission security for the PJM Region.
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(b)  During the Operating Day, the calculation set forth in (a) shall be performed every
five minutes, using the Office of the Interconnection’s Locational Marginal Price program,
producing a set of Real-time Prices based on system conditions during the preceding interval.
The prices produced at five-minute intervals during an hour will be integrated to determine the
Real-time Prices for that hour.

2.6 Calculation of Day-ahead Prices.

For the Day-ahead Energy Market, day-ahead Locational Marginal Prices shall be
determined on the basis of the least-cost, security-constrained dispatch, model flows and system
conditions resulting from the load specifications, offers for generation, dispatchable load, Increment
Bids, Decrement Bids, and bilateral transactions submitted to the Office of the Interconnection and
scheduled in the Day-ahead Energy Market. Such prices shall be determined in accordance with the
provisions of this Section applicable to the Day-ahead Energy Market and shall be the basis for
purchases and sales of energy and Transmission Congestion Charges resulting from the Day-ahead
Energy Market. This calculation shail be made for each hour in the Day-ahead Energy Market by
applying a linear optimization method to minimize energy costs, given scheduled system conditions,
scheduled transmission outages, and any transmission limitations that may exist. In performing this
calculation, the Office of the Interconnection shall calculate the cost of serving an increment of load
at each bus from each resource associated with an eligible energy offer as the sum of: (1) the price
at which the Market Seller has offered to supply an additional increment of energy from the
resource, and (2) the effect on transmission congestion costs (whether positive or negative)
associated with increasing the output of the resource, based on the effect of increased generation
from that resource on transmission line loadings. The energy offer or offers that can serve an
increment of load at a bus at the lowest cost, calculated in this manner, shall determine the Day-
ahead Price at that bus.

2.7 Performance Evaluation,

The Office of the Interconmection shall undertake an evaluation of the foregoing
procedures for the determination of Locational Marginal Prices, as well as the procedures for
determining and allocating Fixed-Financial Transmission Rights and associated Transmission [
Congestion Charges and Credits, not less often than every two years, in accordance with the PIM
Manuals. To the extent practical, the Office of the Interconnection shall retain all data needed to
perform comparisons and other analyses of locational marginal pricing. The Office of the
Interconnection shall report the results of its evaluation to the Market Participants, along with its
recommendations, if any, for changes in the procedures.

3. ACCOUNTING AND BILLING

31 Introduction.

This schedule sets forth the accounting and billing principles and procedures for the
purchase and sale of services on the PJM Interchange Energy Market and for the operation of the
PIM Region.
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(b)  The Transmission Congestion Charge shall be the total amount of energy
specified in such energy schedules multiplied by the difference between a Locational Marginal
Price calculated by the Office of the Interconnection for the energy schedule source location
specified in the NERC Interchange Distribution Calculator and a Locational Marginal Price
calculated by the Office of the Interconnection for the energy schedule sink location specified in
the NERC Interchange Distribution Calculator. Transmission Congestion Charges that are less
than zero shall be set equal to zero for Transmission Loading Relief Customers.

(c) The Office of the Interconnection will determine the Locational Marginal
Prices at the energy schedule source and sink locations extemal to PIM with reference to and
based solely on the prices of energy in the PJM Region and at the interface buses between
adjacent Control Areas and the PJM Region and the system conditions and actual power flow
distributions as described by the PJM State Estimator program. The Office of the
Interconnection will determine the Locational Marginal Prices at the external energy schedule
source and sink locations and the resulting Congestion Charge based on the portion of the energy
schedule that flows through the PJM Region as reflected by the flow distributions from the PJM
State Estimator Program.

5.1.7 Total Transmission Congestion Charges.

The total Transmission Congestion Charges collected by the Office of the
Interconnection each hour will be the aggregate net amounts determined as specified in this
Schedule. The Office of the Interconnection shall collect Transmission Congestion Charges for
each hour the transmission system operates under constrained conditions.

5.2  Transmission Congestion Credit Calculation.
5.2.1 Eligibility.

(a) Except as provided in Section 5.2.1(b), each holder of a Fixed-Financial [
Transmission Right shall receive as a Transmission Congestion Credit a proportional share of the
total Transmission Congestion Charges collected for each constrained hour.

(b) If a holder of a Fixed—Financial Transmission Right between specified
delivery and receipt buses acquired the Kixed-Fipancial Transmission Right in a Faed-Financial
Transmission Rights Auction (the procedures for which are set forth in Part 7 of this Schedule 1)
and (i) had an Increment Bid and/or Decrement Bid that was accepted by the Office of the
Interconnection for an applicable hour in the Day-ahead Energy Market for delivery or receipt at
or near delivery or receipt buses of the Fixed-Financial Transmission Right; and (ii) the result of |
the acceptance of such Increment Bid or Decrement Bid is that the difference in locational
marginal prices in the Day-ahead Energy Market between such delivery and receipt buses is
greater than the difference in locational marginal prices between such delivery and receipt buses
in the Real-time Energy Market, then the Market Participant shall not receive any Transmission
Congestion Credit, associated with such Fixed-Fingncial Transmission Right in such hour, in |
excess of one divided by the number of hours in the applicable month multiplied by the amount
that the Market Participant paid for the Fixed—Financial Transmission Right in the Fixed
Fipancigl Transmission Rights Auction.

Issued By:  Craig Glazer Effective: Fransmission-Service-Date March 12, 2003 |
Vice President, Governmental Affairs
Issued On:  December10-2002 Japuary 10, 2003 [



Unofficial FERC-Generated PDF of 20030115-0003 Received by FERC OSEC 01/10/2003 in Docket#: ER03-406-000

PIM Interconnection, L.L.C. Second-Third Revised Sheet No. 259
FERC Electric Tanff Superceding First-Sccond Revised Sheet No. 259
Fifth Revised Volume No. 1

(c) For purposes of Section 5.2.1(b) a bus shall be considered at or near the
Fixed-Fipancjgal Transmission Right delivery or receipt bus if seventy-five percent or more of the |
energy injected or withdrawn at that bus and which is withdrawn or injected at any other bus is
reflected in the constrained path between the subject Fixed—Finangjal Transmission Right
delivery and receipt buses that were acquired in the Kixed—Financial Transmission Rights
Auction.

5.2.2 FKixed-Fingncial Transmission Rights

(a) Transmission Congestion Credits will be calculated based upon the Kixed
Fingncial Transmission Rights held at the time of the constrained hour. -Except as provided in
puragraph (e) below, Fixed-Financiul Transmission Rights shub—be—made—o—each—DNetwork

- - Y
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(d) A Fixed—Fipgncial Transmission Right, or the right to Transmission
Congestion Credits attributable 1o a Fixed—Finunciz) Transmission Right, may be sold or
otherwise transferred by agreement, subject to compliance with such procedures as may be
established by the Office of the Interconnection for verification of the rights of the purchaser or
transferee.
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5.2.3 Target Allocation fer—Network—Serviee—Usersof _Transmijssion
C tion Credits.
A target allocation of Transmission Congestion Credits for each Network-Sesvice

Hser-enlity holding a Financial Transmission Right shall be determined for each efts-Financial
Fﬁed-Transrmsswn nghts Each Fﬁed—Emgncml Transmlssxon nght shall be multlphed by the

target a]locatlon for eueh—Network Servxce Umr;&gggw for each hour is
shall be the sum of the tetat-target allocations fer-eaeh-associated with all of the Network Service

User>s’ or Transmission Customers’ Fipancial Fixed-Transmission Rights.
5.2.4 Target-AllocationforotherHeolders:[Reserved]

5.2.5 Calculation of Transmission Congestion Credits.

(a)  The total of all the target allocations determined as specified above shall
be compared to the total Transmission Congestion Charges in each hour resulting from both the
Day-ahead Energy Market and the Real-time Energy Market. If the total of the target allocations
is less than the total of the Transmlssmn Congestnon Charges the Transmxssnon Congestlon
Credit for each Ne : ; A 2
be equal to its target al]ocatton All remaining Transmtssnon Congestton Charges shall be
distributed as described below in Section 5.2.6 “Distribution of Excess Congestion Charges.”

(b) If the total of the target allocations is greater than the total Transmission
Congestion Charges for the hour resulting from both the Day-ahead Energy Market and the Real-
time Energy Market, each holder of Kixed-Fipancial Transmission Rights shall be assigned a |
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share of the total Transmlssmn Congestlon Chargcs m propomon to ns targct allocatlons _f_Q_[

5.2.6 Distribution of Excess Congestion Charges.

(a) Excess Transmission Congestion Charges accumulated in a month shall be
distributed to each holder of Fixed-Fipancial Transmission Rights in proportion to, but not more ]
than, any deficiency in the share of Transmission Congestion Charges received by the holder
during that month as compared to its total target allocations for the month.
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(b) After the excess Transmission Congestion Charge distribution described in
Section 5.2.6(a) is performed, any excess Transmission Congestion Charges remaining at the end
of a month shall be distributed to each holder of Fixed-Financjal Transmission Charges received [
by the holder during the current calendar year, including previously distributed excess
Transmission Congestion Charges, as compared to its total target allocation for the calendar year.

() Any excess Transmission Congestion Charges remaining at the end of a

calendar year shall be distributed to_ggch holder of Auction Revenug Rights in proportion to, but
pot_more _than, agy Auction Revenue Right deficiencies for that calendar year. _Afler Auction
Right defli¢iencies gre satisfied, any yemaining excg mission_Congestion

Ar: i istri Network Service Users and Transmission Customers purchasing

Firm Point-to-Point Transmission Service in proportion to their Demand Charges for Network
Service and their charges for Reserved Capacity for Firm Point-to-Point Transmission Service.

5.3  Unscheduled Transmission Service (Loop Flow).

(@)  When there are agreements between the Members (or the Office of the
Interconnection on behalf of the Members) and others for compensation to be paid or received
for unscheduled transmission service (loop flow) into or out of the PJM Region, the net
compensation received shall be included in the total Transmission Congestion Charges that are
distributed in accordance with Section 5.2.

(b)  With respect 10 payments by the Office of Interconnection to the New
York Power Pool for the installation and operation of phase angle regulating facilities at Ramapo
to control or limit unscheduled transmission service (loop flow), each East Transmission Owner
with revenue requirements under the PJM Tariff shall pay a share of the charges on a
transmission revenue requirements ratio share basis.

6. “MUST-RUN” FOR RELIABILITY GENERATION
6.1 Introduction.

The following procedures shall apply to any generation resource subject to the dispatch
of the Office of the Interconnection that (a) is a generation resource for which construction
commenced before July 9, 1996, and (b) as a result of transmission constraints, the Office of the
Interconnection determines, in the exercise of Good Utility Practice, must be run in order to
maintain the reliability of service in the PJM Region. The provisions of this Schedule shall
otherwise apply to the scheduling, dispatch, operation and accounting treatment of such
resources, to the extent not inconsistent with the provisions of this Section 6.

6.2 Identification of Facility Outages.

Not later than one hour prior to the deadline specified in Section 1.10.1 of this Schedule,
the Office of the Interconnection shall identify on the PJM Open Access Same-Time Information
System any facility outage or other system condition which it has determined may give rise to a
transmission constraint that may require, in order to maintain system reliability, the dispatch of
one or more generation resources that otherwise would not be dispatched based on the merits of
their offers to the PJM Interchange Energy Market.
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7. FIXED-FINANCIAL TRANSMISSION RIGHTS AUCTIONS
71  Auctions of Kixed-Financigl Transmission Rights.

~ Pperiodic auctions to allow Market Participants to acquire or sell
Fixed-Fingncigl Transmission Rights shall be conducted by the Office of the Interconnection in
accordance with the provisions of this Section.

7.1.1 Auction Period and Scope of Auctions.

The periodg covered by an-auctiong shall be; -vear peri oj
i al ayction apgd (2) the one-month period aext-following the
With . f FTR

. P m
uction, the Office of the Interconngction sha

after
date that the monthly auction is conducted.
2 3 (| a 3 1 h .-

on 5.2.2 (¢) of this Sc

i [ _TOU siviife 1
5 percent of the gapabil d. In the monthly auction, Fhe Office of the
Interconnection shall offer for sale + any remaining Fixed-Fipancial Transmission
Rights capability for the month after taking into account all of the Fixed-Financigl Transmission
Rights already outstanding at the time of the auction. In addition, any holder of a Kixed
Financial Transmission Right for the period covered by an auction may offer such Fixed
Financial Transmission Right for sale in such auction. Qn-Peak, off-peak and 24-hour FIRs will

A ored o, ) ~ 2 H

nd monthly g o1 FTRs will be O ed g nanciy NS on

abilitv offered i

DE_O1 1))

RIZN _!_ g
of_a4-sapurate-nuctionfor-on-peakFixed Transmission-Rights-und-t-separate-aucHontor-onpeak
Fixed-Trunstission-Rights—Market Participants may bid for and acquire any number of Fixed

i jal Transmission Rights, provided that all Fixed-Figgncial Transmission Rights awarded
are simultaneously feasible with each other and with all Fixed-Financial Transmission Rights
outstanding at the time of the auction and not sold into the auction. If-
chedule an TR i ath in the Annu; R_Auction- gcg ;

! 1 1
(Eastern Prevailing Time), Monthly, ¥ anciyl Transmission Rights auctions shall be held
menthly. The bid and offer period shall open at 12:00 midnight (Eastern Prevailing Time) on the
fifieenth-(-5¢h)-_thineenth (13th) business day precegding the month for which Fixed-Fipgncigl
Transmission Rights are being auctioned and shall close at 42:00-midaight-_5:00 PM _(Easte
Prevailing Time) on the tenth (10th) business day preceding the month for which Fixed-Financis
Transmission Rights are being auctioned.
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7.1.3 Duration of Kixed-Fipgncial Transmission Rights.

Each Fixed—Fjpancial Transmission Right acquired in a Fixed—Financigl
Transmission Rights auction shall entitle the holder to credits of Transmission Congestion
Charges for the ene-menth-period that was specificd jn the comesponding auctionfer-which-the
Fixed T ission Rig) orod.

7.2  Fixed-Finungig! Transmission Rights Characteristics.
7.2.1 Reconflguration of Fixed-Financigl Transmission Rights.

Through an appropriate linear programming model, the Office of the
Interconnection shal! reconfigure the Fixed-Financial Transmission Rights offered or otherwise
available for sale in any auction to maximize the value to the bidders of the Fixed-Financigl
Transmission Rights sold, provided that any Fixed-Fingncial Transmission Rights acquired at
auction shall be simultaneously feasible in combination with those Fixed-Financig] Transmission
Rights outstanding at the time of the auction and not sold in the auction. The linear
programming model shall, while respecting transmission constraints and the maximum MW
quantities of the bids and offers, select the set of simultaneously feasible Fixed—Financial |
Transmission Rights with the highest net total auction value as determined by the bids of buyers
and taking into account the reservation prices of the sellers.

L Effectivg; Margh 12, 2003
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7.2.2 Specified-Buses Receipt and Delivery Points.

on bids for gnpua

1 ES §1§ NG IO me 3

its FTR business manual, Auction bids for monthly Fixed-Financial Transmission Rights may
specify any combination of receipt and delivery buses represented in the State Estimator model
for which the Office of the Interconnection calculates and posts Locational Marginal Prices.
Auction bids may specify receipt and delivery points from locations outside of the PJIM Region
to locations inside such area, from locations within the PIM Region to locations outside such

area, or to and from locations within the area comprised of the PIM Region.

7.2.3 Transmission Congestion Charges.

Fixed-Finangijal Transmission Rights—whetheruequired-at-uustion-or-otherwise; |
shall entitle holders thereof to credits only for Transmission Congestion Charges, and shall not

confer a right to credits for payments arising from or relating to transmission congestion made to
any entity other than the Office of the Interconnection.

73 Auction Procedures.
7.3.1 Role of the Office of the Interconnection.

Fixed Financjyl Transmission Rights auctions shall be conducted by the Office of |
the Interconnection in accordance with standards and procedures set forth in the PJM Manuals,
such standards and procedures to be consistent with the requirements of this Schedule.

7.3.2 Notice of Offer.

A holder of a Fixed-Fipancigl Transmission Right wishing to offer the Fixed
Finangial Transmission Right for sale shall notify the Office of the Interconnection of any Fixed
Financial Transmission Rights to be offered. Each Eixed-Finangjal Transmission Rights sold in
an auction shall, at the end of the period for which the Fixed-Financjal Transmission Rights were
auctioned, revert to the offering holder or the entity to which the offering holder has transferred
such Eixed—Figancial Transmission Right, subject to the term of the Eixed—Financial
Transmission Right itself and to the right of such holder or transferee to offer the Fixed-Financial
Transmission Right in the next or any subsequent auction during the term of the Fixed-Financijal
Transmission Right.

P
k2

7.3.3 Pending Applications for Firm Service.

. (a) Prior—to—the-start—of—each—aue of bidding ¢
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(b) Fixed—Financial Transmission Rights may be assigned to entities
requesting Network Transmission Service or Firm Point-to-Point Transmission Service pursyant
10 Scetion 5,2.2 (), only if such Fixed-Financial Transmission Rights are simultaneously feasible
with all outstanding Kixed—Fingncial Transmission Rights, including Fixed—Finangial
Transmission Rights effective for the then-current auction period. If an assignment of Fixed
Einancial_Transmission Rights pursuant to a pending application for Network Transmission
Service or Firm Point-to-Point Transmission Service cannot be completed prior to an auction,
Eixed—Fingncial Transmission Rights attributable to such transmission service shall not be
assigned for the then-current auction period. If a Fixed-Fina n¢iyl Transmission Right cannot be
assigned for this reason, the applicant may withdraw its application, or request that the Fixed
Fingneial Transmission Right be assigned effective with the start of the next auction period.

7.3.4 On-Peak, and-Off-Peak gnd 24-Hoyr Periods.

Rs_will be ofjered

cover the periods from 7:00 am. up to the hour ending at 11:00 p.m. on Mondays through
Fridays, except holidays as defined in the PJM Manuals. Off-Peak Fixed-Fingngial Transmission |
Rights shall cover the periods from 11:00 p.m. up to the hour ending 7:00 a.m. on Mondays
through Fridays and all hours on Saturdays, Sundays, and holidays as defined in the PIM

Manuals. _24-] { shall cover the period from hour cnding a.n )
endipg 12:00 mignight on all days, Fach bid shall specify whether it is for an on-peak-es, off-

7.3.5 Offers and Bids.

(a) Offers to sell and bids to purchase Fixed-Financigl Transmission Rights [
shall be submitted during the period set forth in Section 7.1.2, and shall be in the form specified
by the Office of the Interconnection in accordance with the requirements set forth below.

(b)  Offers to sell shall identify the specific Fixed—Financiyl Transmission |
Right, by megawatt quantity and receipt and delivery points, offered for sale. An offer to sell a
specified megawatt quantity of Fixed-Financial Transmission Rights shall constitute an offer to
sell a quantity of Fixed—Financjgl Transmission Rights equal to or less than the specified
quantity. An offer to sell may not specify a minimum quantity being offered. Each offer may
specify a reservation price, below which the offeror does not wish to sell the Fixed-Finagcial
Transmission Right. Offers submitted by entities holding rights to Eixed-Fipancial Transmission
Riglts H :-"—. Bt HttH B . +HERAE A BORRE :' -‘ H ~ ':" 7 P 8

o

< iee—shall be subject to such
reasonable standards for the verification of the rights of the offeror as may be established by the
Office of the Interconnection. Offers shall be subject to such reasonable standards for the
creditworthiness of the offeror or for the posting of security for performance as the Office of the
Interconnection shall establish.

(c) Bids to purchase shall specify the megawatt quantity, price per megawatt,

and receipt and delivery points of the Fixed-Financia] Transmission Right that the bidder wishes
to purchase. A bid to purchase a specified megawatt quantity of Fixed-Financiul Transmission
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Rights shall constitute a bid to purchase a quantity of Fi*ed—ﬂmMTransmissjop Rights cqgal |
to or less than the specified quantity. A bid to purchase may not specify a minimum quantity
that the bidder
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wishes to purchase. A bid may specify as—receipt er-and delivery points any-bus-in gccordance
X . coos_whichthe OFFf £ hol ) eul 1 oosts ] »

with Section 7,22

7 1oes—+ 2 and may include Fxed-Fipgocial
Transmission Rights for which the associated Transmission Congestion Credits may have
negative values. Bids shall be subject to such reasonable standards for the creditworthiness of
the bidder or for the posting of security for performance as the Office of the Interconnection shall
establish.

(d)  Bids and offers shall be specified to the nearest tenth of a megawatt and
shall be greater than zero.

7.3.6 Determination of Winning Bids and Clearing Price.

(a) At the close of the-gach bidding period-each-month, the Office of the
Interconnection will create a base Fixed-Finangjal Transmission Rights power flow model that
includes all outstanding Fixed—FEjnancial Transmission Rights that have been approved and
confirmed for any portion of the month for which the auction was conducted and that were not
offered for sale in the auction. The base Fixed-Financial Transmission Rights model also will |
include estimated uncompensated parallel flows into each interface point of the PJM Control
Area and estimated scheduled transmission outages.

(b) In accordance with the requirements of Section 7.4.3 of this Schedule and l
subject to all applicable transmission constraints and reliability requirements, the Office of the
Interconnection shall determine the simultaneous feasibility of all outstanding Eieed-Fingncial
Transmission Rights not offered for sale in the auction and of all Fixed-Fipancial Transmission
Rights that could be awarded in the auction for which bids were submitted. The winning bids
shall be determined from an appropriate linear programming model that, while respecting
transmission constraints and the maximum MW quantities of the bids and offers, selects the set
of simultaneously feasible Fixed-Financial Transmission Rights with the highest net total auction |
value as determined by the bids of buyers and taking into account the reservation prices of the
sellers. In the event that there are two or more identical bids for the selected FEixed-Financial
Transmission Rights and there are insufficient Fixed—Fingncigl Transmission Rights to
accommodate all of the identical bids, then each such bidder will receive a pro rata share of the

Fixed-Finypcigl Transmission Rights that can be awarded.

()  Fixed-Fipancial Transmission Rights shall be sold at the market-clearing
price for Fixed-Fipancial Transmission Rights between specified pairs of receipt and delivery
points, as determined by the bid value of the marginal Fixed-Fipancial Transmission Right that
could not be awarded because it would not be simultaneously feasible. The linear programming
model shall determine the clearing prices of all Fixed-Financigl Transmission Rights paths based
on the bid value of the marginal Kired-Fipancjal Transmission Rights, which are those kixed
Financial Transmission Rights with the highest bid values that could not be awarded fully
because they were not simultaneously feasible, and based on the flow sensitivities of each Fixed
Financial Transmission Rights path relative to the marginal Fixed-Financial Transmission Rights
paths flow sensitivities on the binding transmission constraints.
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7.3.7 Announcement of Winners and Prices.

Within two (2) business days after the close of an monthly auction—_or
annual guction round, the Office of the Interconnection shall post the winning bidders, the
megawalt quantity, and the receipt and delivery points for each Fixed—Einancigl
Transmission Right awarded in the auction and the price at which each Fixed-Finapcial
Transmission Right was awarded. 5-6f - i ¢ i 2

—_The Office of the Interconnection shall not disclose the price
specified in any bid to purchase or the reservation price specified in any offer to sell.

7.3.8 Auction Settlements.

All buyers and sellers of Fixed-Financiyl Transmission Rights between the |
same points of receipt and delivery shall pay or be paid the market-clearing price, as
determined in the auction, for such Fixed-Financia] Transmission Rights.

7.439 Allocation of Auction Revenues.

741 Eligibility

() Ad-annual and monthly auction revenues, net of payments to entities
selling Fixed-Financjal Transmission Rights into the auction, shall be allocated among
holg [ on Revenue Rigl ) . _ L.
Owsaers-in proportion to, by more than, the Target A jonof A
Rights Credits for the holder, their-respests —r :

ST [
H [ e
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7.48 Simultaneous Feasibility:

The Office of the Interconnection shall make the simultaneous feasibility
determinations specified herein using appropriate powerflow models of contingency-
constrained dispatch. Such determinations shall take into account outages of both
individual generation units and transmission facilities and shall be based on reasonable
assumptions about the configuration and availability of transmission capability during the
period covered by the auction that are not inconsistent with the determination of the
deliverability of Capacity Resources under the Reliability Assurance Agreement or the
deliverability of Available Capacity Resources under the Reliability Assurance Agreement-
West. The goal of the simultaneous feasibility determination shall be to ensure that there
are sufficient revenues from Transmission Congestion Charges to satisfy all Fixed
Fingncial Transmission Rights obligations for the auction period under expected conditions

¢ i o
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SCHEDULE 1

PJM INTERCHANGE ENERGY MARKET

1. MARKET OPERATIONS
1.1 Introduction.

This Schedule sets forth the scheduling, other procedures, and certain general provisions
applicable to the operation of the PIM Interchange Energy Market within the PJM Region. This
Schedule addresses each of the three time-frames pertinent to the daily operation of the PIM
Interchange Energy Market: Prescheduling, Scheduling, and Dispatch.

12 Cost-based Offers.

Unless and until the FERC shall authorize the use of market-based prices in the PIM
Interchange Energy Market, all offers for energy or other services to be sold on the PIM
Interchange Energy Market from generating resources located within the PJM Region shall not
exceed the variable cost of producing such energy or other service, as determined in accordance
with Schedule 2 to this Agreement and applicable regulatory standards, requirements and
determinations; provided that, a Market Seller may offer to the PIM Interchange Energy Market the
right to call on energy from a resource the output of which has been sold on a bilateral basis, with
the rate for such energy if called equal to the curtailment rate specified in the bilateral contract.

1.3  Definitions.
13.1 Auction Revenue Rights.

“Auction Revenue Rights” shall mean the right to receive the revenue from the
Financial Transmission Right auction, as further described in Section 7.4 of this Schedule.

1.3.1A Auction Revenue Rights Credits.

“«Auction Revenue Rights Credits” shall mean the allocated share of total FTR
auction revenues or costs credited to each holder of Auction Revenue Rights, calculated and

allocated as specified in Section 7.4.3 of this Schedule.
1.3.1B Day-ahead Energy Market.

“Day-ahead Energy Market” shall mean the schedule of commitments for the

purchase or sale of energy and payment of Transmission Congestion Charges developed by the
Office of the Interconnection as a result of the offers and specifications submitted in accordance

with Section 1.10 of this Schedule.
1.3.1C Day-ahead Prices.

“Day-ahead Prices” shall mean the Locational Marginal Prices resuiting from the
Day-ahead Energy Market.
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1.3.1D Decrement Bid.

“Decrement Bid” shall mean a bid to purchase energy at a specified location in the
Day-ahead Energy Market. An accepted Decrement Bid results in scheduled load at the specified
location in the Day-ahead Energy Market.

1.3.1E Dispatch Rate.

“Dispatch Rate” shall mean the control signal, expressed in dollars per
megawatt-hour, calculated and transmitted continuously and dynamically to direct the output level
of all generation resources dispatched by the Office of the Interconnection in accordance with the
Offer Data.
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132 Equivalent Load.

“Equivalent Load” shall mean the sum of a Market Participant’s net system
requirements to serve its customer load in the PJM Region, if any, plus its net bilateral transactions.

13.3 External Market Buyer.

“External Market Buyer” shall mean a Market Buyer making purchases of energy
from the PJM Interchange Energy Market for consumption by end-users outside the PIM Region, or
for load in the PJM Region that is not served by Network Transmission Service.

1.3.4 External Resource.

"Extemnal Resource” shall mean a generation resource located outside the metered
boundaries of the PJM Region.

1.3.5 Financial Transmission Right.

“Financial Transmission Right” or “FIR” shall mean a right to receive
Transmission Congestion Credits as specified in Section 5.2.2 of this Schedule.

1.3.5A Financial Transmission Right Obligation.

“Financial Transmission Right Obligation™ shall mean a right to receive
Transmission Congestion Credits as specified in Section 5.2.2(b) of this Schedule.

1.3.5B Financial Transmission Right Option.

“Financial Transmission Right Option” shall mean a right to receive Transmission
Congestion Credits as specified in Section 5.2.2(c) of this Schedule.

13.6 Generating Market Buyer.

“Generating Market Buyer” shall mean an Intermal Market Buyer that is a Load
Serving Entity that owns or has contractual rights to the output of generation resources capable of
serving the Market Buyer’s load in the PJM Region, or of selling energy or related services in the
PJM Interchange Energy Market or elsewhere.

1.3.7 Generator Forced Outage.

“Generator Forced Outage™ shall mean an immediate reduction in output or capacity
or removal from service, in whole or in part, of a generating unit by reason of an Emergency or
threatened Emergency, unanticipated failure, or other cause beyond the control of the owner or
operator of the facility, as specified in the relevant portions of the PJM Manuals. A reduction in
output or removal from service of a generating unit in response to changes in market conditions
shall not constitute a Generator Forced Outage.

1.3.8 Generator Maintenance Qutage.

“Generator Maintenance Qutage” shall mean the scheduled removal from service, in
whole or in part, of a generating unit in order to perform necessary repairs on specific components
of the facility, if removal of the facility meets the guidelines specified in the PJM Manuals.
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13.9 Generator Planned Outage.

“Generator Planned Outage™ shall mean the scheduled removal from service, in
whole or in part, of a generating unit for inspection, maintenance or repair with the approval of the
Office of the Interconnection in accordance with the PJM Manuals,
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1.3.30 Ramping Capability.

“Ramping Capability” shall mean the sustained rate of change of generator output,
in megawatts per minute.

1.3.30A Real-time Prices.

“Real-time Prices” shall mean the Locational Marginal Prices resulting from the
Office of the Interconnection’s dispatch of the PIM Interchange Energy Market in the Operating
Day.

1.3.30B Real-time Energy Market.

“Real-time Energy Market” shall mean the purchase or sale of energy and payment
of Transmission Congestion Charges for quantity deviations from the Day-ahead Energy Market in
the Operating Day.

1.3.31 Regulation.

“Regulation” shall mean the capability of a specific generating unit with appropriate
telecommunications, control and response capability to increase or decrease its output in response
to a regulating control signal, in accordance with the specifications in the PJM Manuals.

1.3.32 Spot Market Backup.

“Spot Market Backup™ shall mean the purchase of energy from, or the delivery of
energy to, the PJM Interchange Energy Market in quantities sufficient to complete the delivery or
receipt obligations of a bilateral contract that has been curtailed or interrupted for any reason.

1.3.33 Spot Market Energy.

“Spot Market Energy” shall mean energy bought or sold by Market Participants
through the PJM Interchange Energy Market at Locational Marginal Prices determined as specified
in Section 2 of this Schedule.

1.3.33A State Estimator.

«Qrate Estimator” shall mean the computer model of power flows specified in
Section 2.3 of this Schedule.

1.3.33B Station Power.

“Station Power” shall mean energy used for operating the electric equipment on the
site of a generation facility located in the PIM Control Area or for the heating, lighting, air-
conditioning and office equipment needs of buildings on the site of such a generation facility that
are used in the operation, maintenance, or repair of the facility. Station Power does not include any
energy used to power synchronous condensers, used for pumping at a pumped storage facility, or
used in association with restoration or black start service.

1.3.33C Target Allocation.

Shall mean the allocation of Transmission Congestion Credits as set forth in
Section 5.2.3 of this Schedule or the allocation of Auction Revenue Rights Credits as set forth in
Section 7.4.3 of this Schedule.
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1.3.34 Transmission Congestion Charge.

“Transmission Congestion Charge” shall mean a charge attributable to the
increased cost of energy delivered at a given load bus when the transmission system serving that
load bus is operating under constrained conditions, which shall be calculated and allocated as
specified in Section 5.1 of this Schedule.
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1.3.35 Transmission Congestion Credit.

“Transmission Congestion Credit” shall mean the allocated share of total
Transmission Congestion Charges credited to each holder of Financial Transmission Rights,
calculated and allocated as specified in Section 5.2 of this Schedule.

1.3.36 Transmission Customer.

“Transmission Customer” shall mean an entity using Point-to-Point Transmission
Service.

1.3.37 Transmission Forced Outage.

“Transmission Forced Outage™ shall mean an immediate removal from service of a
transmission facility by reason of an Emergency or threatened Emergency, unanticipated failure, or
other cause beyond the control of the owner or operator of the transmission facility, as specified in
the relevant portions of the PJM Manuals. A removal from service of a transmission facility at the
request of the Office of the Interconnection to improve transmission capability shall not constitute a
Forced Transmission Outage.

1.3.37A Transmission Loading Relief.

“Transmission Loading Relief” shall mean NERC's procedures for preventing
operating security limit violations, as implemented by PJM as the security coordinator responsible
for maintaining transmission security for the PJM Region.

1.3.37B Transmission Loading Relief Customer.

“Transmission Loading Relief Customer” shall mean an entity that, in accordance
with Section 1.10.6A, has elected to pay Transmission Congestion Charges during Transmission
Loading Relief in order to continue energy schedules over contract paths outside the PJM Region
that are increasing the cost of energy in the PJM Region.

1.3.38 Transmission Planned Outage.

“Transmission Planned Outage™ shall mean any transmission outage scheduled in
advance for a pre-determined duration and which meets the notification requirements for such
outages specified in this Agreement or the PJM Manuals.

1.4  Market Buyers.

14.1 Qualification.

(a) To become a Market Buyer, an entity shall submit an application to the
Office of the Interconnection, in such form as shall be established by the Office of the
Interconnection.

(b)  An applicant that is a Load Serving Entity or that will purchase on behalf of
or for ultimate delivery to a Load Serving Entity shall establish to the satisfaction of the Office of
the Interconnection that the end-users that will be served through energy and related services
purchased in the PJM Interchange Energy Market, are located electrically within the PJM Region,
or will be brought within the PJM Region prior to any purchases from the PIM Interchange Energy
Market. Such applicant shall further demonstrate that:
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(b)  During the Operating Day, the calculation set forth in (a) shall be performed every
five minutes, using the Office of the Interconnection’s Locational Marginal Price program,
producing a set of Real-time Prices based on system conditions during the preceding interval. The
prices produced at five-minute intervals during an hour will be integrated to determine the Real-
time Prices for that hour.

2.6 Calculation of Day-ahead Prices.

For the Day-ahead Energy Market, day-ahead Locational Marginal Prices shall be
determined on the basis of the least-cost, security-constrained dispatch, model flows and system
conditions resulting from the load specifications, offers for generation, dispatchable load, Increment
Bids, Decrement Bids, and bilateral transactions submitted to the Office of the Interconnection and
scheduled in the Day-ahead Energy Market. Such prices shall be determined in accordance with the
provisions of this Section applicable to the Day-ahead Energy Market and shall be the basis for
purchases and sales of energy and Transmission Congestion Charges resulting from the Day-ahead
Energy Market. This calculation shall be made for each hour in the Day-ahead Energy Market by
applying a linear optimization method to minimize energy costs, given scheduled system
conditions, scheduled transmission outages, and any transmission limitations that may exist. In
performing this calculation, the Office of the Interconnection shall calculate the cost of serving an
increment of load at each bus from each resource associated with an eligible energy offer as the sum
of: (1) the price at which the Market Seller has offered to supply an additional increment of energy
from the resource, and (2) the effect on transmission congestion costs (whether positive or negative)
associated with increasing the output of the resource, based on the effect of increased generation
from that resource on transmission line loadings. The energy offer or offers that can serve an
increment of load at a bus at the lowest cost, calculated in this manner, shall determine the Day-
ahead Price at that bus.

27 Performance Evaluation.

The Office of the Interconnection shall undertake an evaluation of the foregoing procedures
for the determination of Locational Marginal Prices, as well as the procedures for determining and
allocating Financial Transmission Rights and associated Transmission Congestion Charges and
Credits, not less often than every two years, in accordance with the PJM Manuals. To the extent
practical, the Office of the Interconnection shall retain all data needed to perform comparisons and
other analyses of locational marginal pricing. The Office of the Interconnection shall report the
results of its evaluation to the Market Participants, along with its recommendations, if any, for

changes in the procedures.
3. ACCOUNTING AND BILLING

31 Introduction.

This schedule sets forth the accounting and billing principles and procedures for the
purchase and sale of services on the PIM Interchange Energy Market and for the operation of the
PJM Control Area and PJM West Region.
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(b)  The Transmission Congestion Charge shall be the total amount of energy specified
in such energy schedules multiplied by the difference between a Locational Marginal Price
calculated by the Office of the Interconnection for the energy schedule source location specified in
the NERC Interchange Distribution Calculator and a Locational Marginal Price calculated by the
Office of the Interconnection for the energy schedule sink location specified in the NERC
Interchange Distribution Calculator. Transmission Congestion Charges that are less than zero shall
be set equal to zero for Transmission Loading Relief Customers.

() The Office of the Interconnection will determine the Locational Marginal Prices at
the energy schedule source and sink locations external to PYM with reference to and based solely on
the prices of energy in the PIM Region and at the interface buses between adjacent Control Areas
and the area comprised of the PJM Region and the system conditions and actual power flow
distributions as described by the PJM State Estimator program. The Office of the Interconnection
will determine the Locational Marginal Prices at the external energy schedule source and sink
locations and the resulting Congestion Charge based on the portion of the energy schedule that
flows through the PJM Region as reflected by the flow distributions from the PJM State Estimator

program.
5.1.7 Total Transmission Congestion Charpes.

The total Transmission Congestion Charges collected by the Office of the
Interconnection each hour will be the aggregate net amounts determined as specified in this
Schedule. The Office of the Interconnection shall collect Transmission Congestion Charges for
each hour the transmission system operates under constrained conditions.

52  Transmission Congestion Credit Calculation.
§.2.1 Eligibility.

(a) Except as provided in Section 5.2.1(b), each holder of a Financial
Transmission Right shall receive as a Transmission Congestion Credit a proportional share of the
total Transmission Congestion Charges collected for each constrained hour.

(b)  If a holder of a Financial Transmission Right between specified delivery
and receipt buses acquired the Financial Transmission Right in a Financial Transmission Rights
Auction (the procedures for which are set forth in Part 7 of this Schedule 1) and (i) had an
Increment Bid and/or Decrement Bid that was accepted by the Office of the Interconnection for
an applicable hour in the Day-ahead Energy Market for delivery or receipt at or near delivery or
receipt buses of the Financial Transmission Right; and (ii) the result of the acceptance of such
Increment Bid or Decrement Bid is that the difference in locational marginal prices in the Day-
ahead Energy Market between such delivery and receipt buses is greater than the difference in
locational marginal prices between such delivery and receipt buses in the Real-time Energy
Market, then the Market Participant shall not receive any Transmission Congestion Credit,
associated with such Financial Transmission Right in such hour, in excess of one divided by the
number of hours in the applicable month multiplied by the amount that the Market Participant
paid for the Financial Transmission Right in the Financial Transmission Rights Auction.
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(c) For purposes of Section 5.2.1(b) a bus shall be considered at or near the
Financial Transmission Right delivery or receipt bus if seventy-five percent or more of the
energy injected or withdrawn at that bus and which is withdrawn or injected at any other bus is
reflected in the constrained path between the subject Financial Transmission Right delivery and
receipt buses that were acquired in the Financial Transmission Rights Auction.

5.2.2 Financial Transmission Rights.
(a)  Transmission Congestion Credits will be calculated based upon the

Financial Transmission Rights held at the time of the constrained hour. Except as provided in
paragraph (e) below, Financial Transmission Rights shall be auctioned as set forth in Section 7.

(b)  The hourly economic value of a Financial Transmission Right Obligation
is based on the Financial Transmission Right MW reservation and the difference between the
Day-ahead Price at the point of delivery and the point of receipt of the Financial Transmission
Right. The hourly economic value of a Financial Transmission Right Obligation is positive (a
benefit to the Financial Transmission Right holder) when the Day-ahead Price at the point of
delivery is higher than the Day-ahead Price at the point of receipt. The hourly economic value of
a Financial Transmission Right Obligation is negative (a liability to the holder) when the Day-
ahead Price at the point of receipt is higher than the Day-ahead Price at the point of delivery.

()  The hourly economic value of a Financial Transmission Right Option is
based on the Financial Transmission Right MW reservation and the difference between the Day-
ahead Price at the point of delivery and the point of receipt of the Financial Transmission Right
when that difference is positive. The hourly economic value of a Financial Transmission Right
Option is positive (a benefit to the Financial Transmission Right holder) when the Day-ahead
Price at the point of delivery is higher than the Day-ahead Price at the point of receipt. The
hourly economic value of a Financial Transmission Right Option is zero (neither a benefit nor a
liability to the holder) when the Day-ahead Price at the point of receipt is higher than the Day-
ahead Price at the point of delivery.

(d) A Financial Transmission Right, or the right to Transmission Congestion
Credits attributable to a Financial Transmission Right, may be sold or otherwise transferred by
agreement, subject to compliance with such procedures as may be established by the Office of
the Interconnection for verification of the rights of the purchaser or transferee.
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(¢)  Financial Transmission Rights shall be allocated to each Firm
Transmission Customer and Network Service User in a new PJM zone in the manner specified
below. Such Financial Transmission Rights shall remain in effect until the [first) annual
allocation of auction revenue rights to occur after the integration of such new PJM zone into the
PJM interchange energy market.

(i) Subject to the provisions of Section B of Attachment K of the PIM
Tariff, by such deadline established by the Office of the Interconnection,
each Network Service User in a new PJM zone shall designate a subset of
its Network Resources for which Financial Transmission Rights will be
assigned, Financial Transmission Rights shall be assigned for each
Network Resource in a number of megawatts equal to or less than the
installed capacity summer megawatt rating of each designated Network
Resource, determined at the new PJM zone transmission bus at which the
designated Network Resource is connected. Each Financial Transmission
Right shall be to the aggregate load busses of the Network Service User in
a new PJM zone. The sum of each Network Service User's assigned
Financial Transmission Rights for a Zone must be equal to or less than the
Network Service User’s peak load for that Zone as determined under
Section 34.2 of the Tariff. The sum of each Network Service User’s
Financial Transmission Rights for Non-Zone Network Load must be equal
to or less than the Network Service User’s transmission responsibility for
Non-Zone Network Load as determined under Section 34.2 of the Tariff.

(ii))  Each Transmission Customer receiving firm Transmission Service
shall be assigned Financial Transmission Rights; provided, however, that a
Transmission Customer may notify the Office of Interconnection that it
does not wish to receive any FTRs or wishes to receive FTRs only for
certain Point or Points of Receipt and Point or Points of Delivery, in which
event no FIRs or such reduced amount of FTRs shall be issued to the
Transmission Customer. The Financial Transmission Right for each
instance of Point-to-Point Transmission Service shall be a number of
megawatts equal to the megawatts of firm service being provided between
the receipt and delivery points as to which the Transmission Customer has
firm Point-to-Point Transmission Service.

(iii) All Financial Transmission Rights must be simultaneously
feasible. If all Financial Transmission Right requests made when Financial
Transmission Rights are allocated for the new zone are not feasible then
Financial Transmission Rights are prorated and allocated in proportion to
the MW level requested and in inverse proportion to the effect on the
binding constraints.
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523 Target Allocation of Transmission Congestion Credits.

A target allocation of Transmission Congestion Credits for each entity holding a
Financial Transmission Right shall be determined for each Financial Transmission Rights. Each
Financial Transmission Right shall be multiplied by the Day-ahead Price differences for the receipt
and delivery points associated with the Financial Transmission Right, calculated as the
Locational Marginal Price at the delivery point(s) minus the Locational Marginal Price at the
receipt point(s). For the purposes of calculating Transmission Congestion Credits, the Day-ahead
Price of a Zone is calculated as the sum of the Day-ahead Price of the buses that comprise the
Zone multiplied by the percent of annual peak load assigned to each node. When the FTR Target
Allocation is positive, the FTR Target Allocation is a credit to the FTR holder. When the FTR
Target Allocation is negative, the FTR Target Allocation is a debit to the FTR holder if the FTR
is a Financial Transmission Right Obligation. When the FTR Target Allocation is negative, the
FTR Target Allocation is set to zero if the FTR is a Financial Transmission Right Option. The
total target allocation for Network Service Users and Transmission Customers for each hour shall
be the sum of the target allocations associated with all of the Network Service Users’ or
Transmission Customers’ Financial Transmission Rights.

5.24 [Reserved]
525 Calculation of Transmission Congestion Credits.

(a)  The total of all the target allocations determined as specified above shall be
compared to the total Transmission Congestion Charges in each hour resulting from both the Day-
ahead Energy Market and the Real-time Energy Market. If the total of the target allocations is less
than the total of the Transmission Congestion Charges, the Transmission Congestion Credit for
each entity holding an FTR shall be equal to its target allocation. All remaining Transmission
Congestion Charges shall be distributed as described below in Section 5.2.6 “Distribution of Excess
Congestion Charges.”

) If the total of the target allocations is greater than the total Transmission
Congestion Charges for the hour resulting from both the Day-ahead Energy Market and the Real-
time Energy Market, each holder of Financial Transmission Rights shall be assigned a share of the
total Transmission Congestion Charges in proportion to its target allocations for Financial
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Transmission Rights which have a positive Target Allocation value. Financial Transmission Rights
which have a negative Target Allocation value are assigned the full Target Allocation value as a
negative Transmission Congestion Credit.

5.2.6 Distribution of Excess Congestion Charges.

(@  Excess Transmission Congestion Charges accumulated in a month shall be
distributed to each holder of Financial Transmission Rights in proportion to, but not more than, any
deficiency in the share of Transmission Congestion Charges received by the holder during that
month as compared to its total target allocations for the month.

(b) After the excess Transmission Congestion Charge distribution described in
Section 5.2.6(a) is performed, any excess Transmission Congestion Charges remaining at the end
of a month shall be distributed to each holder of Financial Transmission Rights in proportion to,
but not more than, any deficiency in the share of Transmission Congestion Charges received by
the holder during the current calendar year, including previously distributed excess Transmission
Congestion Charges, as compared to its total target allocation for the calendar year.
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(c) Any excess Transmission Congestion Charges remaining at the end of a
calendar year shall be distributed to each holder of Auction Revenue Rights in proportion to, but
not more than, any Auction Revenue Right deficiencies for that calendar year. After Auction
Revenue Right deficiencies are satisfied, any remaining excess Transmission Congestion
Charges shall be distributed to Network Service Users and Transmission Customers purchasing
Firm Point-to-Point Transmission Service in proportion to their Demand Charges for Network
Service and their charges for Reserved Capacity for Firm Point-to-Point Transmission Service.

53 Unscheduled Transmission Service (Loop Flow).

(a) When there are agreements between the Members (or the Office of the
Interconnection on behalf of the Members) and others for compensation to be paid or received for
unscheduled transmission service (loop flow) into or out of the area comprised of the PJM Region,
the net compensation received shall be included in the total Transmission Congestion Charges that
are distributed in accordance with Section 5.2.

(b)  With respect to payments by the Office of the Interconnection to the New
York Power Pool for the installation and operation of phase angle regulating facilities at Ramapo to
contro! or limit unscheduled transmission service (loop flow), each East Transmission Owner with
revenue requirements under the PJM Tariff shall pay a share of the charges on a transmission
revenue requirements ratio share basis.

6. “MUST-RUN” FOR RELIABILITY GENERATION
6.1 Introduction.

The following procedures shall apply to any generation resource subject to the dispatch of
the Office of the Interconnection that (a) is a generation resource for which construction
commenced before July 9, 1996, and (b) as a result of transmission constraints, the Office of the
Interconnection determines, in the exercise of Good Utility Practice, must be run in order to
maintain the reliability of service in the PJM Region. The provisions of this Schedule shall
otherwise apply to the scheduling, dispatch, operation and accounting treatment of such
resources, to the extent not inconsistent with the provisions of this Section 6.

6.2 Identification of Facility Outages.

Not later than one hour prior to the deadline specified in Section 1.10.1 of this Schedule,
the Office of the Interconnection shall identify on the PJM Open Access Same-Time Information
System any facility outage or other system condition which it has determined may give rise to a
transmission constraint that may require, in order to maintain system reliability, the dispatch of
one or more generation resources that otherwise would not be dispatched based on the merits of
their offers to the PJM Interchange Energy Market.

6.3  Dispatch for Local Reliability.
6.3.1 Request and Dispatch.

In addition to the dispatch of generation by the Office of the Interconnection to
maintain reliability on transmission facilities monitored by it, a Member that owns or leases with
rights equivalent to ownership local Transmission Facilities, as defined in this Agreement, the
West Transmission Owners Agreement, or the East Transmission Owners
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shall be capped at the levels specified below. If the Office of the Interconnection is able to do so,
such prices shall be capped only during each hour when the transmission limit affects the
schedule of the affected resource, and otherwise shall be capped for the entire Operating Day.
The energy prices as capped shall be used to determine any Locational Marginal Price affected by
the price of such resource.

(b)  The energy bid price offered by any generation resource requested to be
dispatched in accordance with Section 6.3 of this Schedule shall be capped at the levels specified
below. If the Office of the Interconnection is able to do so, such prices shall be capped only
during each hour when the affected resource is so scheduled, and otherwise shall be capped for
the entire Operating Day. The energy prices as capped shall be used to determine any Locational
Marginal Price affected by the price of such resource.

(©) Generation resources subject to a price cap shall be paid for energy at the
applicable Locational Marginal Price.

(d)  Price caps shall not be applicable to generation resources used to relieve
the Western, Central and Eastern reactive limits in the PJM Control Area. In addition, price caps
shall not be applicable to generation resources used to relieve any other transmission limit as to
which the FERC has authorized the use of market based rates.

6.4.2 Level

The price cap shall be one of the amounts specified below, as specified in advance
by the market Seller for the affected unit:

()] The weighted average Locational Marginal Price at the generation bus at
which energy from the capped resource was delivered during a specified
number of hours during which the resource was dispatched for energy in
economic merit order, the specified number of hours to be determined by the
Office of the Interconnection and to be a number of hours sufficient to result
in a price cap that reflects reasonably contemporaneous competitive market
conditions for that unit;

(i)  The incremental operating cost of the generation resource as determined in
accordance with Schedule 2 of this Agreement and the PJM Manuals, plus

10% of such costs; or

(iii) An amount determined by agreement between the Office of the
Interconnection and the Market Seller.

7. FINANCIAL TRANSMISSION RIGHTS AUCTIONS
7.1  Auctions of Financial Transmission Rights.

Annual and periodic auctions to allow Market Participants to acquire or sell Financial
Transmission Rights shall be conducted by the Office of the Interconnection in accordance with
the provisions of this Section.
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7.1.1 Auction Period and Scope of Auctions.

The periods covered by auctions shall be: (1) the one-year period beginning the
month after the final round of the annual auction and (2) the one-month period following the date
that the monthly auction is conducted. With the exception of FTRs allocated pursuant to section
5.2.2 (e) of this Schedule, in the annual auction, the Office of the Interconnection shall offer for
sale the entire Financial Transmission Rights capability for the year in four rounds with 25
percent of the capability offered in each round. In the monthly auction, the Office of the
Interconnection shall offer for sale in the auction any remaining Financial Transmission Rights
capability for the month after taking into account all of the Financial Transmission Rights already
outstanding at the time of the auction. In addition, any holder of a Financial Transmission Right
for the period covered by an auction may offer such Financial Transmission Right for sale in
such auction. On-Peak, off-peak and 24-hour FTRs will be offered in the annual and monthly
auctions. FTRs will be offered as Financial Transmission Right Obligations and Financial
Transmission Right Options. Market Participants may bid for and acquire any number of
Financial Transmission Rights, provided that all Financial Transmission Rights awarded are
simultanecously feasible with each other and with all Financial Transmission Rights outstanding
at the time of the auction and not sold into the auction. An ARR holder may self-schedule an
FTR on the same path in the Annual FTR Auction according to the rules described in the PJM
Manuals.

7.1.2 Frequency and Time of Auctions.

Annual Financial Transmission Rights auctions shall offer the entire FTR
capability of the PJM system in four rounds with 25 percent of the capability offered in each
round. Each round shall be conducted over five business days by such timeline established by
the Office of the Interconnection. Each round shall begin with the bid and offer period opening
the first day at 12:00 midnight (Eastern Prevailing Time) and closing the third day at 5:00 p.m.
(Eastern Prevailing Time). Monthly Financial Transmission Rights auctions shall be held. The
bid and offer period shall open at 12:00 midnight (Eastern Prevailing Time) on the thirteenth
(13th) business day preceding the month for which Financial Transmission Rights are being
auctioned and shall close at 5:00 PM (Eastern Prevailing Time) on the tenth (10th) business day
preceding the month for which Financial Transmission Rights are being auctioned.

7.1.3 Duration of Financial Transmission Rights.

Each Financial Transmission Right acquired in a Financial Transmission Rights
auction shall entitle the holder to credits of Transmission Congestion Charges for the period that
was specified in the corresponding auction.

7.2  Financial Transmission Rights Characteristics.
7.2.1 Reconfiguration of Financial Transmission Rights.

Through an appropriate linear programming model, the Office of the
Interconnection shall reconfigure the Financial Transmission Rights offered or otherwise
available
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for sale in any auction to maximize the value to the bidders of the Financial Transmission Rights
sold, provided that any Financial Transmission Rights acquired at auction shall be
simultaneously feasible in combination with those Financial Transmission Rights outstanding at
the time of the auction and not sold in the auction. The linear programming model shall, while
respecting transmission constraints and the maximum MW quantities of the bids and offers,
select the set of simultaneously feasible Financial Transmission Rights with the highest net total
auction value as determined by the bids of buyers and taking into account the reservation prices
of the sellers.

7.22 Specified Receipt and Delivery Points.

Auction bids for annual Financial Transmission Rights Obligations may specify as
receipt and delivery points any combination of hubs, Zones, aggregates, generators, and interface
buses. Auction bids for annual Financial Transmission Rights Options may specify as receipt and
delivery points such combination of hubs, Zones, aggregates, generators, and interface buses as
the Office of the Interconnection shall allow from time to time as set forth in its FTR business
manual. Auction bids for monthly Financial Transmission Rights may specify any combination
of receipt and delivery buses represented in the State Estimator model for which the Office of the
Interconnection calculates and posts Locational Marginal Prices. Auction bids may specify
receipt and delivery points from locations outside of the PJM Region to locations inside such
region, from locations within the PJM Region to locations outside such region, or to and from
locations within the PJM Region.
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7.2.3 Transmission Congestion Charges.

Financial Transmission Rights shall entitle holders thereof to credits only for
Transmission Congestion Charges, and shall not confer a right to credits for payments arising
from or relating to transmission congestion made to any entity other than the Office of the
Interconnection.

7.3 Auction Procedures.
73.1 Role of the Office of the Interconnection.

Financial Transmission Rights auctions shall be conducted by the Office of the
Interconnection in accordance with standards and procedures set forth in the PJM Manuals, such
standards and procedures to be consistent with the requirements of this Schedule.

7.3.2 Notice of Offer.

A holder of a Financial Transmission Right wishing to offer the Financial
Transmission Right for sale shall notify the Office of the Interconnection of any Financial
Transmission Rights to be offered. Each Financial Transmission Right sold in an auction shall,
at the end of the period for which the Financial Transmission Rights were auctioned, revert to the
offering holder or the entity to which the offering holder has transferred such Financial
Transmission Right, subject to the term of the Financial Transmission Right itself and to the right
of such holder or transferee to offer the Financial Transmission Right in the next or any
subsequent auction during the term of the Financial Transmission Right.

73.3 Pending Applications for Firm Service.
(a) [Reserved.)

() Financial Transmission Rights may be assigned to entities requesting
Network Transmission Service or Firm Point-to-Point Transmission Service pursuant to Section
5.2.2 (e), only if such Financial Transmission Rights are simultaneously feasible with all
outstanding Financial Transmission Rights, including Financial Transmission Rights effective for
the then-current auction period. If an assignment of Financial Transmission Rights pursuant to a
pending application for Network Transmission Service or Firm Point-to-Point Transmission
Service cannot be completed prior to an auction, Financial Transmission Rights attributable to
such transmission service shall not be assigned for the then-current auction period. If a Financial
Transmission Right cannot be assigned for this reason, the applicant may withdraw its
application, or request that the Financial Transmission Right be assigned effective with the start
of the next auction period.
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7.3.4 On-Peak and Off-Peak Periods.

On-peak, off-peak and 24-hour FTRs will be offered in the annual and monthly
auction. On-Peak Financial Transmission Rights shall cover the periods from 7:00 a.m. up to the
hour ending at 11:00 p.m. on Mondays through Fridays, except holidays as defined in the PIM
Manuals. Off-Peak Financial Transmission Rights shall cover the periods from 11:00 p.m. up to
the hour ending 7:00 a.m. on Mondays through Fridays and all hours on Saturdays, Sundays, and
holidays as defined in the PJM Manuals. The 24-hour period shall cover the period from hour
ending 1:00 a.m. to the hour ending 12:00 midnight on all days. Each bid shall specify whether it
is for an on-peak, off-peak, or 24-hour period.

7.3.§ Offers and Bids.

(a)  Offers to sell and bids to purchase Financial Transmission Rights shall be
submitted during the period set forth in Section 7.1.2, and shall be in the form specified by the
Office of the Interconnection in accordance with the requirements set forth below.

(b)  Offers to sell shall identify the specific Financial Transmission Right, by
megawatt quantity and receipt and delivery points, offered for sale. An offer to sell a specified
megawatt quantity of Financial Transmission Rights shall constitute an offer to sell a quantity of
Financial Transmission Rights equal to or less than the specified quantity. An offer to sell may
not specify a minimum quantity being offered. Each offer may specify a reservation price, below
which the offeror does not wish to sell the Financial Transmission Right. Offers submitted by
entities holding rights to Financial Transmission Rights shall be subject to such reasonable
standards for the verification of the rights of the offeror as may be established by the Office of
the Interconnection. Offers shall be subject to such reasonable standards for the creditworthiness
of the offer or for the posting of security for performance as the Office of the Interconnection
shall establish.

(c) Bids to purchase shall specify the megawatt quantity, price per megawatt,
and receipt and delivery points of the Financial Transmission Right that the bidder wishes to
purchase. A bid to purchase a specified megawatt quantity of Financial Transmission Rights
shall constitute a bid to purchase a quantity of Financial Transmission Rights equal to or less
than the specified quantity. A bid to purchase may not specify a minimum quantity that the
bidder wishes to purchase. A bid may specify receipt and delivery points in accordance with
Section 7.2.2 and may include Financial Transmission Rights for which the associated
Transmission Congestion Credits may have negative values. Bids shall be subject to such
reasonable standards for the creditworthiness of the bidder or for the posting of security for
performance as the Office of the Interconnection shall establish.

(d)  Bids and offers shall be specified to the nearest tenth of a megawatt and
shall be greater than zero.

Issued By: Craig Glazer Effective: March 12, 2003
Vice President, Governmental Policy
Issued On:  January 10, 2003



Unofficial FERC-Generated PDF of 20030115-0003 Received by FERC OSEC 01/10/2003 in Docket#: ER03-406-000

PIM Interconnection, L.L.C. First Revised Sheet No. 123
Second Revised Rate Schedule FERC No. 24 Superceding Original Sheet No. 123

7.3.6 Determination of Winning Bids and Clearing Price.

(a) At the close of each bidding period, the Office of the Interconnection will
create a base Financial Transmission Rights power flow model that includes all outstanding
Financial Transmission Rights that have been approved and confirmed for any portion of the
month for which the auction was conducted and that were not offered for sale in the auction. The
base Financial Transmission Rights model also will include estimated uncompensated paraliel
flows into each interface point of the PJM Control Area and estimated scheduled transmission

outages.

(b) In accordance with the requirements of Section 7.4.5 of this Schedule and
subject to all applicable transmission constraints and reliability requirements, the Office of the
Interconnection shall determine the simultaneous feasibility of all outstanding Financial
Transmission Rights not offered for sale in the auction and of all Financial Transmission Rights
that could be awarded in the auction for which bids were submitted. The winning bids shalt be
determined from an appropriate linear programming model that, while respecting transmission
constraints and the maximum MW quantities of the bids and offers, selects the set of
simultaneously feasible Financial Transmission Rights with the highest net total auction value as
determined by the bids of buyers and taking into account the reservation prices of the sellers. In
the event that there are two or more identical bids for the selected Financial Transmission Rights
and there are insufficient Financial Transmission Rights to accommodate all of the identical bids,
then each such bidder will receive a pro rata share of the Financial Transmission Rights that can
be awarded.

(¢)  Financial Transmission Rights shall be sold at the market-clearing price
for Financial Transmission Rights between specified pairs of receipt and delivery points, as
determined by the bid value of the marginal Financial Transmission Right that could not be
awarded because it would not be simultaneously feasible. The linear programming modet shall
determine the clearing prices of all Financial Transmission Rights paths based on the bid value of
the marginal Financial Transmission Rights, which are those Financial Transmission Rights with
the highest bid values that could not be awarded fully because they were not simultaneously
feasible, and based on the flow sensitivities of each Financial Transmission Rights path relative
to the marginal Financial Transmission Rights paths flow sensitivities on the binding
transmission constraints.

7.3.7 Announcement of Winners and Prices.

Within two (2) business days after the close of a monthly auction or annual
auction round, the Office of the Interconnection shall post the winning bidders, the megawatt
quantity, and the receipt and delivery points for each Financial Transmission Right awarded in
the auction and the price at which each Financial Transmission Right was awarded. The Office
of the Interconnection shall not disclose the price specified in any bid to purchase or the
reservation price specified in any offer to sell.

7.3.8 Auction Settlements.

All buyers and sellers of Financial Transmission Rights between the same points
of receipt and delivery shall pay or be paid the marketclearing price, as determined in the
auction, for such Financial Transmission Rights.
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74 Allocation of Auction Revenues.
7.4.1 Eligibility.

(a) Annual and monthly auction revenues, net of payments to entities selling
Financial Transmission Rights into the auction, shall be allocated among holders of Auction
Revenue Rights in proportion to, but not more than, the Target Allocation of Auction Revenue
Rights Credits for the holder.

(b) Auction Revenue Rights Credits will be calculated based upon the clearing
price results of the applicable Annual Financial Transmission Rights auction.

7.4.2 Auction Revenue Rights.

(a)  For the year 2003/2004 planning period, the following Auction Revenue
Rights allocation procedure shall apply. Each Network Service User may request a subset of its
Network Resources for which available Auction Revenue Rights shall be allocated. Auction
Revenue Rights shall be allocated for each Network Resource in a number of megawatts equal to
or less than installed capacity summer megawatt rating of each designated Network Resource,
determined at the PJM Control Area or PJM West Region transmission bus at which the
designated Network Resource is connected. Each Auction Revenue Right shall be to the
aggregate load busses of the Network Service User in a Zone or, with respect to Non-Zone
Network Load, to the border of the area comprised of the PJM West Region and PJM Control
Area. The sum of each Network Service User's allocated Auction Revenue Rights for a Zone
must be equal to or less than the Network Service User’s peak load for that Zone as determined
under Section 34.1 of the Tariff. The sum of each Network Service User's Auction Revenue
Rights for Non-Zone Network Load must be equal to or less than the Network Service User's
transmission responsibility for Non-Zone Network Load as determined under Section 34.1 of the
Tariff.

(b)  Subsequent to the 2003/2004 planning period the following Auction
Revenue Rights allocation procedure shall apply. On an annual basis by such deadline
established by the Office of the Interconnection, each Network Service User shall designate a
subset of buses from which Auction Revenue Rights will be sourced. Valid Auction Revenue
Rights source buses include only zones, generators, hubs and external interface buses. The
Network Service User shall specify the amount of Auction Revenue Rights requested from each
source bus. Each Auction Revenue Right shall be sinked to the aggregate load busses of the
Network Service User in a Zone or, with respect to Non-Zone Network Load, to the border of the
area comprised of the PJM West Region and PJM Control Area. The sum of each Network
Service User's allocated Auction Revenue Rights for a Zone must be equal to or less than the
Network Service User's peak load for that Zone as determined under Section 34.1 of the Taniff.
The sum of each Network Service User’s Auction Revenue Rights for Non-Zone Network Load
must be equal to or less than the Network Service User’s transmission responsibility for Non-
Zone Network Load as determined under Section 34.1 of the Tariff. The allocation of Auction
Revenue Rights shall be performed in four stages, with 25 percent of the system Auction
Revenue Rights capability allocated in each stage.
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(¢)  On a daily basis within the annual Financial Transmission Rights auction
period, a proportionate share of Network Service User’s Auction Revenue Rights for each Zone
are reallocated as Network Load changes from one Network Service User to another within that
Zone,

(d)  Each Transmission Customer receiving firm Point-to-Point Transmission
Service shall specify whether it wishes to receive Auction Revenue Rights. The Auction Revenue
Right for each instance of Point-to-Point Transmission Service shall be a number of megawatts
equal to the megawatts of firm service being provided between the receipt and delivery points as to
which the Transmission Customer has firm Point-to-Point Transmission Service.

(e) All Auction Revenue Rights must be simultaneously feasible. If all
Auction Revenue Right requests made during the annual allocation process are not feasible then
Auction Revenue Rights are prorated and allocated in proportion to the MW level requested and
in inverse proportion to the effect on the binding constraints.

7.4.3 Target Allocation of Auction Revenue Right Credits.

A target allocation of Auction Revenue Right Credits for each entity holding an Auction
Revenue Right shall be determined for each Auction Revenue Right. After each round of the
annual Financial Transmission Right Auction, each Auction Revenue Right shall be divided by
four and multiplied by the price differences for the receipt and delivery points associated with the
Auction Revenue Right, calculated as the Locational Marginal Price at the delivery points(s)
minus the Locational Marginal Price at the receipt point(s), where the price for the receipt and
delivery point is determined by the clearing prices of each round of the annual Financial
Transmission Right auction. The daily total target allocation for an entity holding the Auction
Revenue Rights shall be the sum of the daily target allocations associated with all of the entity’s
Auction Revenue Rights.

7.44 Calculation of Auction Revenue Right Credits.

(a) Each day, the total of all the daily target allocations determined as
specified above in section 7.4.3 plus any additional Auction Revenue Rights target allocations
applicable for that day shall be compared to the total revenues of the monthly Financial
Transmission Rights auction (divided by the number of days in the month) plus the total revenues
of the annual Financial Transmission Rights auction (divided by the number of days in the
planning period). If the total of the target allocations is less than the total auction revenues, the
Auction Revenue Right Credit for each entity holding an Auction Revenue Right shall be equal
to its target allocation. All remaining funds shall be distributed as Excess Congestion Charges
pursuant to Section 5.2.5.
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(b) If the total of the target allocations is greater than the total auction
revenues, each holder of Auction Revenue Rights shall be assigned a share of the total auction
revenues in proportion to its Auction Revenue Rights target allocations for Auction Revenue
Rights which have a positive Target Allocation value. Auction Revenue Rights which have a
negative Target Allocation value are assigned the full Target Allocation value as a negative
Auction Revenue Right Credit.

7.5  Simultaneous Feasibility.

The Office of the Interconnection shall make the simultancous feasibility determinations
specified herein using appropriate powerflow models of contingency-constrained dispatch. Such
determinations shall take into account outages of both individual generation units and
transmission facilities and shall be based on reasonable assumptions about the configuration and
availability of transmission capability during the period covered by the auction that are not
inconsistent with the determination of the deliverability of Capacity Resources under the
Reliability Assurance Agreement or the deliverability of Available Capacity Resources under the
Reliability Assurance Agreement-West. The goal of the simultaneous feasibility determination
shall be to ensure that there are sufficient revenues from Transmission Congestion Charges to
satisfy all Financial Transmission Rights obligations for the auction period under expected
conditions and to ensure that there are sufficient revenues from the annual Financial
Transmission Right Auction to satisfy all Auction Revenue Rights obligations.

8. INTERREGIONAL TRANSMISSION CONGESTION MANAGEMENT
PILOT PROGRAM

8.1 Introduction.

The following procedures shall govern the redispatch of generation to alleviate
transmission congestion on selected pathways on the transmission systems operated by the Office
of the Interconnection and the New York ISO (“NYISO"). The procedures shall be used solely
when, in the exercise of Good Utility Practice, the Office of the Interconnection or NYISO
determines that the redispatch of generation units on the other’s transmission system would
reduce or eliminate the need to resort to Transmission Loading Relief or other transmission-
related emergency procedures.

8.2 Identification of Transmission Constraints.

(a) On a periodic basis determined by the Office of the Interconnection and NYISO,
the Office of the Interconnection and NYISO shall identify potential transmission operating
constraints that could result in the need to use Transmission Loading Relief or other emergency
procedures in order to alleviate the transmission constraints, the need for which could be reduced
or eliminated by the redispatch of generation on the other’s system.

(b) In addition to the identification of such potential transmission operating
constraints, the Office of the Interconnection and NYISO shall identify generation units on the
other’s system, the redispatch of which would alleviate the identified transmission constraints.
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55  Relationship of Capacity Credits to Capacity Obligations Imposed under the
Reliability Assurance Agreement.

A megawatt of Capacity Credit shall satisfy a megawatt of capacity obligation imposed
under the Reliability Assurance Agreement. Capacity Credits purchased from a PJM Capacity
Credit Market shall not be adjusted for forced outages or other reasons. Because Capacity
Credits are based on Capacity Resources, no further capability or deliverability demonstrations
beyond those for the related Capacity Resource shall be required.

5.6  Deficiency Charges.

If the Office of the Interconnection determines that the first Market Seller in a PJM
Capacity Credit Market of a Capacity Credit did not have sufficient Unforced Capacity to support
the Capacity Credit transaction at the time for which the Capacity Credit was applicable, any
such deficiency shall be satisfied through payment of deficiency charges by such first Market
Seller calculated as specified in the Reliability Assurance Agreement. Any amounts collected
from such deficiency charges shall be distributed in accordance with the Reliability Assurance
Agreement.

5.7 Financial Transmission Rights.

Acquisition of a Capacity Credit shall not entitle the holder to a Financial Transmission
Right.

5.8  Confidentiality.

The following information submitted to the Office of the Interconnection in connection
with any PJM Capacity Credit Market shall be deemed confidential information for purposes of
Section 18.17 of the Agreement: (i) the terms and conditions of all Sell Offers and Buy Bids;
and (ii) the terms and conditions of any bilateral transactions for capacity or Capacity Credits.

6. OPERATION OF THE PJM CAPACITY CREDIT MARKETS
6.1  Content of Sell Offers.
6.1.1 Specifications.
Sell Offers shall specify:
1) The quantity of Capacity Credits offered, in increments of 0.1 megawatt;

ii) The minimum price, in dollars and cents per megawatt per day, that will be
accepted by the seller;

iii)  For a PJM Daily Capacity Credit Market , the dates on which the offered
Capacity Credits may be used; and

iv) For a PJM Monthly Capacity Credit Market, the month or months for
which the offered Capacity Credits may be used.
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5.7  Financial Transmission Rights.

Acquisition of an Available Capacity Credit shall not entitle the holder to a Financial
Transmission Right.

5.8  Confidentiality.

The following information submitted to the Office of the Interconnection in connection
with any PJM West Available Capacity Credit Market shall be deemed confidential information
for purposes of Section 18.17 of the Agreement: (i) the terms and conditions of all Sell Offers
and Buy Bids; and (ii) the terms and conditions of any bilateral transactions for capacity or
Available Capacity Credits.

6. OPERATION OF THE PJM WEST AVAILABLE CAPACITY CREDIT
MARKETS

6.1  Content of Sell Offers.
6.1.1 Specifications.
Sell Offers shall specify:

1) The quantity of Available Capacity Credits offered, in increments of 0.1
megawatt;

ii) The minimum price, in dollars and cents per megawatt per day, that will be
accepted by the seller;

iii) For a PJM West Monthly Available Capacity Credit Market, the month or
months for which the offered Available Capacity Credits may be used.

6.1.2 Market-based Offers.

A Market Seller that is 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 to
PJM West Available Capacity Credit Markets that specify market-based prices.

6.1.3 Availability of Available Capacity Credits for Sale.

i) The Office of the Interconnection shall determine the maximum
megawatts of Available Capacity Credits each Market Seller may offer in a
PJM West Available Capacity Credit Market, through verification of the
availability of megawatts of capacity from: (a) Available Capacity
Resources owned by or under contract to the Market Seller; (b) rights
obtained in bilateral transactions; (¢) the results of prior PJM West
Available Capacity Credit Markets; and (d) such other information as may
be available to the Office of the Interconnection. The Office of the
Interconnection may reject Sell Offers or portions of Sell Offers for
Available Capacity Credits determined by it not to be available for sale.
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SCHEDULE 1

PJM INTERCHANGE ENERGY MARKET

1. MARKET OPERATIONS
1.1 Introduction.

This Schedule sets forth the scheduling, other procedures, and certain general provisions
applicable to the operation of the PYM Interchange Energy Market within the PJM Region. This
Schedule addresses each of the three time-frames pertinent to the daily operation of the PIM
Interchange Energy Market: Prescheduling, Scheduling, and Dispatch.

12 Cost-based Offers.

Unless and until the FERC shall authorize the use of market-based prices in the PIM
Interchange Energy Market, all offers for energy or other services to be sold on the PJM
Interchange Energy Market from generating resources located within the PJM Region shall not
exceed the variable cost of producing such energy or other service, as determined in accordance
with Schedule 2 to this Agreement and applicable regulatory standards, requirements and
determinations; provided that, a Market Seller may offer to the PJM Interchange Energy Market the
right to call on energy from a resource the output of which has been sold on a bilateral basis, with
the rate for such energy if called equal to the curtailment rate specified in the bilateral contract.

13 Definitions.

13.1B Day-ahead Energy Market.

“Day-ahead Energy Market” shall mean the schedule of commitments for the
purchase or sale of energy and payment of Transmission Congestion Charges developed by the
Office of the Interconnection as a result of the offers and specifications submitted in accordance
with Section 1.10 of this Schedule.

1.3.1AC Day-ahead Prices.

“Day-ahead Prices” shall mean the Locational Marginal Prices resulting from the
Day-ahead Energy Market.

Issued By:  Craig Glazer Effective: Transmission-Serviee-BateMarch 12, 2003 |
Vice President, Governmental Policy
Jssued On:  December10-2002]anuary 10, 2003 |



Unofficial FERC-Generated PDF of 20030115-0003 Received by FERC OSEC 01/10/2003 in Docket#: ER03-406-000

PIM Intersonpection, LL.C. Original Sheet No. 60A |

1.3.1BD Decrement Bid. |

“Decrement Bid” shall mean a bid to purchase energy at a specified location in the
Day-ahead Energy Market. An accepted Decrement Bid results in scheduled load at the specified
location in the Day-ahead Energy Market.

1.3.1CE Dispatch Rate. |

“Dispatch Rate” shall mean the control signal, expressed in dollars per
megawatt-hour, calculated and transmitted continuously and dynamically to direct the output level
of all generation resources dispatched by the Office of the Interconnection in accordance with the
Offer Data.
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1.3.2 Equivalent Load.

“Equivalent Load” shall mean the sum of a Market Participant’s net system
requirements to serve its customer load in the PJM Region, if any, plus its net bilateral transactions.

1.3.3 External Market Buyer.

“External Market Buyer” shall mean a Market Buyer making purchases of energy
from the PJM Interchange Energy Market for consumption by end-users outside the PJM Region, or
for load in the PIM Region that is not served by Network Transmission Service.

1.3.4 External Resource.

"External Resource” shall mean a generation resource located outside the metered
boundaries of the PJM Region.

13.5 Fixed-Finapcial Transmission Right.

“Kixed—Financigl Transmission Right” or “FIR" shall mean a right to receive
Transmission Congestion Credits as specified in Section 5.2.2 of this Schedule.

1.3.6 Generating Market Buyer.

“Generating Market Buyer” shall mean an Internal Market Buyer that is a Load
Serving Entity that owns or has contractual rights to the output of generation resources capable of
serving the Market Buyer’s load in the PIM Region, or of selling energy or related services in the
PJM Interchange Energy Market or elsewhere.

1.3.7 Generator Forced Outage.

“Generator Forced Outage” shall mean an immediate reduction in output or capacity
or removal from service, in whole or in part, of a generating unit by reason of an Emergency or
threatened Emergency, unanticipated failure, or other cause beyond the control of the owner or
operator of the facility, as specified in the relevant portions of the PJM Manuals. A reduction in
output or removal from service of a generating unit in response to changes in market conditions
shall not constitute a Generator Forced Outage.

138 Generator Maintenance Qutage.

“Generator Maintenance Outage” shall mean the scheduled removal from service, in
whole or in part, of a generating unit in order to perform necessary repairs on specific components
of the facility, if removal of the facility meets the guidelines specified in the PJM Manuals.
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1.39 Generator Planned Outage.

“Generator Planned Outage™ shall mean the scheduled removal from service, in
whole or in part, of a generating unit for inspection, maintenance or repair with the approval of the
Office of the Interconnection in accordance with the PJM Manuals.
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1.3.30 Ramping Capability.

“Ramping Capability” shall mean the sustained rate of change of generator output,
in megawatts per minute.

1.3.30A Real-time Prices.

“Real-time Prices” shall mean the Locational Marginal Prices resulting from the
Office of the Interconnection’s dispatch of the PJM Interchange Energy Market in the Operating
Day.

1.3.30B Real-time Energy Market.

“Real-time Energy Market” shall mean the purchase or sale of energy and payment
of Transmission Congestion Charges for quantity deviations from the Day-ahead Energy Market in
the Operating Day.

1.3.31 Regulation.

“Regulation” shall mean the capability of a specific generating unit with appropnate
telecommunications, control and response capability to increase or decrease its output in response
to a regulating control signal, in accordance with the specifications in the PJM Manuals.

1.3.32 Spot Market Backup.

“Spot Market Backup” shall mean the purchase of energy from, or the delivery of
energy to, the PJM Interchange Energy Market in quantities sufficient to complete the delivery or
receipt obligations of a bilateral contract that has been curtailed or interrupted for any reason.

1.3.33 Spot Market Energy.

“Spot Market Energy” shall mean energy bought or sold by Market Participants
through the PJM Interchange Energy Market at Locational Marginal Prices determined as specified
in Section 2 of this Schedule.

1.3.33A State Estimator.

“State Estimator” shall mean the computer model of power flows specified in
Section 2.3 of this Schedule.

1.3.33B Station Power.

“Station Power” shall mean energy used for operating the electric equipment on the
site of a generation facility located in the PIM Control Area or for the heating, lighting, air-
conditioning and office equipment needs of buildings on the site of such a generation facility that
are used in the operation, maintenance, or repair of the facility. Station Power does not include any
energy used to power synchronous condensers, used for pumping at a pumped storage facility, or
used in association with restoration or black start service.
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1.3.34 Transmission Congestion Charge.

“Transmission Congestion Charge” shall mean a charge attributable to the
increased cost of energy delivered at a given load bus when the transmission system serving that
load bus is operating under constrained conditions, which shall be calculated and allocated as
specified in Section 5.1 of this Schedule.
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1.3.35 Transmission Congestion Credit.

“Transmission Congestion Credit” shall mean the allocated share of total
Transmission Congestion Charges credited to each holder of Fixed-Fipangial Transmission
Rights, calculated and allocated as specified in Section 5.2 of this Schedule.

1.3.36 Transmission Customer.

“Transmission Customer” shall mean an entity using Point-to-Point Transmission
Service.

1.3.37 Transmission Forced Qutage.

“Transmission Forced Outage” shall mean an immediate removal from service of a
transmission facility by reason of an Emergency or threatened Emergency, unanticipated failure, or
other cause beyond the control of the owner or operator of the transmission facility, as specified in
the relevant portions of the PJM Manuals. A removal from service of a transmission facility at the
request of the Office of the Interconnection to improve transmission capability shall not constitute 2
Forced Transmission Cutage.

1.3.37A Transmission Loading Relief.

“Transmission Loading Relief” shall mean NERC'’s procedures for preventing
operating security limit violations, as implemented by PJM as the security coordinator responsible
for maintaining transmission security for the PJM Region.

1.3.37B Transmission Loading Relief Customer.

“Transmission Loading Relief Customer” shall mean an entity that, in accordance
with Section 1.10.6A, has elected to pay Transmission Congestion Charges during Transmission
Loading Relief in order to continue energy schedules over contract paths outside the PJM Region
that are increasing the cost of energy in the PJM Region.

1.3.38 Transmission Planned Outage.

“Transmission Planned Outage™ shall mean any transmission outage scheduled in
advance for a pre-determined duration and which meets the notification requirements for such
outages specified in this Agreement or the PJM Manuals.

14  Market Buyers.

1.4.1 Qualification.

(@)  To become a Market Buyer, an entity shall submit an application to the
Office of the Interconnection, in such form as shall be established by the Office of the
Interconnection.

(b)  An applicant that is a Load Serving Entity or that will purchase on behalf of
or for ultimate delivery to a Load Serving Entity shall establish to the satisfaction of the Office of
the Interconnection that the end-users that will be served through energy and related services
purchased in the PIM Interchange Energy Market, are located electrically within the PJM Region,
or will be brought within the PJM Region prior to any purchases from the PJM Interchange Energy
Market. Such applicant shall further demonstrate that:
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(b)  During the Operating Day, the calculation set forth in (a) shall be performed every
five minutes, using the Office of the Interconnection’s Locational Marginal Price program,
producing a set of Real-time Prices based on system conditions during the preceding interval. The
prices produced at five-minute intervals during an hour will be integrated 1o determine the Real-
time Prices for that hour.

2.6  Calculation of Day-ahead Prices.

For the Day-ahead Energy Market, day-ahead Locational Marginal Prices shall be
determined on the basis of the least-cost, security-constrained dispatch, model flows and system
conditions resulting from the load specifications, offers for generation, dispatchable load, Increment
Bids, Decrement Bids, and bilateral transactions submitted to the Office of the Interconnection and
scheduled in the Day-ahead Energy Market. Such prices shall be determined in accordance with the
provisions of this Section applicable to the Day-ahead Energy Market and shall be the basis for
purchases and sales of energy and Transmission Congestion Charges resulting from the Day-ahead
Energy Market. This calculation shall be made for each hour in the Day-ahead Energy Market by
applying a linear optimization method to minimize encrgy costs, given scheduled system
conditions, scheduled transmission outages, and any transmission limitations that may exist. In
performing this calculation, the Office of the Interconnection shall calculate the cost of serving an
increment of load at each bus from each resource associated with an eligible energy offer as the sum
of: (1) the price at which the Market Seller has offered to supply an additional increment of energy
from the resource, and (2) the effect on transmission congestion costs (whether positive or negative)
associated with increasing the output of the resource, based on the effect of increased generation
from that resource on transmission line loadings. The energy offer or offers that can serve an
increment of load at a bus at the lowest cost, calculated in this manner, shall determine the Day-
ahead Price at that bus.

2.7 Performance Evaluation.

The Office of the Interconnection shall undertake an evaluation of the foregoing procedures
for the determination of Locational Marginal Prices, as well as the procedures for determining and
allocating Fixed-Finuncial Transmission Rights and associated Transmission Congestion Charges \
and Credits, not less often than every two years, in accordance with the PJM Manuals. To the
extent practical, the Office of the Interconnection shall retain all data needed to perform
comparisons and other analyses of locational marginal pricing. The Office of the Interconnection
shall report the results of its evaluation to the Market Participants, along with its recommendations,
if any, for changes in the procedures.

3. ACCOUNTING AND BILLING
3.1 Introduction.

This schedule sets forth the accounting and billing principles and procedures for the
purchase and sale of services on the PJM Interchange Energy Market and for the operation of the
PJM Control Area and PJM West Region.
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(b) The Transmission Congestion Charge shall be the total amount of energy specified
in such energy schedules multiplied by the difference between a Locational Marginal Price
calculated by the Office of the Interconnection for the energy schedule source location specified in
the NERC Interchange Distribution Calculator and a Locational Marginal Price calculated by the
Office of the Interconnection for the energy schedule sink location specified in the NERC
Tnterchange Distribution Calculator. Transmission Congestion Charges that are less than zero shall
be set equal to zero for Transmission Loading Relief Customers.

(c) The Office of the Interconnection will determine the Locational Marginal Prices at
the energy schedule source and sink locations external to PJ M with reference to and based solely on
the prices of energy in the PJM Region and at the interface buses between adjacent Control Areas
and the area comprised of the PJM Region and the system conditions and actual power flow
distributions as described by the PJM State Estimator program. The Office of the Interconnection
will determine the Locational Marginal Prices at the external energy schedule source and sink
locations and the resulting Congestion Charge based on the portion of the energy schedule that
flows through the PJM Region as reflected by the flow distributions from the PJM State Estimator

program.
5.1.7 Total Transmission Congestion Charges.

The total Transmission Congestion Charges collected by the Office of the
Interconnection each hour will be the aggregate net amounts determined as specified in this
Schedule. The Office of the Interconnection shall collect Transmission Congestion Charges for
each hour the transmission system operates under constrained conditions.

§.2  Transmission Congestion Credit Calculation.
52.1 Elgibility.

(3  Except as provided in Section 5.2.1(b), each holder of a Fixed-Financial |
Transmission Right shall receive as a Transmission Congestion Credit a proportional share of the
total Transmission Congestion Charges collected for each constrained hour.

(b)  If a holder of a Finangjul Fixed-Transmission Right between specified
delivery and receipt buses acquired the Financigl Fixed-Transmission Right in a Einangial Fixed
Transmission Rights Auction (the procedures for which are set forth in Part 7 of this Schedule 1)
and (i) had an Increment Bid and/or Decrement Bid that was accepted by the Office of the
Interconnection for an applicable hour in the Day-ahead Energy Market for delivery or receipt at
or near delivery or receipt buses of the Finangiyl Fixed-Transmission Right; and (ii) the result of |
the acceptance of such Increment Bid or Decrement Bid is that the difference in locational
marginal prices in the Day-ahead Energy Market between such delivery and receipt buses is
greater than the difference in locational marginal prices between such delivery and receipt buses
in the Real-time Energy Market, then the Market Participant shall not receive any Transmission
Congestion Credit, associated with such Eingngiy) Fixed-Transmission Right in such hour, in |
excess of one divided by the number of hours in the applicable month multiplied by the amount
that the Market Participant paid for the Financial Fixed-Transmission Right in the Fingncial
Fixed-Transmission Rights Auction.
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() For purposes of Section 5.2.1(b) a bus shall be considered at or near the
Finangjal Fixed-Transmission Right delivery or receipt bus if seventy-five percent or more of the |
energy injected or withdrawn at that bus and which is withdrawn or injected at any other bus is
reflected in the constrained path between the subject Fipancjal Fixed—Transmission Right

delivery and receipt buses that were acquired in the Financial Fixed—Transmission Rights
Auction.

5.2.2 Fipangia] Fixed Transmission Rights,
(a)  Transmission Congestion Credits will be calculated based upon the Fixed
Fipancial Transmission Rights held at the time of the constrained hour. Exgept as provided in

paragraph he low, F1ANCIH INSNISSION oy hall be oped
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(d) A Financia] Fixed—Transmission Right, or the right to Transmission
Congestion Credits attributable to a Finangial Fixed—Transmission Right, may be sold or
otherwise transferred by agreement, subject to compliance with such procedures as may be
established by the Office of the Interconnection for verification of the rights of the purchaser or
transferee.
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523 Target Allocation for—Network—Service—Userspl _Transmission
C ion Credit
A target allocation of Transmission Congestion Credits for each Network—Service
—entity ing g Finangi 53] joht shall be determined for each efHs-Eingncigl
Fixed-Transmis

sion Rights. Each Fipuncial Fixed-Tran

smission Right shall be multiplied by the

S

he FTR Target Allog;
total target allocation

Mbligatiop, When the | ) LIV se{ 10 ZErQ
if the FTR is g Financial Transmission Right Qption, The for each-Network
Service Usery_ynd_Trapsmission Customers for each hour #-shall be the sum of the tetal-target
allocations for-each-gssociated with all of the Network Service User-s_ or Trunsmission Customers®
Finangial Fixed Transmission Rights.

524 TFargetAllocationfor-OtherHolders—[Reserved]
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§2.5 Calulation of Transmission Congestion Credits.

(a) The total of all the target allocations determined as specified above shall be
compared to the total Transmission Congestion Charges in each hour resulting from both the Day-
ahead Energy Market and the Real-time Energy Market. If the total of the target allocations is less
than the total of the Transmission Congestion Charges, the Transmission Congestion Credit for
each Ne ervice_User-and Transrission-Customer-gnlity bolding apn FTR shall be equal to its I
target allocation. All remaining Transmission Congestion Charges shall be distributed as described
below in Section 5.2.6 “Distribution of Excess Congestion Charges.”

(b) If the total of the target allocations is greater than the total Transmission
Congestion Charges for the hour resulting from both the Day-ahead Energy Market and the Real-
time Energy Market, each holder of Fingncial Fixed-Transmission Rights shall be assigned a share
of the total Transmission Congestion Charges in proportion to its target allocations_for Eina netyl
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52.6 Distribution of Excess Congestion Charges.

(a) Excess Transmission Congestion Charges accumulated in a month shall be
distributed to each holder of Financial Fixed-Transmission Rights in proportion to, but not more |
than, any deficiency in the share of Transmission Congestion Charges received by the holder during
that month as compared to its total target allocations for the month.

(b)  After the excess Transmission Congestion Charge distribution described in
Section 5.2.6(a) is performed, any excess Transmission Congestion Charges remaining at the end
of a month shall be distributed to each holder of Financiyl Fixed—Transmission Rights in |
proportion to, but not more than, any deficiency in the share of Transmission Congestion Charges
received by the holder during the current calendar year, including previously distributed excess
Transmission Congestion Charges, as compared 1o its total target allocation for the calendar year.
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re_satistied, 3 esg Trgnsn )
i Network Service Users and Transmission Customers purchasing
Firm Point-to-Point Transmission Service in proportion to their Demand Charges for Network
Service and their charges for Reserved Capacity for Firm Point-to-Point Transmission Service.

53  Unscheduled Transmission Service (Loop Flow).

(a) When there are agreements between the Members (or the Office of the
Interconnection on behalf of the Members) and others for compensation to be paid or received for
unscheduled transmission service (loop flow) into or out of the area comprised of the PJM Region,
the net compensation received shall be included in the total Transmission Congestion Charges that
are distributed in accordance with Section 5.2.

(b)  With respect to payments by the Office of the Interconnection to the New
York Power Pool for the installation and operation of phase angle regulating facilities at Ramapo to
control or limit unscheduled transmission service (loop flow), each East Transmission Owner with
revenue requirements under the PYM Tanff shall pay a share of the charges on a transmission
revenue requirements ratio share basis.

6. “MUST-RUN” FOR RELIABILITY GENERATION
6.1 Introduction.

The following procedures shall apply to any generation resource subject to the dispatch of
the Office of the Interconnection that (&) is a generation resource for which construction
commenced before July 9, 1996, and (b) as a result of transmission constraints, the Office of the
Interconnection determines, in the exercise of Good Utility Practice, must be run in order to
maintain the reliability of service in the PJM Region. The provisions of this Schedule shall
otherwise apply to the scheduling, dispatch, operation and accounting treatment of such
resources, to the extent not inconsistent with the provisions of this Section 6.

6.2 Identification of Facility Outages.

Not later than one hour prior 1o the deadline specified in Section 1.10.1 of this Schedule,
the Office of the Interconnection shall identify on the PJM Open Access Same-Time Information
System any facility outage or other system condition which it has determined may give rise to a
transmission constraint that may require, in order to maintain system reliability, the dispatch of
one or more generation resources that otherwise would not be dispatched based on the merits of
their offers to the PYM Interchange Energy Market.

6.3  Dispatch for Local Reliability.
6.3.1 Request and Dispatch.

In addition to the dispatch of generation by the Office of the Interconnection to
maintain reliability on transmission facilities monitored by it, a Member that owns or leases with
rights equivalent to ownership local Transmission Facilities, as defined in this Agreement, the
West Transmission Owners Agreement, or the East Transmission Owners
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shall be capped at the levels specified below. If the Office of the Interconnection is able to do so,
such prices shall be capped only during each hour when the transmission limit affects the
schedule of the affected resource, and otherwise shall be capped for the entire Operating Day.
The energy prices as capped shall be used to determine any Locational Marginal Price affected by
the price of such resource.

(b)  The energy bid price offered by any generation resource requested to be
dispatched in accordance with Section 6.3 of this Schedule shall be capped at the levels specified
below. If the Office of the Interconnection is able to do so, such prices shall be capped only
during each hour when the affected resource is so scheduled, and otherwise shall be capped for
the entire Operating Day. The energy prices as capped shall be used to determine any Locational
Marginal Price affected by the price of such resource.

(c) Generation resources subject to a price cap shall be paid for energy at the
applicable Locational Marginal Price.

(d)  Price caps shall not be applicable to generation resources used to relieve
the Western, Central and Eastern reactive limits in the PJM Control Area. In addition, price caps
shall not be applicable to generation resources used to relieve any other transmission limit as to
which the FERC has authorized the use of market based rates.

6.4.2 Level.

The price cap shall be one of the amounts specified below, as specified in advance
by the market Seller for the affected unit:

(i) The weighted average Locational Marginal Price at the generation bus at
which energy from the capped resource was delivered during a specified
number of hours during which the resource was dispatched for energy in
economic merit order, the specified number of hours to be determined by the
Office of the Interconnection and to be a number of hours sufficient to result
in a price cap that reflects reasonably contemporaneous competitive market
conditions for that unit;

(i)  The incremental operating cost of the generation resource as determined in
accordance with Schedule 2 of this Agreement and the PJM Manuals, plus
10% of such costs; or

(iliy An amount determined by agreement between the Office of the
Interconnection and the Market Seller.

7. FINANCJAL FIXED-TRANSMISSION RIGHTS AUCTIONS
7.1  Auctions of Financial Fixed- Transmission Rights.

Annual and Pperiodic auctions to allow Market Participants to acquire or sell Fingncjal
Eixed-Transmission Rights shall be conducted by the Office of the Interconnection in accordance
with the provisions of this Section.
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7.1.1 Auction Period and Scope of Auctions.

The periods covered by sr-auctiong shall be;_ (1) the oge-year period Deginning
fin: nd of the annyal auction and (2) the one-month period rext-following

the date that the monthly auction is conducted. With the exception of FTRs allocated pursugnt 1o
section 5.2.2 (¢) of his Schedule, ip the anny e Office of the Inte ection shall
T f ear | .

Interconnection shall offer for sale in the auction any remaining Financig] Fixed-Transmission
Rights capability for the month after taking into account all of the Finagngial Fixed-Transmission
Rights already outstanding at the time of the auction. In addition, any holder of a Fingncial Fixed
Transmission Right for the period covered by an auction may offer such Finangiy] Fixed
Transmission Right for sale in such auction.__Qn-Peak, off-pcak and 24-hour FTRs will be

ered in the annudl and mo FTR i e offered as Fipancial Trgns $i 0

Fixed—TFransmission—Rights—Market Participants may bid for and acquire any number of
Fipancjal Fixed-Transmission Rights, provided that all Financigl Fixed-Transmission Rights
awarded are simultaneously feasible with each other and with all Fipangial Fixed-Transmission
Rights outstanding at the time of the auction and not sold into the auction. 0
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revegli ime (hly Fingngi: ranmison Rits auctions shall be held
meonthly. The bid and offer period shall open at 12:00 midnight (Eastern Prevailing Time) on the

thirteenth (13th) fifeenth—{15th)-business day preceding the month for which Eipancia) Fixed
Transmission Rights are being auctioned and shall close at 5.00 PM 12:00-midmght-(Eastern
Prevailing Time) on the tenth (10th) business day preceding the month for which Financial Fixed
Transmission Rights are being auctioned.

7.1.3 Duration of Fipangial Fixed-Transmission Rights.

Each Finangiy) Fixed—Transmission Right acquired in a Financial Fixed
Transmission Rights auction shall entitle the holder to credits of Transmission Congestion

Charges for the ene-menth-period (hat was specified in the corresponding guclion for-which-the
Forod T L on Ricd omod

7.2 Fingncigl Fixed Transmission Rights Characteristics.
7.2.1 Reconfiguration of Fingncjal Fixed-Transmission Rights.
Through an appropriate linear programming model, the Office of the

Interconnection shall reconfigure the Einancial Fixed-Transmission Rights offered or otherwise
available
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for sale in any auction to maximize the value to the bidders of the Financial Fixed-Transmission
Rights sold, provided that any Financigl Fixed-Transmission Rights acquired at auction shall be
simultaneously feasible in combination with those Finangial Fixed—Transmission Rights
outstanding at the time of the auction and not sold in the auction. The linear programming model
shall, while respecting transmission constraints and the maximum MW quantities of the bids and
offers, select the set of simultaneously feasible Fipancigl Fixed-Transmission Rights with the l
highest net tota! auction value as determined by the bids of buyers and taking into account the
reservation prices of the sellers.

-
[ It - 101 N

h e of the Intercopne i i { i

manugl, Auction bids for monthly Fipancjal Fixed—Transmission Rights may specify an
combination of receipt and delivery buses represented in the State Estimator model for which the
Office of the Interconnection calculates and posts Locational Marginal Prices. Auction bids may
specify receipt and delivery points from locations outside of the PJM Region to locations inside
such region, from locations within the PJM Region to locations outside such region, or to and
from locations within the PJM Region.
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7.2.3 Transmission Congestion Charges.

Finuncial Fixed-Transmission Rights—whether-#squired-ai—tuction—or-otherwise; |
shall entitle holders thereof to credits only for Transmission Congestion Charges, and shall not
confer a right to credits for payments arising from or relating to transmission congestion made to
any entity other than the Office of the Interconnection.

7.3 Auction Procedures.
73.1 Role of the Office of the Interconnection.

Fipancjal Eixed-Transmission Rights auctions shall be conducted by the Office of |
the Interconnection in accordance with standards and procedures set forth in the PJM Manuals,
such standards and procedures to be consistent with the requirements of this Schedule.

7.3.2 Notice of Offer.

A holder of a Finangjal Fixed-Transmission Right wishing to offer the Einancial
Kixed-Transmission Right for sale shall notify the Office of the Interconnection of any Einancjal
Fixed-Transmission Rights to be offered. Each Financial Fixed-Transmission Right sold in an
auction shall, at the end of the period for which the Financial Fixed-Transmission Rights were
auctioned, revert 1o the offering holder or the entity to which the offering holder has transferred
such Fingngig] Fixed—Transmission Right, subject to the term of the Financial Fixed
Transmission Right itself and to the right of such holder or transferee to offer the Finangjul Fixved
Transmission Right in the next or any subsequent auction during the term of the Fipancial Fixed

Transmission Right.
7.3.3 Pending Applications for Firm Service.
(a) Rrior—to—the—sturi—of—each—uuction—bidding

[]
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(b)  Finangial Fixed—Transmission Rights may be assigned to entities
requesting Network Transmission Service or Firm Point-to-Point Transmission Service pyrgyant
1o.Scetion 5.2.2 (e), only if such Fipancial Fixed-Transmission Rights are simultaneously feasible
with all outstanding Finangigl Fixed—Transmission Rights, including Financial Fixed
Transmission Rights effective for the then-current auction period. If an assignment of Financigl
Eixed-Transmission Rights pursuant to a pending application for Network Transmission Service
or Firm Point-to-Point Transmission Service cannot be completed prior to an auction, Einancigl
Eixed-Transmission Rights attributable to such transmission service shall not be assigned for the
then-current auction period. If a Fingncial Fixed-Transmission Right cannot be assigned for this
reason, the applicant may withdraw its application, or request that the Financial Fixed
Transmission Right be assigned effective with the start of the next auction period.
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peuk-und-off-peukperieds—On-Peak Financig) Fixed Transmission Rights shall cover the periods
from 7:00 a.m. up to the hour ending at 11:00 p.m. on Mondays through Fridays, except holidays
as defined in the PJM Manuals. Off-Peak Financial Fixed-Transmission Rights shall cover the |
periods from 11:00 p.m. up to the hour ending 7:00 a.m. on Mondays through Fridays and all
hours on Saturdays, Sundays, and holidays as defined in the PJM Manuals._] he 24-hour period
all cover the perjod from hour ¢ 1:00 am. tothe h ending 12:00 midnight lavs

Each bid shall specify whether it is for an on-peak,

7.3.5 Offers and Bids.

(a)  Offers to sell and bids to purchase Financiy| Fixed-Transmission Rights |
shall be submitted during the period set forth in Section 7.1.2, and shall be in the form specified
by the Office of the Interconnection in accordance with the requirements set forth below.

(b) Offers to sell shall identify the specific Financial Fixed—Transmission |
Right, by megawatt quantity and receipt and delivery points, offered for sale. An offer to sell a
specified megawatt quantity of Finangial Fixed-Transmission Rights shall constitute an offer to
sell a quantity of Financial Fixed-Transmission Rights equal to or less than the specified quantity.
An offer to sell may not specify a minimum quantity being offered. Each offer may specify a
reservation price, below which the offeror does not wish to sell the Fingngiyl Fixed-Transmission
Right. Offers submitted by entities holding rights to Financial Fixed-Transmission Rights

af—o-, grgi-hgg[ peri.

...... » o 0

Service—or—Firm—Point-to-Poini—Transmission—Service—shall be subject to such reasonable
standards for the verification of the rights of the offeror as may be established by the Office of
the Interconnection. Offers shall be subject to such reasonable standards for the creditworthiness
of the offer or for the posting of security for performance as the Office of the Interconnection
shall establish.

(c)  Bids to purchase shall specify the megawatt quantity, price per megawatt,
and receipt and delivery points of the Fipapgial Fixed-Transmission Right that the bidder wishes
to purchase. A bid to purchase a specified megawatt quantity of Fipgncig] Fixed-Transmission
Rights shall constitute a bid to purchase a quantity of Financjal Exed-Transmission Rights equal
10 or less than the specified quantity. A bid to purchase may not specify a minimum quantity that
the bidder wishes to purchase. A bid may specify as-receipt er-and delivery points in_accordance
ﬁllh §gg§}gﬂ Z"z B B heh—the—0 *a—Q he—lrterconnecton—calculates—and—posts
acH ~‘.‘. ses—R—Hecordance h—Sag : a : Sched andmayinc]ud,e
Financijgl Fixed-Transmission Rights for which the associated Transmission Congestion Credits
may have negative values. Bids shall be subject to such reasonable standards for the
creditworthiness of the bidder or for the posting of security for performance as the Office of the

Interconnection shall establish.

(d)  Bids and offers shall be specified to the nearest tenth of a megawatt and
shall be greater than zero.
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7.3.6 Determination of Winning Bids and Clearing Price.
(a) At the close of the—gach bidding period-esch—menth, the Office of the I

Interconnection will create a base Fjpancial Fixed-Transmission Rights power flow model that
includes all outstanding Financial Fixed-Transmission Rights that have been approved and
confirmed for any portion of the month for which the auction was conducted and that were not
offered for sale in the auction. The base Fipuncial Fixed-Transmission Rights model also will |
inctude estimated uncompensated parallel flows into each interface point of the PIM Control
Area and estimated scheduled transmission outages.

(b)  In accordance with the requirements of Section 7.4,5 of this Schedule and |
subject to all applicable transmission constraints and reliability requirements, the Office of the
Interconnection shall determine the simultaneous feasibility of all outstanding Financial Fixed
Transmission Rights not offered for sale in the auction and of all Fingngjgl Eixed-Transmission
Rights that could be awarded in the auction for which bids were submitted. The winning bids
shall be determined from an appropriate linear programming model that, while respecting
transmission constraints and the maximum MW quantities of the bids and offers, selects the set
of simultaneously feasible Financjal ¥xed-Transmission Rights with the highest net total auction |
value as determined by the bids of buyers and taking into account the reservation prices of the
sellers. In the event that there are two or more identical bids for the selected Fipancjal Fixed
Transmission Rights and there are insufficient Fipancjal Eixed—Transmission Rights to
accommodate all of the identical bids, then each such bidder will receive a pro rata share of the
Finangcial Fixed-Transmission Rights that can be awarded.

(c)  Fipangial Fixed-Transmission Rights shall be sold at the market-clearing
price for Finupciyl Fixed-Transmission Rights between specified pairs of receipt and delivery
points, as determined by the bid value of the marginal Fipgncigl Fixed-Transmission Right that
could not be awarded because it would not be simultaneously feasible. The linear programming
model shall determine the clearing prices of all Figancijal Fixed-Transmission Rights paths based
on the bid value of the marginal Fipancial Fixed-Transmission Rights, which are those Finangial
Eixed-Transmission Rights with the highest bid values that could not be awarded fully because
they were not simultaneously feasible, and based on the flow sensitivities of each Financiy] Fixed
Transmission Rights path relative to the marginal Figuncial Fixed-Transmission Rights paths
flow sensitivities on the binding transmission constraints.

7.3.7 Announcement of Winners and Prices.

Within two (2) business days after the close of ar monthly auction; or anpual
auction round, the Office of the Interconnection shall post the winning bidders, the megawatt
quantity, and the receipt and delivery points for each Financigl Fixed—Transmission Right
awarded in the auction and the pncc at whlch each ﬂm}_ﬁ&eﬂ—Tmswxssnon nght was
awarded. Re - i ak—
Office of the Interconnecnon sha]l not dlsclosc the price spec:ﬁed in any bld 1o purchasc or the
reservation price specified in any offer to sell.

7.3.8 Auction Settlements.

All buyers and sellers of Figancial Fixed-Transmission Rights between the same |
points of receipt and delivery shall pay or be paid the market-clearing price, as determined in the
auction, for such Finangigl Fixed-Transmission Rights.
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7.43:9 Allocation of Auction Revenues.
7.4.1 Eligibilit

(2) AW-Annual and nonthly_auction revenues, net of payments to entities
selling Fipancjal Fixed-Transmission Rights into the auction, shall be allocated among holders of
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7.45 Simultaneous Feasibility.

The Office of the Interconnection shall make the simultaneous feasibility determinations
specified herein using appropriate powerflow models of contingency-constrained dispatch. Such
determinations shall take into account outages of both individual generation units and
transmission facilities and shall be based on reasonable assumptions about the configuration and
availability of transmission capability during the period covered by the auction that are not
inconsistent with the determination of the deliverability of Capacity Resources under the
Reliability Assurance Agreement or the deliverability of Available Capacity Resources under the
Reliability Assurance Agreement-West. The goal of the simultaneous feasibility determination
shall be to ensure that there are sufficient revenues from Transmission Congestion Charges to
satisfy all Finangial Fixed-Transmission Rights obligations for the auction period under expected

and 10 ¢ 4 e ventle 4 .
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8. INTERREGIONAL TRANSMISSION CONGESTION MANAGEMENT
PILOT PROGRAM

8.1 Introduction.

The following procedures shall govern the redispatch of generation to alleviate
transmission congestion on selected pathways on the transmission systems operated by the Office
of the Interconnection and the New York ISO (“NYISO”). The procedures shall be used solely
when, in the exercise of Good Utility Practice, the Office of the Interconnection or NYISO
determines that the redispatch of generation units on the other’s transmission system would
reduce or eliminate the need to resort to Transmission Loading Relief or other transmission-

related emergency procedures.
8.2 Identification of Transmission Constraints.

(a) On a periodic basis determined by the Office of the Interconnection and NYISO,
the Office of the Interconnection and NYISO shall identify potential transmission operating
constraints that could result in the need to use Transmission Loading Relief or other emergency
procedures in order to alleviate the transmission constraints, the need for which could be reduced
or eliminated by the redispatch of generation on the other’s system.

(b) In addition to the identification of such potential transmission operating
constraints, the Office of the Interconnection and NYISO shall identify generation units on the
other’s system, the redispatch of which would alleviate the identified transmission constraints.
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55  Relationship of Capacity Credits to Capacity Obligations Imposed under the
Reliability Assurance Agreement.

A megawatt of Capacity Credit shall satisfy a megawalt of capacity obligation imposed
under the Reliability Assurance Agreement. Capacity Credits purchased from a PIM Capacity
Credit Market shall not be adjusted for forced outages or other reasons. Because Capacity
Credits are based on Capacity Resources, no further capability or deliverability demonstrations
beyond those for the related Capacity Resource shall be required.

5.6 Deficiency Charges.

If the Office of the Interconnection determines that the first Market Seller in a PIM
Capacity Credit Market of a Capacity Credit did not have sufficient Unforced Capacity to support
the Capacity Credit transaction at the time for which the Capacity Credit was applicable, any
such deficiency shall be satisfied through payment of deficiency charges by such first Market
Seller calculated as specified in the Reliability Assurance Agreement. Any amounts collected
from such deficiency charges shall be distributed in accordance with the Reliability Assurance
Agreement.

57 FKixed-Fipaggcia]l Transmission Rights.

Acquisition of a Capacity Credit shall not entitle the holder to a Fixed-Finangial
Transmission Right.

5.8  Confidentiality.

The following information submitted to the Office of the Interconnection in connection
with any PJM Capacity Credit Market shall be deemed confidential information for purposes of
Section 18.17 of the Agreement: (i) the terms and conditions of all Sell Offers and Buy Bids;
and (ii) the terms and conditions of any bilateral transactions for capacity or Capacity Credits.

6. OPERATION OF THE PJM CAPACITY CREDIT MARKETS
6.1 Content of Sell Offers.
6.1.1 Specifications.
Sell Offers shall specify:
i) The quantity of Capacity Credits offered, in increments of 0.1 megawatt;

ii) The minimum price, in dollars and cents per megawatt per day, that will be
accepted by the seller;

iiiy  For a PJM Daily Capacity Credit Market , the dates on which the offered
Capacity Credits may be used; and

iv) For a PJM Monthly Capacity Credit Market, the month or months for
which the offered Capacity Credits may be used.
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57 FEixedFingncial Transmission Rights.

Acquisition of an Available Capacity Credit shall not entitle the holder to a Fixed
Finangial Transmission Right.

5.8  Confidentiality.

The following information submitted to the Office of the Interconnection in connection
with any PJM West Available Capacity Credit Market shall be deemed confidential information
for purposes of Section 18.17 of the Agreement: (i) the terms and conditions of all Sell Offers

and Buy Bids; and (ii) the terms and conditions of any bilateral transactions for capacity or
Available Capacity Credits.

6. OPERATION OF THE PJM WEST AVAILABLE CAPACITY CREDIT
MARKETS

6.1 Content of Sell Offers.
6.1.1 Specifications.
Sell Offers shall specify:

i) The quantity of Available Capacity Credits offered, in increments of 0.1
megawatt;

ii) The minimum price, in dollars and cents per megawatt per day, that will be
accepted by the seller;

iii)  For a PJM West Monthly Available Capacity Credit Market, the month or
months for which the offered Available Capacity Credits may be used.

6.1.2 Market-based Offers.

A Market Seller that is 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 to
PIM West Available Capacity Credit Markets that specify market-based prices.

6.1.3 Availability of Available Capacity Credits for Sale.

i) The Office of the Interconnection shall determine the maximum
megawatts of Available Capacity Credits each Market Seller may offerin a
PJM West Available Capacity Credit Market, through verification of the
availability of megawatts of capacity from: (a) Available Capacity
Resources owned by or under contract to the Market Seller; (b) rights
obtained in bilateral transactions; (c) the results of prior PJM West
Available Capacity Credit Markets; and (d) such other information as may
be available to the Office of the Interconnection. The Office of the
Interconnection may reject Sell Offers or portions of Sell Offers for
Available Capacity Credits determined by it not to be available for sale.
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

PJM Interconnection, L.L.C. ) Docket No. ER03-

NOTICE OF FILING

Take notice that on January 10, 2003, PJM Interconnection, L.L.C. (“PJM™), submitted
for filing amendments to the PJM Open Access Transmission Tariff and the Amended and
Restated Operating Agreement of PJM Interconnection, L.L.C. to establish a new annual auction
process for Financial Transmission Rights (formerly Fixed Transmission Rights) and an
allocation mechanism for the auction revenues.

PIM requests an effective date of March 12, 2003 for the amendments.

Copies of this filing were served upon all PJM members and each state electric utility
regulatory commission in the PJM control area and PJM West region.

Any person desiring to intervene or to protest this filing should file with the Federal
Energy Regulatory Commission, 888 First Street, N.E., Washington, D.C. 20426, in accordance
with Rules 211 and 214 of the Commission’s Rules of Practice and Procedure (18 C.F.R.
385.211 and 385.214). Protests will be considered by the Commission in determining the
appropriate action to be taken, but will not serve to make protestants parties to the proceeding.
Any person wishing to become a party must file a motion to intervene. All such motions or
protests should be filed on or before the comment date, and, to the extent applicable, must be
served on the applicant and on any other person designated on the official service list. This filing
is available for review at the Commission or may be viewed on the Commission’s web site at
http://www.ferc.gov, using the “FERRIS” link. Enter the docket number excluding the last three
digits in the docket number filed to access the document. For assistance, contact FERC Online
Support at FERCOnlineSupport@ferc.gov or toll-free at (866) 208-3676, or for TTY, contact
(202) 502-8659. Protests and interventions may be filed electronically via the Internet in lieu of
paper; see 18 C.FR. 385.2001(a)}(1)(iii) and the instructions on the Commission’s web site under
the “e-Filing” link. The Commission strongly encourages electronic filings.
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