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April 29, 2019

The Honorable Kimberly D. Bose
Secretary

Federal Energy Regulatory Commission
888 First Street, N.E. Room 1A
Washington, D.C. 20426

Re:  PJM Interconnection L.L.C., Docket No. ER19-7964-000
Proposed Revision to Definition of On-Site Generator

Dear Secretary Bose:

Pursuant to Section 205 of the Federal Power Act and the Federal Energy Regulatory
Commission’s (“Commission”) Regulations," PJM Interconnection, L.L.C. (“PIM”) hereby
submits proposed revisions to PIM’s Open Access Transmission Tariff (“Tariff”) and the parallel
provisions in Amended and Restated Operating Agreement of PJM Interconnection, L.L.C.
(“Operating Agreement”). Specifically, as further explained below, PJM proposes to make
minor amendments to the definition of On-Site Generators to clarify that generation resources
located behind a load meter are not prohibited, in certain circumstances, from qualifying as both
Generation Capacity Resources and as On-Site Generators.? This clarification is needed to make
consistent the definition of an On-Site Generators throughout PJM’s governing documents and to
avoid a potential reading of the definition that would sweep too far and inadvertently prohibit an

On-Site Generator from serving an on-site load.

1 See 6 U.S.C. § 824d (2000) and 18 C.F.R. Part 35 (2011)

% For the purpose of this filing, capitalized terms not defined herein shall have the meaning as contained in the
Tariff, Operating Agreement, or the Reliability Assurance Agreement Among Load Serving Entities in the PIM
Region.
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In particular, this filing clarifies that a generation facility may qualify as a Generation
Capacity Resource when it is offering its unforced capacity (over and above what it may be using
to serve an on-site load). In those cases, it is injecting electricity onto the transmission and/or
distribution system. At the same time, such facility, to the extent it is being used to offset an on-
site load, may in that instance also qualify as an On-Site Generator and participate as an
Economic Load Response Participant or a Demand Resource for those megawatts. PJM
illustrates by example below the unintended impact of the existing Operating Agreement Tariff
language and the positive impact of this clarification of language.

Stakeholders endorsed these clarifications by acclamation with no objections by the
Markets and Reliability Committee (“MRC”) and the Members Committee (“MC”) on
December 20, 2018 and January 24, 2019, respectively. PJM requests that the Commission issue
an order accepting the enclosed revisions by no later than June 28, 2019, sixty (60) days from the
date of this filing, with an effective date of July 1, 2019.

l. BACKGROUND AND EXAMPLE

In certain circumstances, generation facilities located behind a customer’s load meter
may interconnect to PJM and obtain Capacity Injection Rights (“CIRs”) through an
Interconnection Agreement for the MWs that will be delivered to the transmission and
distribution system to make wholesale sales in PJM’s markets. The same generation facility may
also elect to serve an on-site load over and above its CIRs with any additional MWs that are
generated by the facility. Consistent with the must-offer provisions of the Tariff, any CIRs that
are obtained through the interconnection process may be used by the generation facility to inject
energy onto the grid as a Generation Capacity Resource using the excess MWs from the facility

that are not serving the on-site load.
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For example, consider a customer site with 10 MW of load with a 12MW generator. The
generator may go through the interconnection process and receive 2MW of CIRs. This generator
would be subject to the must-offer requirement for the 2MW level and participate with 2MW as
a Generation Capacity Resource based on 2MW of CIRs. The other 10 MW portion of the
generation facility can then be used to offset load as an On-Site Generator subject to the
applicable rules pertaining to Economic Load Response Participant or Demand Resource. The

figure below illustrates this example:
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1. NEED FOR PROPOSED REVISIONS
A. The Concept of On-Site Generation is Defined in Multiple Ways That Are
Inconsistent with Each Other And May Lead to Disqualifying Certain
Generation Resources From Providing Economic Load Response.

PJM stakeholders recently reviewed the existing participation rules for distributed energy
resources in the Distributed Energy Resource Subcommittee (“DERS”) and determined the
current definitions of “On-Site Generators” for an Economic Load Response Participant, which
is defined in the Operating Agreement, section 1 and the term “On Site Generators” as applied to

an Emergency/Pre-Emergency Load Response Participant,® are potentially inconsistent and could

lead to unintended results.

® Operating Agreement, Schedule 1, section 8.2 and parallel provisions in Tariff, Attachment K-Appendix, section
8.2. For purposes of this transmittal letter, all references to Operating Agreement, Schedule 1shall include the
parallel reference to Tariff, Attachment K-Appendix.
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Specifically, the current definition of “On Site Generators” for Emergency/Pre-
Emergency Load Response Participants in Operating Agreement, Schedule 1, section 8.2 states,
in relevant part: “Capacity Resources are not eligible for compensation under this program.”
Since the term “Capacity Resource’™ refers only to the MWs from the facility that are covered by
CIRs, residual MWs should be available to participate as Emergency/Pre-Emergency Load
Response by reducing load while MWs used to inject onto the transmission and distribution
system are used as a Capacity Resource. This outcome is in line with the provisions of the
Operating Agreement since the term “On Site Generators,” as defined in Operating Agreement,
Schedule 1, section 8.2, does not prohibit the entire generation facility from compensation as
Emergency/Pre-Emergency Load Response. Rather, it only prohibits the MWs from the
generation facility that are injected into the grid as a Generation Capacity Resource.

In contrast, the definition of On-Site Generators in the Operating Agreement, section 1
may be interpreted to preclude the entire generation facility and not merely the MWs used for
load reductions. This could preclude any additional MWs from a facility that are not considered

Generation Capacity Resources from being eligible to offset load as On-Site Generators.”

* A Capacity Resource is defined as the “megawatts of (i) net capacity from Existing Generation Capacity Resources
or Planned Generation Capacity Resources meeting the requirements of the Reliability Assurance Agreement,
Schedules 9 and Reliability Assurance Agreement, Schedule 10 that are or will be owned by or contracted to a Party
and that are or will be committed to satisfy that Party's obligations under the Reliability Assurance Agreement, or to
satisfy the reliability requirements of the PJIM Region, for a Delivery Year; (ii) net capacity from Existing
Generation Capacity Resources or Planned Generation Capacity Resources not owned or contracted for by a Party
which are accredited to the PJIM Region pursuant to the procedures set forth in such Schedules 9 and 10; and

(iii) load reduction capability provided by Demand Resources or Energy Efficiency Resources that are accredited to
the PJM Region pursuant to the procedures set forth in the Reliability Assurance Agreement, Schedule 6.” RAA,
Article 1.

® Under PJM’s existing rules, any Member that operates as a Curtailment Service Provider and has the ability to
reduce load, either through the reduction of electricity consumption or by operating an On-Site Generator that
enables demand reductions at an end-use customer location, may become an Economic Load Response Participant.
See Operating Agreement, Schedule 1, section 1.5A.1 and parallel provisions of Tariff, Attachment K-Appendix,
section 1.5A.1.
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Specifically, On-Site Generators is defined in the Operating Agreement as:

generation facilities (including Behind The Meter Generation) that (i) are not

Capacity Resources, (ii) are not injecting into the grid, (iii) are either

synchronized or non-synchronized to the Transmission System, and (iv) can be

used to reduce demand for the purpose of participating in the PJM Interchange

Energy Market.

This language could be read to preclude entire generation facilities from qualifying as
On-Site Generators, even if only a portion of a facility is a Capacity Resource. Such a reading
would mean that the entire generation facility may not be permitted to participate as an
Economic Load Response Participant or as a Demand Resource. In short, the Operating
Agreement language can be read as precluding a generation facility that meets the requirements
of a Capacity Resource for a portion of its output from qualifying at all as an On-Site Generator
for any portion of its output. This would mean that a generation facility may only be used
exclusively as either (1) a Generation Capacity Resource or (2) an On-Site Generator for
purposes of offsetting load as an Economic Load Response Participant or Demand Resource.
Such a restriction is inconsistent with the Operating Agreement, Schedule 1, section 8.2
provisions, which do contemplate this dual output from an on-site generation facility and thus
sweeps too far.

Further, such a restriction is overly broad and unnecessary so long as any available
incremental energy from the generation facility that is used to provide demand reduction is
capable of being quantified and the load reduction is made in response to Locational Marginal

Prices in the Real-time Energy Market and/or Day-ahead Energy Market.” This definitional

discrepancy between On-Site Generators and On Site Generators appear inconsistent and was not

® Operating Agreement, section 1.

" See Operating Agreement, Schedule 1, section 3.3A.2.02
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intentional. Therefore, the PJM stakeholders approved the proposed tariff change and additional
Manual language to clarify the participation of all On-Site Generators as Economic Load
Response Participants and a Demand Resource in the PJIM markets. This filing is intended to
clarify that a generation facility that interconnects a portion of the facility to either the
distribution or transmission system as a Generation Capacity Resource can still qualify as an On-
Site Generator and be eligible to participate as an Economic Load Response Participant or
Demand Resource for any available incremental amount of generation used to offset load.

B. Interaction with Other Requirements of Capacity Resources.

To be clear, this filing does not mean a generation facility with CIRs may withhold MWs
and skirt the must-offer requirements. All Generation Capacity Resources remain subject to the
energy or capacity market must-offer obligations.® The generation facility still has all applicable
must-offer obligations for the portion of the facility that retains CIRs and is considered a
Generation Capacity Resource. It is only those additional MWs that are available to reduce load
that may be deemed an On-Site Generator and be eligible to participate as an Economic Load
Response Participant or Demand Resource.

C. Policy Rationale for This Filing.

As long as the MWs used to reduce load can be accurately quantified, there is no reason
to prohibit a generation facility from offsetting load as an On-Site Generator merely because it

also qualifies as a Capacity Resource for the MWs that it will inject into the grid.° The

® Tariff, Attachment DD, section 6.6; Operating Agreement, Schedule 1, section 1.10.1A(d).

® Operating Agreement, Schedule 1, section 3.3A.2.02(ii) states that “the amount of energy from an On-Site
Generator used to enable an Economic Load Response Participant to provide demand reductions in response to the
Locational Marginal Prices in the Real-time Energy Market and/or the Day-ahead Energy Market shall be capable of
being quantified in a manner that is acceptable to the Office of the Interconnection.” Thus, so long as PJM finds the
amount of energy from the On-Site Generator is capable of being quantified, the Economic Load Response
Participant should be allowed to use such On-Site Generator.
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incremental MWs that are injected onto the grid can be distinguished from those MWs used for
economic load response because once an end-use customer site’s load has been fully satisfied by
the generator, the meter at the point of interconnection will be zero and any incremental MWSs
will be used to inject energy into the grid.®® Those MWs that are injected into the grid will not
be considered an On-Site Generator for purposes of participating as an Economic Load Response
Participation or Demand Resource.

In certain circumstances, and subject to the rules governing Economic Load Response
Participant, a generation facility could be used to inject MWs and curtail load simultaneously. In
those scenarios, load reductions from an On-Site Generator can be measured against the
Customer Baseline Load, which represents end-use customers’ actual load patterns. Thus, if an
Economic Load Response Participant has a Customer Baseline Load of 10MW and is dispatched
to curtail 10MW, the On-Site Generator could be used to satisfy such commitment and any
excess incremental MWs from the On-Site Generator can be used to inject into the grid as a
Generation Capacity Resource if there is no additional load to offset at the end-use location.
Such activity would result in more efficient market outcomes since additional capability from the
On-Site Generator can participate in the wholesale market.

I11.  PROPOSED CHANGES TO PJM’S GOVERNING DOCUMENTS

To ensure that a generating facility qualifies as an On-Site Generator even if a portion of
the facility is injecting into the grid as a Capacity Resource, PJM proposes to amend the existing
definition to make clear that the facility qualifies as an On-Site Generator so long as the portion
of the facility that participates as an Economic Load Response Participant or Demand Resource

does not inject into the grid. Specifically, PJM proposes to amend the definition of On-Site

1% Injections are easy to measure since the point of interconnection meter will show negative value which indicates
the power that is injected onto the grid. A positive value shows the power that is consumed at the site.
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Generators to specify that the term refers to the whole or portions of the generation facility.
Further, the definition is amended to distinguish “Generation Capacity Resource” from
“Capacity Resource” to specify that On-Site Generators refer to the MWs of a generation facility
that may be used to reduce load as an Economic Load Response Participant or as a Demand
Resource. It is more appropriate to use the term Generation Capacity Resource in this context
since Demand Resources are considered Capacity Resources and thus could be unnecessarily
excluded from being an Economic Load Response Participant. PJM further revises this
definition to clarify that the generating facility may not inject into the grid for the portion of the
generation facility that participates as an Economic Load Response Participant or as a Demand
Resource since such programs are intended to curtail load and not inject additional energy into
the grid. These changes are shown in blackline below:

“On-Site Generators” shall mean generation facilities or portions of a generation

facility (including Behind The Meter Generation) that (i) are not Generation

Capacity Resources, (ii) are not injecting into the grid for the portion of a

generation facility that participates as an Economic Load Response Participant or

as a Demand Resource, (iii) are either synchronized or non-synchronized to the

Transmission System, and (iv) can be used to reduce demand for the purpose of
participating in the PJM Interchange Energy Market.

In addition to this revision, PJM also revises Operating Agreement, Schedule 1, section
3.3A.7(b)(iii) to make consistent the use of the term On-Site Generators in the body of the
Operating Agreement. More particularly, PJM proposes to revise the language in this section
shown in blackline below:

Settlements based on ©Oon-Ssite Ggeneratorion data if the On-Site Generatienror is

not supporting demand reductions executed in response to the Locational Marginal

Price in the Real-time Energy Market and/or the Day-ahead Energy Market;

Lastly, since the definition of On-Site Generators is a defined term in the definition

section of the Operating Agreement, PJM proposes to remove the definition of On Site
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Generators from Operating Agreement, Schedule 1, section 8.2. The existing definition in that
section is intended to mean the same On-Site Generator as defined in the definition section but
worded in a different manner.** To avoid any confusion, this definition should be removed from
this section and one consistent application of the On-Site Generators term from the definition
section should be applied. Therefore, PJIM proposes to revise the language in this section as
shown in blackline below:?

Two primary types of distributed resources are candidates to participate in the

PJM Emergency Load Response Program and Pre-Emergency Load Response

Program:

On-Site Generators (As defined in Operating Agreement, section 1)

Load Reductions

A participant that has the ability to reduce a measurable and verifiable portion of
its load, as metered on an EDC account basis.

V. STAKEHOLDER PROCESS

This filing was reviewed and endorsed by the PJM stakeholders. The proposed revisions
were first reviewed at the November 15, 2018 Distributed Energy Resources Subcommittee
(“DERS”) meeting. Thereafter, DERS endorsed the proposed revisions by acclimation with no

objections or abstentions on November 30, 2018. The revisions were subsequently endorsed by

1 PJM notes that the Operating Agreement, Schedule 1, section 8.2 uses the term “On Site Generators” while the
parallel provision in Tariff, Attachment K-Appendix, section 8.2 uses the term “On-Site Generators.”

21t is noted that when the PJM stakeholders endorsed this language, the proposed clarifying language in parenthesis
“As defined in Operating Agreement, section 1” was not included. PJM believes this non-substantive addition
provides additional clarity here and elects to include this language here.
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acclamation with no objections by the MRC and the MC on December 20, 2018 and January 24,
2019, respectively.
V. PROPOSED EFFECTIVE DATES

PJM proposes an effective date of July 1, 2019 for the proposed Tariff and Operating
Agreement sections referenced herein. PJM requests that the Commission issue an order on this
filing by June 28, 2019, sixty (60) days from the date of this filing.
VI. DESCRIPTION OF SUBMITTAL

This filing consists of the following:

1. This transmittal letter;

2. Attachment A — Revisions to the Tariff and Operating Agreement in redline
format;

3. Attachment B — Revisions to the Tariff and Operating Agreement in clean format;
and

VII. CORRESPONDENCE
The following individuals are designated for inclusion on the official service list in this

proceeding and for receipt of any communications regarding this filing:

Chenchao Lu Craig Glazer
Counsel ) ) )
PJM Interconnection, L.L.C. Vice President - Federal Government Policy

2750 Monroe Boulevard
Audubon, Pennsylvania 19403
(610) 666-2255
chenchao.lu@pjm.com

PJM Interconnection, L.L.C.
1200 G Street, N.W, Suite 600
Washington, D.C. 20005
(202) 423-4743
craig.glazer@pjm.com
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VIll. SERVICE

PJM has served a copy of this filing on all PIM Members and on all state utility
regulatory commissions in the PJM Region by posting this filing electronically. In accordance
with the Commission’s regulations,” PJM will post a copy of this filing to the FERC filings

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

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

mail on the same date as this filing to all PJIM Members and all state utility regulatory
commissions in the PJIM Region** alerting them that this filing has been made by PJM and is
available by following such link. If the document is not immediately available by using the
referenced link, the document will be available through the referenced link within 24 hours of the
filing. Also, a copy of this filing will be available on the FERC’s eLibrary website located at the

following link:  http://www.ferc.gov/docs-filing/elibrary.asp in accordance with the

Commission’s regulations and Order No. 714.

3 See 18C.F.R §§ 35.2(e) and 385.2010(f)(3).

4 PJM already maintains updates and regularly uses e-mail lists for all PJM Members and affected state
commissions.
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IX.  CONCLUSION

Based on the foregoing, PIM respectfully requests that the Commission accept the
proposed revisions to PJM’s Tariff and Operating Agreement by no later than June 28, 2019,
effective July 1, 20109.

Respectfully submitted,

/l,»

Craig Glazer Chenchao Lu

Vice President — Federal Government Policy Counsel

PJM Interconnection, L.L.C. PJM Interconnection, L.L.C.
1200 G Street, N.W. 2750 Monroe Boulevard
Suite 600 Audubon, PA 19403
Washington, D.C. 20005 (610) 666-2255

(202) 202-423-4743 Chenchao.Lu@pjm.com

Craig.Glazer@pjm.com

On behalf of
PJM Interconnection, L.L.C.
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Revisions to the
PJM Open Access Transmission Tariff
and PJM Operating Agreement
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Section(s) of the
PJM Open Access Transmission Tariff

(Marked / Redline Format)



3.3A Economic Load Response Participants.
3.3A.1 Compensation.

Economic Load Response Participants shall be compensated pursuant to sections 3.3A.5 and/or
3.3A.6 of this Schedule, for demand reduction offers submitted in the Day-Ahead Energy Market
or Real-time Energy Market that satisfy the Net Benefits Test of section 3.3A.4; that are
scheduled by the Office of the Interconnection; and that follow the dispatch instructions of the
Office of the Interconnection. Qualifying demand reductions shall be measured by: 1)
comparing actual metered load to an end-use customer’s Customer Baseline Load or alternative
CBL determined in accordance with the provisions of section 3.3A.2 or 3.3A.2.01, respectively;
or 2) non-interval metered residential Direct Load Control customers, as metered on a current
statistical sample of electric distribution company accounts, as described in the PJM Manuals or
3) by the MWs produced by on-Site Generators pursuant to the provisions of section 3.3A.2.02.

3.3A.2 Customer Baseline Load.

For Economic Load Response Participants that choose to measure demand reductions using an
end-use customer’s Customer Baseline Load (“CBL”), the CBL shall be determined using the
following formula for such participant’s Non-Variable Loads. Additionally, the following
formula shall be used to determine a Peak Shaving Adjustment End-Use Customer’s demand
reductions when determining peak shaving performance rating as described in PJM Manual 19,
unless an alternative CBL is approved pursuant to section 3.3A.2.01 of this schedule:

(@  The CBL for weekdays shall be the average of the highest 4 out of the 5 most
recent load weekdays in the 45 calendar day period preceding the relevant load reduction event.

I. For the purposes of calculating the CBL for weekdays, weekdays shall not
include:

1. NERC holidays;

2. Weekend days;

3. Event days. For the purposes of this section an event day shall be either:

Q) any weekday that an Economic Load Response Participant submits a
settlement pursuant to section 3.3A.4 or 3.3A.5, provided that Event Days
shall exclude such days if the settlement is denied by the relevant LSE or
electric distribution company or is disallowed by the Office of the
Interconnection; or
(i) any weekday where the end-use customer location that is

registered in the Economic Load Response program is also
registered as a Demand Resource, and all end-use customer
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locations on the relevant Economic Load Response registration
have been dispatched by PJM during an emergency event.

4. Any weekday where the average daily event period usage is less than 25%
of the average event period usage for the five days.

ii. If a 45-day period does not include 5 weekdays that meet the conditions in
subsection (a)(i) of this section, provided there are 4 weekdays that meet the conditions in
subsection (a)(i) of this section, the CBL shall be based on the average of those 4 weekdays. If
there are not 4 eligible weekdays, the CBL shall be determined in accordance with subsection
(iii) of this section.

ii. Section 3.3A.2(a)(i)(3) notwithstanding, if a 45-day period does not
include 4 weekdays that meet the conditions in subsection (a)(i) of this section, event days will
be used as necessary to meet the 4 day requirement to calculate the CBL, provided that any such
event days shall be the highest load event days within the relevant 45-day period.

(b) The CBL for weekend days and NERC holidays shall be determined in
accordance with the following provisions:

I. The CBL for Saturdays and Sundays/NERC holidays shall be the average
of the highest 2 load days out of the 3 most recent Saturdays or Sundays/NERC holidays,
respectively, in the 45 calendar day period preceding the relevant load reduction event, provided
that the following days shall not be used to calculate a Saturday or Sunday/NERC holiday CBL.:

1. Event days. For the purposes of this section an event day shall be either:

a. any Saturday and Sunday/NERC holiday that an Economic Load
Response Participant submits a settlement pursuant to section
3.3A.5 or 3.3A.6, provided that Event Days shall exclude such
days if the settlement is denied by the relevant LSE or electric
distribution company or is disallowed by the Office of the
Interconnection; or

b. any Saturday and Sunday/NERC holiday where the end-use
customer that is registered in the Economic Load Response
program is also registered as a Demand Resource, and all end-use
customer locations on the relevant Economic Load Response
registration have been dispatched by PJM during an emergency
event.

2. Any Saturday or Sunday/NERC holiday where the average daily event

period usage is less than 25% of the average event period usage level for
the three days;
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3. Any Saturday or Sunday/NERC holiday that corresponds to the beginning
or end of daylight savings.

ii. If a 45-day period does not include 3 Saturdays or 3 Sundays/NERC
holidays, respectively, that meet the conditions in subsection (b)(i) of this section, provided there
are 2 Saturdays or Sundays/NERC holidays that meet the conditions in subsection (b)(i) of this
section, the CBL will be based on the average of those 2 Saturdays or Sundays/NERC holidays.
If there are not 2 eligible Saturdays or Sundays/NERC holidays, the CBL shall be determined in
accordance with subsection (iii) of this section.

ii. Section 3.3A.2(b)(i)(1) notwithstanding, if a 45-day period does not
include 2 Saturdays or Sundays/NERC holidays, respectively, that meet the conditions in
subsection (b)(i) of this section, event days will be used as necessary to meet the 2 day
requirement to calculate the CBL, provided that any such event days shall be the highest load
event days within the relevant 45-day period.

(c) CBLs established pursuant to this section shall represent end-use customers’
actual load patterns. If the Office of the Interconnection determines that a CBL or alternative
CBL does not accurately represent a customer’s actual load patterns, the CBL shall be revised
accordingly pursuant to section 3.3A.2.01. Consistent with this requirement, if an Economic
Load Response Participant chooses to measure load reductions using a Customer Baseline Load,
the Economic Load Response Participant shall inform the Office of the Interconnection of a
change in its operations or the operations of the end-use customer upon whose behalf it is acting
that would result in the adjustment of more than half the hours in the affected party’s Customer
Baseline Load by twenty percent or more for more than twenty days.

3.3A.2.01 Alternative Customer Baseline Methodologies.

@) During the Economic Load Response Participant registration process pursuant to
section 1.5A.3 of this Schedule, the relevant Economic Load Response Participant or the Office
of the Interconnection (“Interested Parties”) may, in the case of such participant’s Non-Variable
Load customers, and shall, in the case of its Variable Load customers, propose an alternative
CBL calculation that more accurately reflects the relevant end-use customer’s consumption
pattern relative to the CBL determined pursuant to section 3.3A.2. During the Emergency and
Pre-Emergency Load Response registration process pursuant to section 8.4 of this schedule, or as
otherwise approved by the Office of the Interconnection, the relevant participant or the Office of
the Interconnection may propose an alternative CBL calculation that more accurately reflects the
relevant end-use customer’s consumption pattern relative to the CBL determined pursuant to
section 3.3A.2 of this schedule. In support of such proposal, the participant shall demonstrate
that the alternative CBL method shall result in an hourly relative root mean square error of
twenty percent or less compared to actual hourly values, as calculated in accordance with the
technique specified in the PJIM Manuals. Any proposal made pursuant to this section shall be
provided to the other Interested Party.

(b) The Interested Parties shall have 30 days to agree on a proposal issued pursuant to
subsection (a) of this section. The 30-day period shall start the day the proposal is provided to
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the other Interested Party. If both Interested Parties agree on a proposal issued pursuant to this
section, that alternative CBL calculation methodology shall be effective consistent with the date
of the relevant Economic Load Response Participant registration.

(c) If agreement is not reached pursuant to subsection (b) of this section, the Office of
the Interconnection shall determine a CBL methodology that shall result, as nearly as practicable,
in an hourly relative root mean square error of twenty percent or less compared to actual hourly
values within 20 days from the expiration of the 30-day period established by subsection (b). A
CBL established by the Office of the Interconnection pursuant to this subsection (c) shall be
binding upon both Interested Parties unless the Interested Parties reach agreement on an
alternative CBL methodology prior to the expiration of the 20-day period established by this
subsection (c).

(d) Operation of this section 3.3A.2.01 shall not delay Economic Load Response
Participant registrations pursuant to Section 1.5A.3, provided that the alternative CBL
established pursuant to this section shall be used for all related energy settlements made pursuant
to sections 3.3A.5 and 3.3A.6.

(e) The Office of the Interconnection shall periodically publish alternative CBL
methodologies established pursuant to this section in the PJM Manuals.

()] Emergency and Pre-Emergency Load Response registrations will use the CBL
defined on the associated economic registration for measuring demand reductions when
determining the participant’s compliance with its capacity obligations pursuant to Schedule 6 of
the RAA, unless it is the maximum baseload CBL as defined in the PJIM Manuals, in which case
the participant will use the CBL set forth in the Emergency or Pre-Emergency Load Response
registration.

3.3A.2.02 On-Site Generators.

On-Site Generators used as the basis for Economic Load Response Participant status
pursuant to Tariff, Attachment K-Appendix, section 1.5A shall be subject to the following
provisions:

I. The On-Site Generator shall be used solely to enable an Economic Load Response
Participant to provide demand reductions in response to the Locational Marginal Prices in the
Real-time Energy Market and/or the Day-ahead Energy Market and shall not otherwise have
been operating;

ii. If subsection (i) does not apply, the amount of energy from an On-Site Generator
used to enable an Economic Load Response Participant to provide demand reductions in
response to the Locational Marginal Prices in the Real-time Energy Market and/or the Day-ahead
Energy Market shall be capable of being quantified in a manner that is acceptable to the Office
of the Interconnection.

3.3A.3 Symmetric Additive Adjustment.

Page 4



@) Customer Baseline Levels established pursuant to section 3.3A.2 shall be adjusted
by the Symmetric Additive Adjustment. Unless an alternative formula is approved by the Office
of the Interconnection, the Symmetric Additive Adjustment shall be calculated using the
following formula:

Step 1: Calculate the average usage over the 3 hour period ending 1 hour prior to the start of
event.

Step 2: Calculate the average usage over the 3 hour period in the CBL that corresponds to the 3
hour period described in Step 1.

Step 3: Subtract the results of Step 2 from the results of Step 1 to determine the symmetric
additive adjustment (this may be positive or negative).

Step 4: Add the symmetric additive adjustment (i.e. the results of Step 3) to each hour in the
CBL that corresponds to each event hour.

(b) Following a Load Reduction Event that is submitted to the Office of the
Interconnection for compensation, the Office of the Interconnection shall provide the
Notification window(s), if applicable, directly metered data and Customer Baseline Load and
Symmetric Additive Adjustment calculation to the appropriate electric distribution company for
optional review. The electric distribution company will have ten Business Days to provide the
Office of the Interconnection with notification of any issues related to the metered data or
calculations.

3.3A.4 Net Benefits Test.

The Office of the Interconnection shall identify each month the price on a supply curve,
representative of conditions expected for that month, at which the benefit of load reductions
provided by Economic Load Response Participants exceed the costs of those reductions to other
loads. In formulaic terms, the net benefit is deemed to be realized at the price point on the
supply curve where (Delta LMP x MWh consumed) > (LMPnew X DR), where LMPygw is the
market clearing price after Economic Load Response is dispatched and Delta LMP is the price
before Economic Load Response is dispatched minus the LMPyew).

The Office of the Interconnection shall update and post the Net Benefits Test results and analysis
for a calendar month no later than the 15" day of the preceding calendar month. As more fully
specified in the PJIM Manuals, the Office of the Interconnection shall calculate the net benefit
price level in accordance with the following steps:

Step 1. Retrieve generation offers from the same calendar month (of the prior calendar year) for
which the calculation is being performed, employing market-based price offers to the extent
available, and cost-based offers to the extent market-based price offers are not available. To the
extent that generation offers are unavailable from historical data due to the addition of a Zone to
the PJM Region the Office of the Interconnection shall use the most recent generation offers that
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best correspond to the characteristics of the calendar month for which the calculation is being
performed, provided that at least 30 days of such data is available. If less than 30 days of data is
available for a resource or group of resources, such resource[s] shall not be considered in the Net
Benefits Test calculation.

Step 2: Adjust a portion of each prior-year offer representing the typical share of fuel costs in
energy offers in the PJM Region, as specified in the PJIM Manuals, for changes in fuel prices
based on the ratio of the reference month spot price to the study month forward price. For such
purpose, natural gas shall be priced at the Henry Hub price, number 2 fuel oil shall be priced at
the New York Harbor price, and coal shall be priced as a blend of coal prices representative of
the types of coal typically utilized in the PJM Region.

Step 3. Combine the offers to create daily supply curves for each day in the period.

Step 4. Average the daily curves for each day in the month to form an average supply curve for
the study month.

Step 5. Use a non-linear least squares estimation technique to determine an equation that
reasonably approximates and smooths the average supply curve.

Step 6. Determine the net benefit level as the point at which the price elasticity of supply is equal
to 1 for the estimated supply curve equation established in Step 5.

3.3A.5 Market Settlements in Real-time Energy Market.

@ Economic Load Response Participants that submit offers for load reductions in
the Day-ahead Energy Market by no later than 2:15 p.m. on the day prior to the Operating Day
that cleared or that otherwise are dispatched by the Office of the Interconnection for the
Operating Day shall be compensated for reducing demand based on the actual kWh relief
provided in excess of committed day-ahead load reductions. The offer shall contain the Offer
Data specified in Tariff, Attachment K-Appendix, section 1.10.1A(k) and shall not thereafter be
subject to change; provided, however, the Economic Load Response Participant may update the
previously specified minimum or maximum load reduction quantity and associated price by
submitting a Real-time Offer for a clock hour by providing notice to the Office of the
Interconnection in the form and manner specified in the PJM Manuals no later than 65 minutes
prior to such clock hour. Economic Load Response Participants may also submit Real-time
Offers for a clock hour for an Operating Day containing Offer Data specified in Tariff,
Attachment K-Appendix, section 1.10.1A(k), and may update such offers up to 65 minutes prior
to such clock hour. Economic Load Response Participants may, at their option, combine
separately registered loads that have a common pricing point into a single portfolio for purposes
of offering and dispatching their load reduction capability; provided however that any load
reductions will continue to be measured and verified at the individual registration level prior to
aggregation at the portfolio level for purposes of energy market and balancing operating reserves
settlements. An Economic Load Response Participant that curtails or causes the curtailment of
demand in real-time in response to PJM dispatch, and for which the applicable real-time LMP is
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equal to or greater than the threshold price established under the Net Benefits Test, will be
compensated by PIJMSettlement at the real-time Locational Marginal Price.

(b) In cases where the demand reduction follows dispatch, as defined in Tariff,
Attachment K-Appendix, section 3.2.3(0-1), as instructed by the Office of the Interconnection,
and the demand reduction offer price is equal to or greater than the threshold price established
under the Net Benefits Test, payment will not be less than the total value of the demand
reduction bid. For the purposes of this subsection, the total value of a demand reduction bid
shall include any submitted start-up costs associated with reducing demand, including direct
labor and equipment costs and opportunity costs and any costs associated with a minimum
number of contiguous hours for which the demand reduction must be committed.

Any shortfall between the applicable Locational Marginal Price and the total value of the
demand reduction bid will be made up through normal, real-time operating reserves. In all cases
under this subsection, the applicable zonal or aggregate (including nodal) Locational Marginal
Price shall be used as appropriate for the individual end-use customer.

(© For purposes of load reductions qualifying for compensation hereunder, an
Economic Load Response Participant shall accumulate credits for energy reductions in those
hours when the energy delivered to the end-use customer is less than the end-use customer’s
Customer Baseline Load at the applicable Locational Marginal Price for the Real-time
Settlement Interval. In the event that the end-use customer’s hourly energy consumption is
greater than the Customer Baseline Load, the Economic Load Response Participant will
accumulate debits at the applicable Locational Marginal Price for the Real-time Settlement
Interval for the amount the end-use customer’s hourly energy consumption is greater than the
Customer Baseline Load. If the actual load reduction, compared to the desired load reduction is
outside the deviation levels specified in Tariff, Attachment K-Appendix, section 3.2.3(0), the
Economic Load Response Participant shall be assessed balancing operating reserve charges in
accordance with Tariff, Attachment K-Appendix, section 3.2.3.

(d) The cost of payments to Economic Load Response Participants under this section
(excluding any portion of the payments recovered as operating reserves pursuant to subsection
(b) of this section) for load reductions that are compensated at the applicable full LMP, in any
Zone for any hour, shall be recovered from Market Participants on a ratio-share basis based on
their real-time exports from the PJM Region and from Load Serving Entities on a ratio-share
basis based on their real-time loads in each Zone for which the load-weighted average Locational
Marginal Price for the hour during which such load reduction occurred is greater than or equal to
the price determined under the Net Benefits Test for that month, with the ratio shares determined
as follows:

The ratio share for LSE i in zone z shall be RTL;//(RTL + X)
and the ratio share for party j shall be X;/(RTL + X).

Where:

RTL is the total real time load in all zones where LMP > Net Benefits Test price;
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RTL;, is the real-time load for LSE i in zone z;
X is the total export quantity from PJM in that hour; and
Xj is the export quantity by party j from PJM.

3.3A.6 Market Settlements in the Day-ahead Energy Market.

@ Economic Load Response Participants dispatched as a result of a qualifying
demand reduction offer in the Day-ahead Energy Market shall be compensated for reducing
demand based on the reductions of kWh committed in the Day-ahead Energy Market. An
Economic Load Response Participant that submits a demand reduction bid day ahead that is
accepted by the Office of the Interconnection and for which the applicable day ahead LMP is
greater than or equal to the Net Benefits Test shall be compensated by PJMSettlement at the day-
ahead Locational Marginal Price.

Economic Load Response Participants may, at their option, combine separately registered loads
that have a common pricing point into a single portfolio for purposes of offering and dispatching
their load reduction capability; provided however that any load reductions will continue to be
measured and verified at the individual registration level prior to aggregation at the portfolio
level for purposes of energy market and balancing operating reserves settlements.

(b) Total payments to Economic Load Response Participants for accepted day-ahead
demand reduction bids with an offer price equal to or greater than the threshold price established
under the Net Benefits Test that follow the dispatch instructions of the Office of the
Interconnection will not be less than the total value of the demand reduction bid. For the
purposes of this subsection, the total value of a demand reduction bid shall include any submitted
start-up costs associated with reducing load, including direct labor and equipment costs and
opportunity costs and any costs associated with a minimum number of contiguous hours for
which the load reduction must be committed. Any shortfall between the applicable Locational
Marginal Price and the total value of the demand reduction bid will be made up through normal,
day-ahead operating reserves. In all cases under this subsection, the applicable zonal or
aggregate (including nodal) Locational Marginal Price shall be used as appropriate for the
individual end-use customer.

(© Economic Load Response Participants that have demand reductions committed in
the Day-ahead Energy Market that deviate from the day-ahead schedule in real time shall be
charged or credited for such variance at the real time LMP plus or minus an amount equal to the
applicable balancing operating reserve charge in accordance with Tariff, Attachment K-
Appendix, section 3.2.3. Load Serving Entities that otherwise would have load that was reduced
shall receive any associated operating reserve credit.

(d) The cost of payments to Economic Load Response Participants for accepted day-
ahead demand reduction bids that are compensated at the applicable full, day ahead LMP under
this section (excluding any portion of the payments recovered as operating reserves pursuant to
subsection (b) of this section) for load reductions in any Zone for any hour shall be recovered
from Market Participants on a ratio-share basis based on their real-time exports from the PJM
Region and from Load Serving Entities on a ratio-share basis based on their real-time loads in
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each Zone for which the load-weighted average real-time Locational Marginal Price for the hour
during which such load reduction occurred is greater than or equal to the price determined under
the Net Benefits Test for that month, in accordance with the formula prescribed in Tariff,
Attachment K-Appendix, section 3.3A.5(d).

3.3A.7 Prohibited Economic Load Response Participant Market Settlements.

@ Settlements pursuant to sections 3.3A.5 and 3.3A.6 shall be limited to demand
reductions executed in response to the Locational Marginal Price in the Real-time Energy Market
and/or the Day-ahead Energy Market that satisfy the Net Benefits Test and are dispatched by the
Office of the Interconnection.

(b) Demand reductions that do not meet the requirements of section 3.3A.7(a) shall
not be eligible for settlement pursuant to sections 3.3A.5 and 3.3A.6. Examples of settlements
prohibited pursuant to this section 3.3A.7(b) include, but are not limited to, the following:

I. Settlements based on variable demand where the timing of the demand
reduction supporting the settlement did not change in direct response to Locational Marginal
Prices in the Real-time Energy Market and/or the Day-ahead Energy Market;

ii. Consecutive daily settlements that are the result of a change in normal
demand patterns that are submitted to maintain a CBL that no longer reflects the relevant end-use
customer’s demand;

iii. Settlements based on 0©n-sSite gGeneraterion data if the On--Site
Generatienor is not supporting demand reductions executed in response to the Locational
Marginal Price in the Real-time Energy Market and/or the Day-ahead Energy Market;

iv. Settlements based on demand reductions that are the result of operational
changes between multiple end-use customer sites in the PJM footprint;

V. Settlements that do not include all hours that the Office of the
Interconnection dispatched the load reduction, or for which the load reduction cleared in the
Day-ahead Market.

(©) The Office of the Interconnection shall disallow settlements for demand
reductions that do not meet the requirements of section 3.3A.7(a). If the Economic Load
Response Participant continues to submit settlements for demand reductions that do not meet the
requirements of section 3.3A.7(a), then the Office of the Interconnection shall suspend the
Economic Load Response Participant’s PJM Interchange Energy Market activity and refer the
matter to the FERC Office of Enforcement.

3.3A.8 Economic Load Response Participant Review Process.

Page 9



@) The Office of the Interconnection shall review the participation of an Economic
Load Response Participant in the PJIM Interchange Energy Market under the following
circumstances:

I. An Economic Load Response Participant’s registrations submitted
pursuant to Tariff, Attachment K-Appendix, section 1.5A.3 are disputed more than 10% of the
time by any relevant electric distribution company(ies) or Load Serving Entity(ies).

ii. An Economic Load Response Participant’s settlements pursuant to
sections 3.3A.5 and 3.3A.6 are disputed more than 10% of the time by any relevant electric
distribution company(ies) or Load Serving Entity(ies).

iii. An Economic Load Response Participant’s settlements pursuant to
sections 3.3A.5 and 3.3A.6 are denied by the Office of the Interconnection more than 10% of the
time.

v, An Economic Load Response Participant’s registration will be reviewed
when settlements are frequently submitted or if its actual loads frequently deviate from the
previously scheduled quantities (as determined for purposes of assessing balancing operating
reserves charges). PJM will notify the Participant when their registration is under review. While
the Participant’s registration is under review by PJM, the Participant may continue economic
load reductions but all settlements will be denied by PIJM until the registration review is resolved
pursuant to subsection (i) or (ii) below. PJM will require the Participant to provide information
within 30 days to support that the settlements were submitted for load reduction activity done in
response to price and not submitted based on the End-Use Customer’s normal operations.

1) If the Participant is unable to provide adequate supporting
information to substantiate the load reductions submitted for settlement,
PJM will terminate the registration and may refer the Participant to either
the Market Monitoring Unit or the Federal Energy Regulatory
Commission for further investigation.

i) If the Participant does provide adequate supporting information,
the settlements denied by PJIM will be resubmitted by the Participant for
review according to existing PJM market rules. Further, PJIM may
introduce an alternative Customer Baseline Load if the existing Customer
Baseline Load does not adequately reflect what the customer load would
have been absent a load reduction.

V. The electric distribution company may only deny settlements during the
normal settlement review process for inaccurate data including, but not limited to: meter data,
line loss factor, Customer Baseline Load calculation, interval meter owner and a known
recurring End-Use Customer outage or holiday.

(b) The Office of the Interconnection shall have thirty days to conduct a review
pursuant to this section 3.3A.8. The Office of the Interconnection may refer the matter to the
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PJM MMU and/or the FERC Office of Enforcement if the review indicates the relevant
Economic Load Response Participant and/or relevant electric distribution company or LSE is
engaging in activity that is inconsistent with the PJIM Interchange Energy Market rules governing
Economic Load Response Participants.
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8.2 Participant Qualifications

Two primary types of distributed resources are candidates to participate in the PJM Emergency
Load Response Program and Pre-Emergency Load Response Program:

On-Site Generators (As defined in Operating Agreement, section 1)

Load Reductions

A participant that has the ability to reduce a measurable and verifiable portion of
its load, as metered on an EDC account basis.

Only Members or Special Members may participate in the Emergency Load Response Program
and Pre-Emergency Load Response Program by complying with all of the requirements of the
applicable Relevant Electric Retail Regulatory Authority and all other applicable federal, state
and local regulatory entities together with the Emergency Load Response and Pre-Emergency
Load Response Program provisions herein, including, but not limited to, the Registration section.
Special membership provisions have been established for program participants in the Energy
Only Option, as described below. The special membership provisions shall not apply to program
participants in the Full Program Option. Any existing PJM Member or Special Member may
participate in the Emergency Load Response Program and Pre-Emergency Load Response
Program on behalf of non-members as the Curtailment Service Provider. All payments are made
to the PIM Member or Special Member in such case. Curtailment Service Providers must
become signatories to the PJM Operating Agreement, as described in the PJM Manual for
Administrative Services for the Operating Agreement of the PJM Interconnection, L.L.C.
However, for Special Members the $5,000 annual member fee, the $1,500 application fee, and
liability for Member defaults are waived, along with the following other modifications:

Special Members are limited to be PJIM Market Sellers;
Voting privileges and sector designation are waived,
Thirty day notice for waiting period is waived,
Requirement for 24/7 control center coverage is waived;
No PJM-supported user group capability is permitted.

To participate in the Emergency Load Response Program and Pre-Emergency Load Response
Program, the Demand Resource must:

Be capable of reducing at least 100 kW of load
Be capable of receiving notification of a Load Management Event.
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PJM Operating Agreement

(Marked / Redline Format)



Definitions O - P
Offer Data:

“Offer Data” shall mean the scheduling, operations planning, dispatch, new resource, and other
data and information necessary to schedule and dispatch generation resources and Demand
Resource(s) for the provision of energy and other services and the maintenance of the reliability
and security of the Transmission System in the PJM Region, and specified for submission to the
PJM Interchange Energy Market for such purposes by the Office of the Interconnection.

Office of the Interconnection:

“Office of the Interconnection” shall mean the employees and agents of PJM Interconnection, L.L.C.
subject to the supervision and oversight of the PJM Board, acting pursuant to the Operating Agreement.

Office of the Interconnection Control Center:

“Office of the Interconnection Control Center” shall mean the equipment, facilities and
personnel used by the Office of the Interconnection to coordinate and direct the operation of the
PJM Region and to administer the PJM Interchange Energy Market, including facilities and
equipment used to communicate and coordinate with the Market Participants in connection with
transactions in the PJM Interchange Energy Market or the operation of the PJIM Region.

On-Site Generators:

“On-Site Generators” shall mean generation facilities or portions of a generation facility
(including Behind The Meter Generation) that (i) are not Generation Capacity Resources, (ii) are
not injecting into the grid_for the portion of a generation facility that participates as an Economic
Load Response Participant or as a Demand Resource, (iii) are either synchronized or non-
synchronized to the Transmission System, and (iv) can be used to reduce demand for the purpose
of participating in the PJM Interchange Energy Market.

Open Access Same-Time Information System (OASIS) or PJIM Open Access Same-time
Information System:

“Open Access Same-Time Information System,” “PJM Open Access Same-time Information
System” or “OASIS” shall mean the electronic communication system and information system
and standards of conduct contained in Part 37 and Part 38 of the Commission’s regulations and
all additional requirements implemented by subsequent Commission orders dealing with OASIS
for the collection and dissemination of information about transmission services in the PJIM
Region, established and operated by the Office of the Interconnection in accordance with FERC
standards and requirements.

Operating Day:

“Operating Day” shall mean the daily 24 hour period beginning at midnight for which
transactions on the PJM Interchange Energy Market are scheduled.
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Operating Margin:

“Operating Margin” shall mean the incremental adjustments, measured in megawatts, required in
PJM Region operations in order to accommodate, on a first contingency basis, an operating
contingency in the PJM Region resulting from operations in an interconnected Control Area.
Such adjustments may result in constraints causing Transmission Congestion Charges, or may
result in Ancillary Services charges pursuant to the PJM Tariff.

Operating Margin Customer:

“Operating Margin Customer” shall mean a Control Area purchasing Operating Margin pursuant
to an agreement between such other Control Area and the LLC.

Operating Reserve:

“Operating Reserve” shall mean the amount of generating capacity scheduled to be available for
a specified period of an Operating Day to ensure the reliable operation of the PJM Region, as
specified in the PJIM Manuals.

Operator-initiated Commitment:

“Operator-initiated Commitment™ shall mean a commitment after the Day-ahead Energy Market
and Day-ahead Scheduling Reserves Market, whether manual or automated, for a reason other
than minimizing the total production costs of serving load.

Original PJM Agreement:

“Original PJM Agreement” shall mean that certain agreement between certain of the Members,
originally dated September 26, 1956, and as amended and supplemented up to and including
December 31, 1996, relating to the coordinated operation of their electric supply systems and the
interchange of electric capacity and energy among their systems.

Other Supplier:

“Other Supplier” shall mean a Member that: (i) is engaged in buying, selling or transmitting
electric energy, capacity, ancillatry services, financial transmission rights or other services
available under PJM’s governing documents in or through the Interconnection or has a good faith
intent to do so, and; (ii) does not qualify for the Generation Owner, Electric Distributor,
Transmission Owner or End-Use Customer sectors.

PJM Board:

“PJM Board” shall mean the Board of Managers of the LLC, acting pursuant to the Operating
Agreement, except when such term is being used in Tariff, Attachment M, in which case PJM
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Board shall mean the Board of Managers of PIJM or its designated representative, exclusive of
any members of PJM Management.

PJM Control Area:
“PJM Control Area” shall mean the Control Area recognized by NERC as the PJM Control Area.
PJM Dispute Resolution Procedures:

“PJM Dispute Resolution Procedures” shall mean the procedures for the resolution of disputes
set forth in Operating Agreement, Schedule 5.

PJM Governing Agreements:

“PJM Governing Agreements” shall mean the PJM Open Access Transmission Tariff, the
Operating Agreement, the Consolidated Transmission Owners Agreement, the Reliability
Assurance Agreement, or any other applicable agreement approved by the FERC and intended to
govern the relationship by and among PJM and any of its Members.

PJM Interchange:

“PJM Interchange” shall mean the following, as determined in accordance with the Operating
Agreement and Tariff: (a) for a Market Participant that is a Network Service User, the amount by
which its interval Equivalent Load exceeds, or is exceeded by, the sum of the interval outputs of
its operating generating resources; or (b) for a Market Participant that is not a Network Service
User, the amount of its Spot Market Backup; or (c) the interval scheduled deliveries of Spot
Market Energy by a Market Seller from an External Resource; or (d) the interval net metered
output of any other Market Seller; or (e) the interval scheduled deliveries of Spot Market Energy
to an External Market Buyer; or (f) the interval scheduled deliveries to an Internal Market Buyer
that is not a Network Service User.

PJM Interchange Energy Market:

“PJM Interchange Energy Market” shall mean the regional competitive market administered by
the Office of the Interconnection for the purchase and sale of spot electric energy at wholesale in
interstate commerce and related services established pursuant to Operating Agreement, Schedule
1, and the parallel provisions of Tariff, Attachment K-Appendix.

PJM Interchange Export:

“PJM Interchange Export” shall mean the following, as determined in accordance with the
Operating Agreement and Tariff: (a) for a Market Participant that is a Network Service User, the
amount by which its interval Equivalent Load is exceeded by the sum of the interval outputs of
its operating generating resources; or (b) for a Market Participant that is not a Network Service
User, the amount of its Spot Market Backup sales; or (c) the interval scheduled deliveries of Spot
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Market Energy by a Market Seller from an External Resource; or (d) the interval net metered
output of any other Market Seller.

PJM Interchange Import:

“PJM Interchange Import” shall mean the following, as determined in accordance with the
Operating Agreement and Tariff: (a) for a Market Participant that is a Network Service User, the
amount by which its interval Equivalent Load exceeds the sum of the interval outputs of its
operating generating resources; or (b) for a Market Participant that is not a Network Service
User, the amount of its Spot Market Backup purchases; or (c) the interval scheduled deliveries of
Spot Market Energy to an External Market Buyer; or (d) the interval scheduled deliveries to an
Internal Market Buyer that is not a Network Service User.

PJM Manuals:

“PJM Manuals” shall mean the instructions, rules, procedures and guidelines established by the
Office of the Interconnection for the operation, planning, and accounting requirements of the
PJM Region and the PJM Interchange Energy Market.

PJM Mid-Atlantic Region:

“PJM Mid-Atlantic Region” shall mean the aggregate of the Transmission Facilities of Atlantic
City Electric Company, Baltimore Gas and Electric Company, Delmarva Power and Light
Company, Jersey Central Power and Light Company, Mid-Atlantic Interstate Transmission,
LLC, PECO Energy Company, PPL Electric Utilities Corporation, Potomac Electric Power
Company, Public Service Electric and Gas Company, and Rockland Electric Company.

PJM Region:

“PJM Region” shall mean the aggregate of the Zones within PIJM as set forth in Tariff,
Attachment J.

PJMSettlement:

“PJMSettlement” or “PJM Settlement, Inc.” shall mean PJM Settlement, Inc. (or its successor),
established by PJM as set forth in Operating Agreement, section 3.3.

PJM South Region:

“PJM South Region” shall mean the Transmission Facilities of Virginia Electric and Power
Company.

PJM Tariff, Tariff, O.A.T.T., OATT or PJM Open Access Transmission Tariff:
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“PJM Tariff,” “Tariff,” “O.A.T.T.,” or “PIJIM Open Access Transmission Tariff” shall mean that
certain “PJM Open Access Transmission Tariff”, including any schedules, appendices, or
exhibits attached thereto, on file with FERC and as amended from time to time thereafter.

PJM West Region:

“PJM West Region” shall mean the Zones of Allegheny Power; Commonwealth Edison
Company (including Commonwealth Edison Co. of Indiana); AEP East Affiliate Companies;
The Dayton Power and Light Company; the Duquesne Light Company; American Transmission
Systems, Incorporated; Duke Energy Ohio, Inc., Duke Energy Kentucky, Inc. and East Kentucky
Power Cooperative, Inc.

Planning Period:

“Planning Period” shall have the meaning specified in the Reliability Assurance Agreement.
Planning Period Balance:

“Planning Period Balance” shall mean the entire period of time remaining in the Planning Period
following the month that a monthly auction is conducted.

Planning Period Quarter:

“Planning Period Quarter” shall mean any of the following three month periods in the Planning
Period: June, July and August; September, October and November; December, January and
February; or March, April and May.

Point-to-Point Transmission Service:

“Point-to-Point Transmission Service” shall mean the reservation and transmission of capacity
and energy on either a firm or non-firm basis from the Point(s) of Delivery under Tariff, Part Il.

PRD Curve:

“PRD Curve” shall have the meaning provided in the Reliability Assurance Agreement.
PRD Provider:

“PRD Provider” shall have the meaning provided in the Reliability Assurance Agreement.
PRD Reservation Price:

“PRD Reservation Price” shall have the meaning provided in the Reliability Assurance
Agreement.

PRD Substation:
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“PRD Substation” shall have the meaning provided in the Reliability Assurance Agreement.
Pre-Emergency Load Response Program:

“Pre-Emergency Load Response Program” shall be the program by which Curtailment Service
Providers may be compensated by PJM for Demand Resources that will reduce load when
dispatched by PJM during pre-emergency conditions, and is described in Operating Agreement,
Schedule 1, section 8 and the parallel provisions of Tariff, Attachment K-appendix, section 8.
President:

“President” shall have the meaning specified in Operating Agreement, section 9.2.

Price Responsive Demand:

“Price Responsive Demand” shall have the meaning provided in the Reliability Assurance
Agreement.

Primary Reserve:

“Primary Reserve” shall mean the total reserve capability of generation resources that can be
converted fully into energy or Demand Resources whose demand can be reduced within ten
minutes of a request from the Office of the Interconnection dispatcher, and is comprised of both
Synchronized Reserve and Non-Synchronized Reserve.

Primary Reserve Alert:

“Primary Reserve Alert” shall mean a notification from PJM to alert Members of an anticipated
shortage of Operating Reserve capacity for a future critical period.

Primary Reserve Requirement:

“Primary Reserve Requirement” shall mean the megawatts required to be maintained in a
Reserve Zone or Reserve Sub-zone as Primary Reserve, absent any increase to account for
additional reserves scheduled to address operational uncertainty. The Primary Reserve
Requirement is calculated in accordance with the PJIM Manuals.

Prohibited Securities:

“Prohibited Securities” shall mean the Securities of a Member, Eligible Customer, or
Nonincumbent Developer, or their Affiliates, if:

(1) the primary business purpose of the Member or Eligible Customer, or their Affiliates, is to

buy, sell or schedule energy, power, capacity, ancillary services or transmission services as
indicated by an industry code within the “Electric Power Generation, Transmission, and
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Distribution” industry group under the North American Industry Classification System
(“NAICS”) or otherwise determined by the Office of the Interconnection;

(2) the Nonincumbent Developer has been pre-qualified as eligible to be a Designated Entity
pursuant to Operating Agreement, Schedule 6;

(3) the total (gross) financial settlements regarding the use of transmission capacity of the
Transmission System and/or transactions in the centralized markets that the Office of the
Interconnection administers under the Tariff and the Operating Agreement for all Members or
Eligible Customers affiliated with the publicly traded company during its most recently
completed fiscal year is equal to or greater than 0.5% of its gross revenues for the same time
period; or

(4) the total (gross) financial settlements regarding the use of transmission capacity of the
Transmission System and/or transactions in the centralized markets that the Office of the
Interconnection administers under the Tariff and the Operating Agreement for all Members or
Eligible Customers affiliated with the publicly traded company during the prior calendar year is
equal to or greater than 3% of the total transactions for which PJMSettlement is a Counterparty
pursuant to Operating Agreement, section 3.3 for the same time period.

The Office of the Interconnection shall compile and maintain a list of the Prohibited Securities
publicly traded and post this list for all employees and distribute the list to the Board Members.

Proportional Multi-Driver Project:

“Proportional Multi-Driver Project” shall mean a Multi-Driver Project that is planned as
described in Operating Agreement, Schedule 6, section 1.5.10(h).

Pseudo-Tie:

“Pseudo-Tie shall have the same meaning set forth in the NERC Glossary of Terms Used in
NERC Reliability Standards.

Public Policy Objectives:

“Public Policy Objectives” shall refer to Public Policy Requirements, as well as public policy
initiatives of state or federal entities that have not been codified into law or regulation but which
nonetheless may have important impacts on long term planning considerations.

Public Policy Requirements:

“Public Policy Requirements” shall refer to policies pursued by: (a) state or federal entities,
where such policies are reflected in duly enacted statutes or regulations, including but not limited

to, state renewable portfolio standards and requirements under Environmental Protection Agency
regulations; and (b) local governmental entities such as a municipal or county government,
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where such policies are reflected in duly enacted laws or regulations passed by the local
governmental entity.
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3.3A Economic Load Response Participants.
3.3A.1 Compensation.

Economic Load Response Participants shall be compensated pursuant to sections 3.3A.5 and/or
3.3A.6 of this Schedule, for demand reduction offers submitted in the Day-Ahead Energy Market
or Real-time Energy Market that satisfy the Net Benefits Test of section 3.3A.4; that are
scheduled by the Office of the Interconnection; and that follow the dispatch instructions of the
Office of the Interconnection. Qualifying demand reductions shall be measured by: 1)
comparing actual metered load to an end-use customer’s Customer Baseline Load or alternative
CBL determined in accordance with the provisions of section 3.3A.2 or 3.3A.2.01, respectively;
or 2) non-interval metered residential Direct Load Control customers, as metered on a current
statistical sample of electric distribution company accounts, as described in the PJM Manuals or
3) by the MWs produced by on-Site Generators pursuant to the provisions of section 3.3A.2.02.

3.3A.2 Customer Baseline Load.

For Economic Load Response Participants that choose to measure demand reductions using an
end-use customer’s Customer Baseline Load (“CBL”), the CBL shall be determined using the
following formula for such participant’s Non-Variable Loads. Additionally, the following
formula shall be used to determine a Peak Shaving Adjustment End-Use Customer’s demand
reductions when determining peak shaving performance rating as described in PJM Manual 19,
unless an alternative CBL is approved pursuant to section 3.3A.2.01 of this schedule:

(@  The CBL for weekdays shall be the average of the highest 4 out of the 5 most
recent load weekdays in the 45 calendar day period preceding the relevant load reduction event.

I. For the purposes of calculating the CBL for weekdays, weekdays shall not
include:

1. NERC holidays;

2. Weekend days;

3. Event days. For the purposes of this section an event day shall be either:

() any weekday that an Economic Load Response Participant submits a
settlement pursuant to section 3.3A.4 or 3.3A.5, provided that Event Days
shall exclude such days if the settlement is denied by the relevant LSE or
electric distribution company or is disallowed by the Office of the
Interconnection; or
(i) any weekday where the end-use customer location that is

registered in the Economic Load Response program is also
registered as a Demand Resource, and all end-use customer
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locations on the relevant Economic Load Response registration
have been dispatched by PJM during an emergency event.

4. Any weekday where the average daily event period usage is less than 25%
of the average event period usage for the five days.

ii. If a 45-day period does not include 5 weekdays that meet the conditions in
subsection (a)(i) of this section, provided there are 4 weekdays that meet the conditions in
subsection (a)(i) of this section, the CBL shall be based on the average of those 4 weekdays. If
there are not 4 eligible weekdays, the CBL shall be determined in accordance with subsection
(iii) of this section.

ii. Section 3.3A.2(a)(i)(3) notwithstanding, if a 45-day period does not
include 4 weekdays that meet the conditions in subsection (a)(i) of this section, event days will
be used as necessary to meet the 4 day requirement to calculate the CBL, provided that any such
event days shall be the highest load event days within the relevant 45-day period.

(b) The CBL for weekend days and NERC holidays shall be determined in
accordance with the following provisions:

I. The CBL for Saturdays and Sundays/NERC holidays shall be the average
of the highest 2 load days out of the 3 most recent Saturdays or Sundays/NERC holidays,
respectively, in the 45 calendar day period preceding the relevant load reduction event, provided
that the following days shall not be used to calculate a Saturday or Sunday/NERC holiday CBL.:

1. Event days. For the purposes of this section an event day shall be either:

a. any Saturday and Sunday/NERC holiday that an Economic Load
Response Participant submits a settlement pursuant to section
3.3A.5 or 3.3A.6, provided that Event Days shall exclude such
days if the settlement is denied by the relevant LSE or electric
distribution company or is disallowed by the Office of the
Interconnection; or

b. any Saturday and Sunday/NERC holiday where the end-use
customer that is registered in the Economic Load Response
program is also registered as a Demand Resource, and all end-use
customer locations on the relevant Economic Load Response
registration have been dispatched by PJM during an emergency
event.

2. Any Saturday or Sunday/NERC holiday where the average daily event

period usage is less than 25% of the average event period usage level for
the three days;
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3. Any Saturday or Sunday/NERC holiday that corresponds to the beginning
or end of daylight savings.

ii. If a 45-day period does not include 3 Saturdays or 3 Sundays/NERC
holidays, respectively, that meet the conditions in subsection (b)(i) of this section, provided there
are 2 Saturdays or Sundays/NERC holidays that meet the conditions in subsection (b)(i) of this
section, the CBL will be based on the average of those 2 Saturdays or Sundays/NERC holidays.
If there are not 2 eligible Saturdays or Sundays/NERC holidays, the CBL shall be determined in
accordance with subsection (iii) of this section.

ii. Section 3.3A.2(b)(i)(1) notwithstanding, if a 45-day period does not
include 2 Saturdays or Sundays/NERC holidays, respectively, that meet the conditions in
subsection (b)(i) of this section, event days will be used as necessary to meet the 2 day
requirement to calculate the CBL, provided that any such event days shall be the highest load
event days within the relevant 45-day period.

(c) CBLs established pursuant to this section shall represent end-use customers’
actual load patterns. If the Office of the Interconnection determines that a CBL or alternative
CBL does not accurately represent a customer’s actual load patterns, the CBL shall be revised
accordingly pursuant to section 3.3A.2.01. Consistent with this requirement, if an Economic
Load Response Participant chooses to measure load reductions using a Customer Baseline Load,
the Economic Load Response Participant shall inform the Office of the Interconnection of a
change in its operations or the operations of the end-use customer upon whose behalf it is acting
that would result in the adjustment of more than half the hours in the affected party’s Customer
Baseline Load by twenty percent or more for more than twenty days.

3.3A.2.01 Alternative Customer Baseline Methodologies.

@) During the Economic Load Response Participant registration process pursuant to
section 1.5A.3 of this Schedule, the relevant Economic Load Response Participant or the Office
of the Interconnection (“Interested Parties”) may, in the case of such participant’s Non-Variable
Load customers, and shall, in the case of its Variable Load customers, propose an alternative
CBL calculation that more accurately reflects the relevant end-use customer’s consumption
pattern relative to the CBL determined pursuant to section 3.3A.2. During the Emergency and
Pre-Emergency Load Response registration process pursuant to section 8.4 of this schedule, or as
otherwise approved by the Office of the Interconnection, the relevant participant or the Office of
the Interconnection may propose an alternative CBL calculation that more accurately reflects the
relevant end-use customer’s consumption pattern relative to the CBL determined pursuant to
section 3.3A.2 of this schedule. In support of such proposal, the participant shall demonstrate
that the alternative CBL method shall result in an hourly relative root mean square error of
twenty percent or less compared to actual hourly values, as calculated in accordance with the
technique specified in the PJIM Manuals. Any proposal made pursuant to this section shall be
provided to the other Interested Party.

(b) The Interested Parties shall have 30 days to agree on a proposal issued pursuant to
subsection (a) of this section. The 30-day period shall start the day the proposal is provided to
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the other Interested Party. If both Interested Parties agree on a proposal issued pursuant to this
section, that alternative CBL calculation methodology shall be effective consistent with the date
of the relevant Economic Load Response Participant registration.

(c) If agreement is not reached pursuant to subsection (b) of this section, the Office of
the Interconnection shall determine a CBL methodology that shall result, as nearly as practicable,
in an hourly relative root mean square error of twenty percent or less compared to actual hourly
values within 20 days from the expiration of the 30-day period established by subsection (b). A
CBL established by the Office of the Interconnection pursuant to this subsection (c) shall be
binding upon both Interested Parties unless the Interested Parties reach agreement on an
alternative CBL methodology prior to the expiration of the 20-day period established by this
subsection (c).

(d) Operation of this section 3.3A.2.01 shall not delay Economic Load Response
Participant registrations pursuant to Section 1.5A.3, provided that the alternative CBL
established pursuant to this section shall be used for all related energy settlements made pursuant
to sections 3.3A.5 and 3.3A.6.

(e The Office of the Interconnection shall periodically publish alternative CBL
methodologies established pursuant to this section in the PJM Manuals.

()] Emergency and Pre-Emergency Load Response registrations will use the CBL
defined on the associated economic registration for measuring demand reductions when
determining the participant’s compliance with its capacity obligations pursuant to Schedule 6 of
the RAA, unless it is the maximum baseload CBL as defined in the PJIM Manuals, in which case
the participant will use the CBL set forth in the Emergency or Pre-Emergency Load Response
registration.

3.3A.2.02 On-Site Generators.

On-Site Generators used as the basis for Economic Load Response Participant status
pursuant to Tariff, Attachment K-Appendix, section 1.5A shall be subject to the following
provisions:

I. The On-Site Generator shall be used solely to enable an Economic Load Response
Participant to provide demand reductions in response to the Locational Marginal Prices in the
Real-time Energy Market and/or the Day-ahead Energy Market and shall not otherwise have
been operating;

ii. If subsection (i) does not apply, the amount of energy from an On-Site Generator
used to enable an Economic Load Response Participant to provide demand reductions in
response to the Locational Marginal Prices in the Real-time Energy Market and/or the Day-ahead
Energy Market shall be capable of being quantified in a manner that is acceptable to the Office
of the Interconnection.

3.3A.3 Symmetric Additive Adjustment.
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@) Customer Baseline Levels established pursuant to section 3.3A.2 shall be adjusted
by the Symmetric Additive Adjustment. Unless an alternative formula is approved by the Office
of the Interconnection, the Symmetric Additive Adjustment shall be calculated using the
following formula:

Step 1: Calculate the average usage over the 3 hour period ending 1 hour prior to the start of
event.

Step 2: Calculate the average usage over the 3 hour period in the CBL that corresponds to the 3
hour period described in Step 1.

Step 3: Subtract the results of Step 2 from the results of Step 1 to determine the symmetric
additive adjustment (this may be positive or negative).

Step 4: Add the symmetric additive adjustment (i.e. the results of Step 3) to each hour in the
CBL that corresponds to each event hour.

(b) Following a Load Reduction Event that is submitted to the Office of the
Interconnection for compensation, the Office of the Interconnection shall provide the
Notification window(s), if applicable, directly metered data and Customer Baseline Load and
Symmetric Additive Adjustment calculation to the appropriate electric distribution company for
optional review. The electric distribution company will have ten Business Days to provide the
Office of the Interconnection with notification of any issues related to the metered data or
calculations.

3.3A.4 Net Benefits Test.

The Office of the Interconnection shall identify each month the price on a supply curve,
representative of conditions expected for that month, at which the benefit of load reductions
provided by Economic Load Response Participants exceed the costs of those reductions to other
loads. In formulaic terms, the net benefit is deemed to be realized at the price point on the
supply curve where (Delta LMP x MWh consumed) > (LMPnew X DR), where LMPygw is the
market clearing price after Economic Load Response is dispatched and Delta LMP is the price
before Economic Load Response is dispatched minus the LMPyew).

The Office of the Interconnection shall update and post the Net Benefits Test results and analysis
for a calendar month no later than the 15" day of the preceding calendar month. As more fully
specified in the PJIM Manuals, the Office of the Interconnection shall calculate the net benefit
price level in accordance with the following steps:

Step 1. Retrieve generation offers from the same calendar month (of the prior calendar year) for
which the calculation is being performed, employing market-based price offers to the extent
available, and cost-based offers to the extent market-based price offers are not available. To the
extent that generation offers are unavailable from historical data due to the addition of a Zone to
the PJM Region the Office of the Interconnection shall use the most recent generation offers that
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best correspond to the characteristics of the calendar month for which the calculation is being
performed, provided that at least 30 days of such data is available. If less than 30 days of data is
available for a resource or group of resources, such resource[s] shall not be considered in the Net
Benefits Test calculation.

Step 2: Adjust a portion of each prior-year offer representing the typical share of fuel costs in
energy offers in the PJM Region, as specified in the PIM Manuals, for changes in fuel prices
based on the ratio of the reference month spot price to the study month forward price. For such
purpose, natural gas shall be priced at the Henry Hub price, number 2 fuel oil shall be priced at
the New York Harbor price, and coal shall be priced as a blend of coal prices representative of
the types of coal typically utilized in the PJM Region.

Step 3. Combine the offers to create daily supply curves for each day in the period.

Step 4. Average the daily curves for each day in the month to form an average supply curve for
the study month.

Step 5. Use a non-linear least squares estimation technique to determine an equation that
reasonably approximates and smooths the average supply curve.

Step 6. Determine the net benefit level as the point at which the price elasticity of supply is equal
to 1 for the estimated supply curve equation established in Step 5.

3.3A.5 Market Settlements in Real-time Energy Market.

@ Economic Load Response Participants that submit offers for load reductions in
the Day-ahead Energy Market by no later than 2:15 p.m. on the day prior to the Operating Day
that cleared or that otherwise are dispatched by the Office of the Interconnection for the
Operating Day shall be compensated for reducing demand based on the actual kWh relief
provided in excess of committed day-ahead load reductions. The offer shall contain the Offer
Data specified in Tariff, Attachment K-Appendix, section 1.10.1A(k) and shall not thereafter be
subject to change; provided, however, the Economic Load Response Participant may update the
previously specified minimum or maximum load reduction quantity and associated price by
submitting a Real-time Offer for a clock hour by providing notice to the Office of the
Interconnection in the form and manner specified in the PJM Manuals no later than 65 minutes
prior to such clock hour. Economic Load Response Participants may also submit Real-time
Offers for a clock hour for an Operating Day containing Offer Data specified in Tariff,
Attachment K-Appendix, section 1.10.1A(k), and may update such offers up to 65 minutes prior
to such clock hour. Economic Load Response Participants may, at their option, combine
separately registered loads that have a common pricing point into a single portfolio for purposes
of offering and dispatching their load reduction capability; provided however that any load
reductions will continue to be measured and verified at the individual registration level prior to
aggregation at the portfolio level for purposes of energy market and balancing operating reserves
settlements. An Economic Load Response Participant that curtails or causes the curtailment of
demand in real-time in response to PJM dispatch, and for which the applicable real-time LMP is
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equal to or greater than the threshold price established under the Net Benefits Test, will be
compensated by PIJMSettlement at the real-time Locational Marginal Price.

(b) In cases where the demand reduction follows dispatch, as defined in Tariff,
Attachment K-Appendix, section 3.2.3(0-1), as instructed by the Office of the Interconnection,
and the demand reduction offer price is equal to or greater than the threshold price established
under the Net Benefits Test, payment will not be less than the total value of the demand
reduction bid. For the purposes of this subsection, the total value of a demand reduction bid
shall include any submitted start-up costs associated with reducing demand, including direct
labor and equipment costs and opportunity costs and any costs associated with a minimum
number of contiguous hours for which the demand reduction must be committed.

Any shortfall between the applicable Locational Marginal Price and the total value of the
demand reduction bid will be made up through normal, real-time operating reserves. In all cases
under this subsection, the applicable zonal or aggregate (including nodal) Locational Marginal
Price shall be used as appropriate for the individual end-use customer.

(© For purposes of load reductions qualifying for compensation hereunder, an
Economic Load Response Participant shall accumulate credits for energy reductions in those
hours when the energy delivered to the end-use customer is less than the end-use customer’s
Customer Baseline Load at the applicable Locational Marginal Price for the Real-time
Settlement Interval. In the event that the end-use customer’s hourly energy consumption is
greater than the Customer Baseline Load, the Economic Load Response Participant will
accumulate debits at the applicable Locational Marginal Price for the Real-time Settlement
Interval for the amount the end-use customer’s hourly energy consumption is greater than the
Customer Baseline Load. If the actual load reduction, compared to the desired load reduction is
outside the deviation levels specified in Tariff, Attachment K-Appendix, section 3.2.3(0), the
Economic Load Response Participant shall be assessed balancing operating reserve charges in
accordance with Tariff, Attachment K-Appendix, section 3.2.3.

(d) The cost of payments to Economic Load Response Participants under this section
(excluding any portion of the payments recovered as operating reserves pursuant to subsection
(b) of this section) for load reductions that are compensated at the applicable full LMP, in any
Zone for any hour, shall be recovered from Market Participants on a ratio-share basis based on
their real-time exports from the PJM Region and from Load Serving Entities on a ratio-share
basis based on their real-time loads in each Zone for which the load-weighted average Locational
Marginal Price for the hour during which such load reduction occurred is greater than or equal to
the price determined under the Net Benefits Test for that month, with the ratio shares determined
as follows:

The ratio share for LSE i in zone z shall be RTL;//(RTL + X)
and the ratio share for party j shall be X;/(RTL + X).

Where:

RTL is the total real time load in all zones where LMP > Net Benefits Test price;
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RTL;, is the real-time load for LSE i in zone z;
X is the total export quantity from PJM in that hour; and
Xj is the export quantity by party j from PJM.

3.3A.6 Market Settlements in the Day-ahead Energy Market.

@ Economic Load Response Participants dispatched as a result of a qualifying
demand reduction offer in the Day-ahead Energy Market shall be compensated for reducing
demand based on the reductions of kWh committed in the Day-ahead Energy Market. An
Economic Load Response Participant that submits a demand reduction bid day ahead that is
accepted by the Office of the Interconnection and for which the applicable day ahead LMP is
greater than or equal to the Net Benefits Test shall be compensated by PJIMSettlement at the day-
ahead Locational Marginal Price.

Economic Load Response Participants may, at their option, combine separately registered loads
that have a common pricing point into a single portfolio for purposes of offering and dispatching
their load reduction capability; provided however that any load reductions will continue to be
measured and verified at the individual registration level prior to aggregation at the portfolio
level for purposes of energy market and balancing operating reserves settlements.

(b) Total payments to Economic Load Response Participants for accepted day-ahead
demand reduction bids with an offer price equal to or greater than the threshold price established
under the Net Benefits Test that follow the dispatch instructions of the Office of the
Interconnection will not be less than the total value of the demand reduction bid. For the
purposes of this subsection, the total value of a demand reduction bid shall include any submitted
start-up costs associated with reducing load, including direct labor and equipment costs and
opportunity costs and any costs associated with a minimum number of contiguous hours for
which the load reduction must be committed. Any shortfall between the applicable Locational
Marginal Price and the total value of the demand reduction bid will be made up through normal,
day-ahead operating reserves. In all cases under this subsection, the applicable zonal or
aggregate (including nodal) Locational Marginal Price shall be used as appropriate for the
individual end-use customer.

(© Economic Load Response Participants that have demand reductions committed in
the Day-ahead Energy Market that deviate from the day-ahead schedule in real time shall be
charged or credited for such variance at the real time LMP plus or minus an amount equal to the
applicable balancing operating reserve charge in accordance with Tariff, Attachment K-
Appendix, section 3.2.3. Load Serving Entities that otherwise would have load that was reduced
shall receive any associated operating reserve credit.

(d) The cost of payments to Economic Load Response Participants for accepted day-
ahead demand reduction bids that are compensated at the applicable full, day ahead LMP under
this section (excluding any portion of the payments recovered as operating reserves pursuant to
subsection (b) of this section) for load reductions in any Zone for any hour shall be recovered
from Market Participants on a ratio-share basis based on their real-time exports from the PJM
Region and from Load Serving Entities on a ratio-share basis based on their real-time loads in
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each Zone for which the load-weighted average real-time Locational Marginal Price for the hour
during which such load reduction occurred is greater than or equal to the price determined under
the Net Benefits Test for that month, in accordance with the formula prescribed in Tariff,
Attachment K-Appendix, section 3.3A.5(d).

3.3A.7 Prohibited Economic Load Response Participant Market Settlements.

@ Settlements pursuant to sections 3.3A.5 and 3.3A.6 shall be limited to demand
reductions executed in response to the Locational Marginal Price in the Real-time Energy Market
and/or the Day-ahead Energy Market that satisfy the Net Benefits Test and are dispatched by the
Office of the Interconnection.

(b) Demand reductions that do not meet the requirements of section 3.3A.7(a) shall
not be eligible for settlement pursuant to sections 3.3A.5 and 3.3A.6. Examples of settlements
prohibited pursuant to this section 3.3A.7(b) include, but are not limited to, the following:

I. Settlements based on variable demand where the timing of the demand
reduction supporting the settlement did not change in direct response to Locational Marginal
Prices in the Real-time Energy Market and/or the Day-ahead Energy Market;

ii. Consecutive daily settlements that are the result of a change in normal
demand patterns that are submitted to maintain a CBL that no longer reflects the relevant end-use
customer’s demand;

iii. Settlements based on 0©n-sSite gGeneraterion data if the On--Site
Generatienor is not supporting demand reductions executed in response to the Locational
Marginal Price in the Real-time Energy Market and/or the Day-ahead Energy Market;

iv. Settlements based on demand reductions that are the result of operational
changes between multiple end-use customer sites in the PJM footprint;

V. Settlements that do not include all hours that the Office of the
Interconnection dispatched the load reduction, or for which the load reduction cleared in the
Day-ahead Market.

(©) The Office of the Interconnection shall disallow settlements for demand
reductions that do not meet the requirements of section 3.3A.7(a). If the Economic Load
Response Participant continues to submit settlements for demand reductions that do not meet the
requirements of section 3.3A.7(a), then the Office of the Interconnection shall suspend the
Economic Load Response Participant’s PJM Interchange Energy Market activity and refer the
matter to the FERC Office of Enforcement.

3.3A.8 Economic Load Response Participant Review Process.
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@) The Office of the Interconnection shall review the participation of an Economic
Load Response Participant in the PJIM Interchange Energy Market under the following
circumstances:

I. An Economic Load Response Participant’s registrations submitted
pursuant to Tariff, Attachment K-Appendix, section 1.5A.3 are disputed more than 10% of the
time by any relevant electric distribution company(ies) or Load Serving Entity(ies).

ii. An Economic Load Response Participant’s settlements pursuant to
sections 3.3A.5 and 3.3A.6 are disputed more than 10% of the time by any relevant electric
distribution company(ies) or Load Serving Entity(ies).

iii. An Economic Load Response Participant’s settlements pursuant to
sections 3.3A.5 and 3.3A.6 are denied by the Office of the Interconnection more than 10% of the
time.

v, An Economic Load Response Participant’s registration will be reviewed
when settlements are frequently submitted or if its actual loads frequently deviate from the
previously scheduled quantities (as determined for purposes of assessing balancing operating
reserves charges). PJM will notify the Participant when their registration is under review. While
the Participant’s registration is under review by PJM, the Participant may continue economic
load reductions but all settlements will be denied by PIJM until the registration review is resolved
pursuant to subsection (i) or (ii) below. PJM will require the Participant to provide information
within 30 days to support that the settlements were submitted for load reduction activity done in
response to price and not submitted based on the End-Use Customer’s normal operations.

) If the Participant is unable to provide adequate supporting
information to substantiate the load reductions submitted for settlement,
PJM will terminate the registration and may refer the Participant to either
the Market Monitoring Unit or the Federal Energy Regulatory
Commission for further investigation.

i) If the Participant does provide adequate supporting information,
the settlements denied by PJIM will be resubmitted by the Participant for
review according to existing PJM market rules. Further, PJIM may
introduce an alternative Customer Baseline Load if the existing Customer
Baseline Load does not adequately reflect what the customer load would
have been absent a load reduction.

V. The electric distribution company may only deny settlements during the
normal settlement review process for inaccurate data including, but not limited to: meter data,
line loss factor, Customer Baseline Load calculation, interval meter owner and a known
recurring End-Use Customer outage or holiday.

(b) The Office of the Interconnection shall have thirty days to conduct a review
pursuant to this section 3.3A.8. The Office of the Interconnection may refer the matter to the
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PJM MMU and/or the FERC Office of Enforcement if the review indicates the relevant
Economic Load Response Participant and/or relevant electric distribution company or LSE is
engaging in activity that is inconsistent with the PJIM Interchange Energy Market rules governing
Economic Load Response Participants.
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8.2 Participant Qualifications

Two primary types of distributed resources are candidates to participate in the PJM Emergency
Load Response Program and Pre-Emergency Load Response Program:

On--Site Generators (As defined in Operating Agreement, section 1)

Load Reductions

A participant that has the ability to reduce a measurable and verifiable portion of
its load, as metered on an EDC account basis.

Only Members or Special Members may participate in the Emergency Load Response Program
and Pre-Emergency Load Response Program by complying with all of the requirements of the
applicable Relevant Electric Retail Regulatory Authority and all other applicable federal, state
and local regulatory entities together with the Emergency Load Response and Pre-Emergency
Load Response Program provisions herein, including, but not limited to, the Registration section.
Special membership provisions have been established for program participants in the Energy
Only Option, as described below. The special membership provisions shall not apply to program
participants in the Full Program Option. Any existing PJIM Member or Special Member may
participate in the Emergency Load Response Program and Pre-Emergency Load Response
Program on behalf of non-members as the Curtailment Service Provider. All payments are made
to the PJIM Member or Special Member in such case. Curtailment Service Providers must
become signatories to the PJM Operating Agreement, as described in the PIJM Manual for
Administrative Services for the Operating Agreement of the PJM Interconnection, L.L.C.
However, for Special Members the $5,000 annual member fee, the $1,500 application fee, and
liability for Member defaults are waived, along with the following other modifications.

Special Members are limited to be PJIM Market Sellers;
Voting privileges and sector designation are waived,
Thirty day notice for waiting period is waived,
Requirement for 24/7 control center coverage is waived;
No PJM-supported user group capability is permitted.

To participate in the Emergency Load Response Program and Pre-Emergency Load Response
Program, the Demand Resource must:

Be capable of reducing at least 100 kW of load;
Be capable of receiving notification of a Load Management Event.
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3.3A Economic Load Response Participants.
3.3A.1 Compensation.

Economic Load Response Participants shall be compensated pursuant to sections 3.3A.5 and/or
3.3A.6 of this Schedule, for demand reduction offers submitted in the Day-Ahead Energy Market
or Real-time Energy Market that satisfy the Net Benefits Test of section 3.3A.4; that are
scheduled by the Office of the Interconnection; and that follow the dispatch instructions of the
Office of the Interconnection. Qualifying demand reductions shall be measured by: 1)
comparing actual metered load to an end-use customer’s Customer Baseline Load or alternative
CBL determined in accordance with the provisions of section 3.3A.2 or 3.3A.2.01, respectively;
or 2) non-interval metered residential Direct Load Control customers, as metered on a current
statistical sample of electric distribution company accounts, as described in the PJM Manuals or
3) by the MWs produced by on-Site Generators pursuant to the provisions of section 3.3A.2.02.

3.3A.2 Customer Baseline Load.

For Economic Load Response Participants that choose to measure demand reductions using an
end-use customer’s Customer Baseline Load (“CBL”), the CBL shall be determined using the
following formula for such participant’s Non-Variable Loads. Additionally, the following
formula shall be used to determine a Peak Shaving Adjustment End-Use Customer’s demand
reductions when determining peak shaving performance rating as described in PJM Manual 19,
unless an alternative CBL is approved pursuant to section 3.3A.2.01 of this schedule:

(@  The CBL for weekdays shall be the average of the highest 4 out of the 5 most
recent load weekdays in the 45 calendar day period preceding the relevant load reduction event.

I. For the purposes of calculating the CBL for weekdays, weekdays shall not
include:

1. NERC holidays;

2. Weekend days;

3. Event days. For the purposes of this section an event day shall be either:

() any weekday that an Economic Load Response Participant submits a
settlement pursuant to section 3.3A.4 or 3.3A.5, provided that Event Days
shall exclude such days if the settlement is denied by the relevant LSE or
electric distribution company or is disallowed by the Office of the
Interconnection; or
(i) any weekday where the end-use customer location that is

registered in the Economic Load Response program is also
registered as a Demand Resource, and all end-use customer
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locations on the relevant Economic Load Response registration
have been dispatched by PJM during an emergency event.

4. Any weekday where the average daily event period usage is less than 25%
of the average event period usage for the five days.

ii. If a 45-day period does not include 5 weekdays that meet the conditions in
subsection (a)(i) of this section, provided there are 4 weekdays that meet the conditions in
subsection (a)(i) of this section, the CBL shall be based on the average of those 4 weekdays. If
there are not 4 eligible weekdays, the CBL shall be determined in accordance with subsection
(iii) of this section.

ii. Section 3.3A.2(a)(i)(3) notwithstanding, if a 45-day period does not
include 4 weekdays that meet the conditions in subsection (a)(i) of this section, event days will
be used as necessary to meet the 4 day requirement to calculate the CBL, provided that any such
event days shall be the highest load event days within the relevant 45-day period.

(b) The CBL for weekend days and NERC holidays shall be determined in
accordance with the following provisions:

I. The CBL for Saturdays and Sundays/NERC holidays shall be the average
of the highest 2 load days out of the 3 most recent Saturdays or Sundays/NERC holidays,
respectively, in the 45 calendar day period preceding the relevant load reduction event, provided
that the following days shall not be used to calculate a Saturday or Sunday/NERC holiday CBL.:

1. Event days. For the purposes of this section an event day shall be either:

a. any Saturday and Sunday/NERC holiday that an Economic Load
Response Participant submits a settlement pursuant to section
3.3A.5 or 3.3A.6, provided that Event Days shall exclude such
days if the settlement is denied by the relevant LSE or electric
distribution company or is disallowed by the Office of the
Interconnection; or

b. any Saturday and Sunday/NERC holiday where the end-use
customer that is registered in the Economic Load Response
program is also registered as a Demand Resource, and all end-use
customer locations on the relevant Economic Load Response
registration have been dispatched by PJM during an emergency
event.

2. Any Saturday or Sunday/NERC holiday where the average daily event

period usage is less than 25% of the average event period usage level for
the three days;
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3. Any Saturday or Sunday/NERC holiday that corresponds to the beginning
or end of daylight savings.

ii. If a 45-day period does not include 3 Saturdays or 3 Sundays/NERC
holidays, respectively, that meet the conditions in subsection (b)(i) of this section, provided there
are 2 Saturdays or Sundays/NERC holidays that meet the conditions in subsection (b)(i) of this
section, the CBL will be based on the average of those 2 Saturdays or Sundays/NERC holidays.
If there are not 2 eligible Saturdays or Sundays/NERC holidays, the CBL shall be determined in
accordance with subsection (iii) of this section.

ii. Section 3.3A.2(b)(i)(1) notwithstanding, if a 45-day period does not
include 2 Saturdays or Sundays/NERC holidays, respectively, that meet the conditions in
subsection (b)(i) of this section, event days will be used as necessary to meet the 2 day
requirement to calculate the CBL, provided that any such event days shall be the highest load
event days within the relevant 45-day period.

(c) CBLs established pursuant to this section shall represent end-use customers’
actual load patterns. If the Office of the Interconnection determines that a CBL or alternative
CBL does not accurately represent a customer’s actual load patterns, the CBL shall be revised
accordingly pursuant to section 3.3A.2.01. Consistent with this requirement, if an Economic
Load Response Participant chooses to measure load reductions using a Customer Baseline Load,
the Economic Load Response Participant shall inform the Office of the Interconnection of a
change in its operations or the operations of the end-use customer upon whose behalf it is acting
that would result in the adjustment of more than half the hours in the affected party’s Customer
Baseline Load by twenty percent or more for more than twenty days.

3.3A.2.01 Alternative Customer Baseline Methodologies.

@) During the Economic Load Response Participant registration process pursuant to
section 1.5A.3 of this Schedule, the relevant Economic Load Response Participant or the Office
of the Interconnection (“Interested Parties”) may, in the case of such participant’s Non-Variable
Load customers, and shall, in the case of its Variable Load customers, propose an alternative
CBL calculation that more accurately reflects the relevant end-use customer’s consumption
pattern relative to the CBL determined pursuant to section 3.3A.2. During the Emergency and
Pre-Emergency Load Response registration process pursuant to section 8.4 of this schedule, or as
otherwise approved by the Office of the Interconnection, the relevant participant or the Office of
the Interconnection may propose an alternative CBL calculation that more accurately reflects the
relevant end-use customer’s consumption pattern relative to the CBL determined pursuant to
section 3.3A.2 of this schedule. In support of such proposal, the participant shall demonstrate
that the alternative CBL method shall result in an hourly relative root mean square error of
twenty percent or less compared to actual hourly values, as calculated in accordance with the
technique specified in the PJIM Manuals. Any proposal made pursuant to this section shall be
provided to the other Interested Party.

(b) The Interested Parties shall have 30 days to agree on a proposal issued pursuant to
subsection (a) of this section. The 30-day period shall start the day the proposal is provided to
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the other Interested Party. If both Interested Parties agree on a proposal issued pursuant to this
section, that alternative CBL calculation methodology shall be effective consistent with the date
of the relevant Economic Load Response Participant registration.

(c) If agreement is not reached pursuant to subsection (b) of this section, the Office of
the Interconnection shall determine a CBL methodology that shall result, as nearly as practicable,
in an hourly relative root mean square error of twenty percent or less compared to actual hourly
values within 20 days from the expiration of the 30-day period established by subsection (b). A
CBL established by the Office of the Interconnection pursuant to this subsection (c) shall be
binding upon both Interested Parties unless the Interested Parties reach agreement on an
alternative CBL methodology prior to the expiration of the 20-day period established by this
subsection (c).

(d) Operation of this section 3.3A.2.01 shall not delay Economic Load Response
Participant registrations pursuant to Section 1.5A.3, provided that the alternative CBL
established pursuant to this section shall be used for all related energy settlements made pursuant
to sections 3.3A.5 and 3.3A.6.

(e The Office of the Interconnection shall periodically publish alternative CBL
methodologies established pursuant to this section in the PJM Manuals.

()] Emergency and Pre-Emergency Load Response registrations will use the CBL
defined on the associated economic registration for measuring demand reductions when
determining the participant’s compliance with its capacity obligations pursuant to Schedule 6 of
the RAA, unless it is the maximum baseload CBL as defined in the PJIM Manuals, in which case
the participant will use the CBL set forth in the Emergency or Pre-Emergency Load Response
registration.

3.3A.2.02 On-Site Generators.

On-Site Generators used as the basis for Economic Load Response Participant status
pursuant to Tariff, Attachment K-Appendix, section 1.5A shall be subject to the following
provisions:

I. The On-Site Generator shall be used solely to enable an Economic Load Response
Participant to provide demand reductions in response to the Locational Marginal Prices in the
Real-time Energy Market and/or the Day-ahead Energy Market and shall not otherwise have
been operating;

ii. If subsection (i) does not apply, the amount of energy from an On-Site Generator
used to enable an Economic Load Response Participant to provide demand reductions in
response to the Locational Marginal Prices in the Real-time Energy Market and/or the Day-ahead
Energy Market shall be capable of being quantified in a manner that is acceptable to the Office
of the Interconnection.

3.3A.3 Symmetric Additive Adjustment.
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@) Customer Baseline Levels established pursuant to section 3.3A.2 shall be adjusted
by the Symmetric Additive Adjustment. Unless an alternative formula is approved by the Office
of the Interconnection, the Symmetric Additive Adjustment shall be calculated using the
following formula:

Step 1: Calculate the average usage over the 3 hour period ending 1 hour prior to the start of
event.

Step 2: Calculate the average usage over the 3 hour period in the CBL that corresponds to the 3
hour period described in Step 1.

Step 3: Subtract the results of Step 2 from the results of Step 1 to determine the symmetric
additive adjustment (this may be positive or negative).

Step 4: Add the symmetric additive adjustment (i.e. the results of Step 3) to each hour in the
CBL that corresponds to each event hour.

(b) Following a Load Reduction Event that is submitted to the Office of the
Interconnection for compensation, the Office of the Interconnection shall provide the
Notification window(s), if applicable, directly metered data and Customer Baseline Load and
Symmetric Additive Adjustment calculation to the appropriate electric distribution company for
optional review. The electric distribution company will have ten Business Days to provide the
Office of the Interconnection with notification of any issues related to the metered data or
calculations.

3.3A.4 Net Benefits Test.

The Office of the Interconnection shall identify each month the price on a supply curve,
representative of conditions expected for that month, at which the benefit of load reductions
provided by Economic Load Response Participants exceed the costs of those reductions to other
loads. In formulaic terms, the net benefit is deemed to be realized at the price point on the
supply curve where (Delta LMP x MWh consumed) > (LMPnew X DR), where LMPygw is the
market clearing price after Economic Load Response is dispatched and Delta LMP is the price
before Economic Load Response is dispatched minus the LMPyew).

The Office of the Interconnection shall update and post the Net Benefits Test results and analysis
for a calendar month no later than the 15" day of the preceding calendar month. As more fully
specified in the PJIM Manuals, the Office of the Interconnection shall calculate the net benefit
price level in accordance with the following steps:

Step 1. Retrieve generation offers from the same calendar month (of the prior calendar year) for
which the calculation is being performed, employing market-based price offers to the extent
available, and cost-based offers to the extent market-based price offers are not available. To the
extent that generation offers are unavailable from historical data due to the addition of a Zone to
the PJM Region the Office of the Interconnection shall use the most recent generation offers that
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best correspond to the characteristics of the calendar month for which the calculation is being
performed, provided that at least 30 days of such data is available. If less than 30 days of data is
available for a resource or group of resources, such resource[s] shall not be considered in the Net
Benefits Test calculation.

Step 2: Adjust a portion of each prior-year offer representing the typical share of fuel costs in
energy offers in the PJM Region, as specified in the PJIM Manuals, for changes in fuel prices
based on the ratio of the reference month spot price to the study month forward price. For such
purpose, natural gas shall be priced at the Henry Hub price, number 2 fuel oil shall be priced at
the New York Harbor price, and coal shall be priced as a blend of coal prices representative of
the types of coal typically utilized in the PJM Region.

Step 3. Combine the offers to create daily supply curves for each day in the period.

Step 4. Average the daily curves for each day in the month to form an average supply curve for
the study month.

Step 5. Use a non-linear least squares estimation technique to determine an equation that
reasonably approximates and smooths the average supply curve.

Step 6. Determine the net benefit level as the point at which the price elasticity of supply is equal
to 1 for the estimated supply curve equation established in Step 5.

3.3A.5 Market Settlements in Real-time Energy Market.

@ Economic Load Response Participants that submit offers for load reductions in
the Day-ahead Energy Market by no later than 2:15 p.m. on the day prior to the Operating Day
that cleared or that otherwise are dispatched by the Office of the Interconnection for the
Operating Day shall be compensated for reducing demand based on the actual kWh relief
provided in excess of committed day-ahead load reductions. The offer shall contain the Offer
Data specified in Tariff, Attachment K-Appendix, section 1.10.1A(k) and shall not thereafter be
subject to change; provided, however, the Economic Load Response Participant may update the
previously specified minimum or maximum load reduction quantity and associated price by
submitting a Real-time Offer for a clock hour by providing notice to the Office of the
Interconnection in the form and manner specified in the PJM Manuals no later than 65 minutes
prior to such clock hour. Economic Load Response Participants may also submit Real-time
Offers for a clock hour for an Operating Day containing Offer Data specified in Tariff,
Attachment K-Appendix, section 1.10.1A(k), and may update such offers up to 65 minutes prior
to such clock hour. Economic Load Response Participants may, at their option, combine
separately registered loads that have a common pricing point into a single portfolio for purposes
of offering and dispatching their load reduction capability; provided however that any load
reductions will continue to be measured and verified at the individual registration level prior to
aggregation at the portfolio level for purposes of energy market and balancing operating reserves
settlements. An Economic Load Response Participant that curtails or causes the curtailment of
demand in real-time in response to PJM dispatch, and for which the applicable real-time LMP is
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equal to or greater than the threshold price established under the Net Benefits Test, will be
compensated by PIJMSettlement at the real-time Locational Marginal Price.

(b) In cases where the demand reduction follows dispatch, as defined in Tariff,
Attachment K-Appendix, section 3.2.3(0-1), as instructed by the Office of the Interconnection,
and the demand reduction offer price is equal to or greater than the threshold price established
under the Net Benefits Test, payment will not be less than the total value of the demand
reduction bid. For the purposes of this subsection, the total value of a demand reduction bid
shall include any submitted start-up costs associated with reducing demand, including direct
labor and equipment costs and opportunity costs and any costs associated with a minimum
number of contiguous hours for which the demand reduction must be committed.

Any shortfall between the applicable Locational Marginal Price and the total value of the
demand reduction bid will be made up through normal, real-time operating reserves. In all cases
under this subsection, the applicable zonal or aggregate (including nodal) Locational Marginal
Price shall be used as appropriate for the individual end-use customer.

(© For purposes of load reductions qualifying for compensation hereunder, an
Economic Load Response Participant shall accumulate credits for energy reductions in those
hours when the energy delivered to the end-use customer is less than the end-use customer’s
Customer Baseline Load at the applicable Locational Marginal Price for the Real-time
Settlement Interval. In the event that the end-use customer’s hourly energy consumption is
greater than the Customer Baseline Load, the Economic Load Response Participant will
accumulate debits at the applicable Locational Marginal Price for the Real-time Settlement
Interval for the amount the end-use customer’s hourly energy consumption is greater than the
Customer Baseline Load. If the actual load reduction, compared to the desired load reduction is
outside the deviation levels specified in Tariff, Attachment K-Appendix, section 3.2.3(0), the
Economic Load Response Participant shall be assessed balancing operating reserve charges in
accordance with Tariff, Attachment K-Appendix, section 3.2.3.

(d) The cost of payments to Economic Load Response Participants under this section
(excluding any portion of the payments recovered as operating reserves pursuant to subsection
(b) of this section) for load reductions that are compensated at the applicable full LMP, in any
Zone for any hour, shall be recovered from Market Participants on a ratio-share basis based on
their real-time exports from the PJM Region and from Load Serving Entities on a ratio-share
basis based on their real-time loads in each Zone for which the load-weighted average Locational
Marginal Price for the hour during which such load reduction occurred is greater than or equal to
the price determined under the Net Benefits Test for that month, with the ratio shares determined
as follows:

The ratio share for LSE i in zone z shall be RTL;//(RTL + X)
and the ratio share for party j shall be X;/(RTL + X).

Where:

RTL is the total real time load in all zones where LMP > Net Benefits Test price;
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RTL;, is the real-time load for LSE i in zone z;
X is the total export quantity from PJM in that hour; and
Xj is the export quantity by party j from PJM.

3.3A.6 Market Settlements in the Day-ahead Energy Market.

@ Economic Load Response Participants dispatched as a result of a qualifying
demand reduction offer in the Day-ahead Energy Market shall be compensated for reducing
demand based on the reductions of kWh committed in the Day-ahead Energy Market. An
Economic Load Response Participant that submits a demand reduction bid day ahead that is
accepted by the Office of the Interconnection and for which the applicable day ahead LMP is
greater than or equal to the Net Benefits Test shall be compensated by PJMSettlement at the day-
ahead Locational Marginal Price.

Economic Load Response Participants may, at their option, combine separately registered loads
that have a common pricing point into a single portfolio for purposes of offering and dispatching
their load reduction capability; provided however that any load reductions will continue to be
measured and verified at the individual registration level prior to aggregation at the portfolio
level for purposes of energy market and balancing operating reserves settlements.

(b) Total payments to Economic Load Response Participants for accepted day-ahead
demand reduction bids with an offer price equal to or greater than the threshold price established
under the Net Benefits Test that follow the dispatch instructions of the Office of the
Interconnection will not be less than the total value of the demand reduction bid. For the
purposes of this subsection, the total value of a demand reduction bid shall include any submitted
start-up costs associated with reducing load, including direct labor and equipment costs and
opportunity costs and any costs associated with a minimum number of contiguous hours for
which the load reduction must be committed. Any shortfall between the applicable Locational
Marginal Price and the total value of the demand reduction bid will be made up through normal,
day-ahead operating reserves. In all cases under this subsection, the applicable zonal or
aggregate (including nodal) Locational Marginal Price shall be used as appropriate for the
individual end-use customer.

(© Economic Load Response Participants that have demand reductions committed in
the Day-ahead Energy Market that deviate from the day-ahead schedule in real time shall be
charged or credited for such variance at the real time LMP plus or minus an amount equal to the
applicable balancing operating reserve charge in accordance with Tariff, Attachment K-
Appendix, section 3.2.3. Load Serving Entities that otherwise would have load that was reduced
shall receive any associated operating reserve credit.

(d) The cost of payments to Economic Load Response Participants for accepted day-
ahead demand reduction bids that are compensated at the applicable full, day ahead LMP under
this section (excluding any portion of the payments recovered as operating reserves pursuant to
subsection (b) of this section) for load reductions in any Zone for any hour shall be recovered
from Market Participants on a ratio-share basis based on their real-time exports from the PJM
Region and from Load Serving Entities on a ratio-share basis based on their real-time loads in
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each Zone for which the load-weighted average real-time Locational Marginal Price for the hour
during which such load reduction occurred is greater than or equal to the price determined under
the Net Benefits Test for that month, in accordance with the formula prescribed in Tariff,
Attachment K-Appendix, section 3.3A.5(d).

3.3A.7 Prohibited Economic Load Response Participant Market Settlements.

@ Settlements pursuant to sections 3.3A.5 and 3.3A.6 shall be limited to demand
reductions executed in response to the Locational Marginal Price in the Real-time Energy Market
and/or the Day-ahead Energy Market that satisfy the Net Benefits Test and are dispatched by the
Office of the Interconnection.

(b) Demand reductions that do not meet the requirements of section 3.3A.7(a) shall
not be eligible for settlement pursuant to sections 3.3A.5 and 3.3A.6. Examples of settlements
prohibited pursuant to this section 3.3A.7(b) include, but are not limited to, the following:

I. Settlements based on variable demand where the timing of the demand
reduction supporting the settlement did not change in direct response to Locational Marginal
Prices in the Real-time Energy Market and/or the Day-ahead Energy Market;

ii. Consecutive daily settlements that are the result of a change in normal
demand patterns that are submitted to maintain a CBL that no longer reflects the relevant end-use
customer’s demand;

ii. Settlements based on on-site generation data if the On-Site Generator is
not supporting demand reductions executed in response to the Locational Marginal Price in the
Real-time Energy Market and/or the Day-ahead Energy Market;

iv. Settlements based on demand reductions that are the result of operational
changes between multiple end-use customer sites in the PJM footprint;

V. Settlements that do not include all hours that the Office of the
Interconnection dispatched the load reduction, or for which the load reduction cleared in the
Day-ahead Market.

(©) The Office of the Interconnection shall disallow settlements for demand
reductions that do not meet the requirements of section 3.3A.7(a). If the Economic Load
Response Participant continues to submit settlements for demand reductions that do not meet the
requirements of section 3.3A.7(a), then the Office of the Interconnection shall suspend the
Economic Load Response Participant’s PJM Interchange Energy Market activity and refer the
matter to the FERC Office of Enforcement.

3.3A.8 Economic Load Response Participant Review Process.
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@) The Office of the Interconnection shall review the participation of an Economic
Load Response Participant in the PJIM Interchange Energy Market under the following
circumstances:

I. An Economic Load Response Participant’s registrations submitted
pursuant to Tariff, Attachment K-Appendix, section 1.5A.3 are disputed more than 10% of the
time by any relevant electric distribution company(ies) or Load Serving Entity(ies).

ii. An Economic Load Response Participant’s settlements pursuant to
sections 3.3A.5 and 3.3A.6 are disputed more than 10% of the time by any relevant electric
distribution company(ies) or Load Serving Entity(ies).

iii. An Economic Load Response Participant’s settlements pursuant to
sections 3.3A.5 and 3.3A.6 are denied by the Office of the Interconnection more than 10% of the
time.

v, An Economic Load Response Participant’s registration will be reviewed
when settlements are frequently submitted or if its actual loads frequently deviate from the
previously scheduled quantities (as determined for purposes of assessing balancing operating
reserves charges). PJM will notify the Participant when their registration is under review. While
the Participant’s registration is under review by PJM, the Participant may continue economic
load reductions but all settlements will be denied by PIJM until the registration review is resolved
pursuant to subsection (i) or (ii) below. PJM will require the Participant to provide information
within 30 days to support that the settlements were submitted for load reduction activity done in
response to price and not submitted based on the End-Use Customer’s normal operations.

1) If the Participant is unable to provide adequate supporting
information to substantiate the load reductions submitted for settlement,
PJM will terminate the registration and may refer the Participant to either
the Market Monitoring Unit or the Federal Energy Regulatory
Commission for further investigation.

i) If the Participant does provide adequate supporting information,
the settlements denied by PJIM will be resubmitted by the Participant for
review according to existing PJM market rules. Further, PJIM may
introduce an alternative Customer Baseline Load if the existing Customer
Baseline Load does not adequately reflect what the customer load would
have been absent a load reduction.

V. The electric distribution company may only deny settlements during the
normal settlement review process for inaccurate data including, but not limited to: meter data,
line loss factor, Customer Baseline Load calculation, interval meter owner and a known
recurring End-Use Customer outage or holiday.

(b) The Office of the Interconnection shall have thirty days to conduct a review
pursuant to this section 3.3A.8. The Office of the Interconnection may refer the matter to the
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PJM MMU and/or the FERC Office of Enforcement if the review indicates the relevant
Economic Load Response Participant and/or relevant electric distribution company or LSE is
engaging in activity that is inconsistent with the PJIM Interchange Energy Market rules governing
Economic Load Response Participants.
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8.2 Participant Qualifications

Two primary types of distributed resources are candidates to participate in the PJM Emergency
Load Response Program and Pre-Emergency Load Response Program:

On-Site Generators (As defined in Operating Agreement, section 1)
Load Reductions

A participant that has the ability to reduce a measurable and verifiable portion of
its load, as metered on an EDC account basis.

Only Members or Special Members may participate in the Emergency Load Response Program
and Pre-Emergency Load Response Program by complying with all of the requirements of the
applicable Relevant Electric Retail Regulatory Authority and all other applicable federal, state
and local regulatory entities together with the Emergency Load Response and Pre-Emergency
Load Response Program provisions herein, including, but not limited to, the Registration section.
Special membership provisions have been established for program participants in the Energy
Only Option, as described below. The special membership provisions shall not apply to program
participants in the Full Program Option. Any existing PJM Member or Special Member may
participate in the Emergency Load Response Program and Pre-Emergency Load Response
Program on behalf of non-members as the Curtailment Service Provider. All payments are made
to the PIM Member or Special Member in such case. Curtailment Service Providers must
become signatories to the PJIM Operating Agreement, as described in the PJM Manual for
Administrative Services for the Operating Agreement of the PJM Interconnection, L.L.C.
However, for Special Members the $5,000 annual member fee, the $1,500 application fee, and
liability for Member defaults are waived, along with the following other modifications:

Special Members are limited to be PJIM Market Sellers;
Voting privileges and sector designation are waived,
Thirty day notice for waiting period is waived,
Requirement for 24/7 control center coverage is waived;
No PJM-supported user group capability is permitted.

To participate in the Emergency Load Response Program and Pre-Emergency Load Response
Program, the Demand Resource must:

Be capable of reducing at least 100 kW of load
Be capable of receiving notification of a Load Management Event.
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Definitions O - P
Offer Data:

“Offer Data” shall mean the scheduling, operations planning, dispatch, new resource, and other
data and information necessary to schedule and dispatch generation resources and Demand
Resource(s) for the provision of energy and other services and the maintenance of the reliability
and security of the Transmission System in the PJM Region, and specified for submission to the
PJM Interchange Energy Market for such purposes by the Office of the Interconnection.

Office of the Interconnection:

“Office of the Interconnection” shall mean the employees and agents of PJM Interconnection, L.L.C.
subject to the supervision and oversight of the PJM Board, acting pursuant to the Operating Agreement.

Office of the Interconnection Control Center:

“Office of the Interconnection Control Center” shall mean the equipment, facilities and
personnel used by the Office of the Interconnection to coordinate and direct the operation of the
PJM Region and to administer the PJM Interchange Energy Market, including facilities and
equipment used to communicate and coordinate with the Market Participants in connection with
transactions in the PIJM Interchange Energy Market or the operation of the PJIM Region.

On-Site Generators:

“On-Site Generators” shall mean generation facilities or portions of a generation facility
(including Behind The Meter Generation) that (i) are not Generation Capacity Resources, (ii) are
not injecting into the grid for the portion of a generation facility that participates as an Economic
Load Response Participant or as a Demand Resource, (iii) are either synchronized or non-
synchronized to the Transmission System, and (iv) can be used to reduce demand for the purpose
of participating in the PJM Interchange Energy Market.

Open Access Same-Time Information System (OASIS) or PIJM Open Access Same-time
Information System:

“Open Access Same-Time Information System,” “PJM Open Access Same-time Information
System” or “OASIS” shall mean the electronic communication system and information system
and standards of conduct contained in Part 37 and Part 38 of the Commission’s regulations and
all additional requirements implemented by subsequent Commission orders dealing with OASIS
for the collection and dissemination of information about transmission services in the PJIM
Region, established and operated by the Office of the Interconnection in accordance with FERC
standards and requirements.

Operating Day:

“Operating Day” shall mean the daily 24 hour period beginning at midnight for which
transactions on the PJM Interchange Energy Market are scheduled.
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Operating Margin:

“Operating Margin” shall mean the incremental adjustments, measured in megawatts, required in
PJM Region operations in order to accommodate, on a first contingency basis, an operating
contingency in the PJM Region resulting from operations in an interconnected Control Area.
Such adjustments may result in constraints causing Transmission Congestion Charges, or may
result in Ancillary Services charges pursuant to the PJM Tariff.

Operating Margin Customer:

“Operating Margin Customer” shall mean a Control Area purchasing Operating Margin pursuant
to an agreement between such other Control Area and the LLC.

Operating Reserve:

“Operating Reserve” shall mean the amount of generating capacity scheduled to be available for
a specified period of an Operating Day to ensure the reliable operation of the PJM Region, as
specified in the PJIM Manuals.

Operator-initiated Commitment:

“Operator-initiated Commitment™ shall mean a commitment after the Day-ahead Energy Market
and Day-ahead Scheduling Reserves Market, whether manual or automated, for a reason other
than minimizing the total production costs of serving load.

Original PJM Agreement:

“Original PJM Agreement” shall mean that certain agreement between certain of the Members,
originally dated September 26, 1956, and as amended and supplemented up to and including
December 31, 1996, relating to the coordinated operation of their electric supply systems and the
interchange of electric capacity and energy among their systems.

Other Supplier:

“Other Supplier” shall mean a Member that: (i) is engaged in buying, selling or transmitting
electric energy, capacity, ancillatry services, financial transmission rights or other services
available under PJM’s governing documents in or through the Interconnection or has a good faith
intent to do so, and; (ii) does not qualify for the Generation Owner, Electric Distributor,
Transmission Owner or End-Use Customer sectors.

PJM Board:

“PJM Board” shall mean the Board of Managers of the LLC, acting pursuant to the Operating
Agreement, except when such term is being used in Tariff, Attachment M, in which case PJM
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Board shall mean the Board of Managers of PIJM or its designated representative, exclusive of
any members of PJM Management.

PJM Control Area:
“PJM Control Area” shall mean the Control Area recognized by NERC as the PJM Control Area.
PJM Dispute Resolution Procedures:

“PJM Dispute Resolution Procedures” shall mean the procedures for the resolution of disputes
set forth in Operating Agreement, Schedule 5.

PJM Governing Agreements:

“PJM Governing Agreements” shall mean the PJM Open Access Transmission Tariff, the
Operating Agreement, the Consolidated Transmission Owners Agreement, the Reliability
Assurance Agreement, or any other applicable agreement approved by the FERC and intended to
govern the relationship by and among PJM and any of its Members.

PJM Interchange:

“PJM Interchange” shall mean the following, as determined in accordance with the Operating
Agreement and Tariff: (a) for a Market Participant that is a Network Service User, the amount by
which its interval Equivalent Load exceeds, or is exceeded by, the sum of the interval outputs of
its operating generating resources; or (b) for a Market Participant that is not a Network Service
User, the amount of its Spot Market Backup; or (c) the interval scheduled deliveries of Spot
Market Energy by a Market Seller from an External Resource; or (d) the interval net metered
output of any other Market Seller; or (e) the interval scheduled deliveries of Spot Market Energy
to an External Market Buyer; or (f) the interval scheduled deliveries to an Internal Market Buyer
that is not a Network Service User.

PJM Interchange Energy Market:

“PJM Interchange Energy Market” shall mean the regional competitive market administered by
the Office of the Interconnection for the purchase and sale of spot electric energy at wholesale in
interstate commerce and related services established pursuant to Operating Agreement, Schedule
1, and the parallel provisions of Tariff, Attachment K-Appendix.

PJM Interchange Export:

“PJM Interchange Export” shall mean the following, as determined in accordance with the
Operating Agreement and Tariff: (a) for a Market Participant that is a Network Service User, the
amount by which its interval Equivalent Load is exceeded by the sum of the interval outputs of
its operating generating resources; or (b) for a Market Participant that is not a Network Service
User, the amount of its Spot Market Backup sales; or (c) the interval scheduled deliveries of Spot
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Market Energy by a Market Seller from an External Resource; or (d) the interval net metered
output of any other Market Seller.

PJM Interchange Import:

“PJM Interchange Import” shall mean the following, as determined in accordance with the
Operating Agreement and Tariff: (a) for a Market Participant that is a Network Service User, the
amount by which its interval Equivalent Load exceeds the sum of the interval outputs of its
operating generating resources; or (b) for a Market Participant that is not a Network Service
User, the amount of its Spot Market Backup purchases; or (c) the interval scheduled deliveries of
Spot Market Energy to an External Market Buyer; or (d) the interval scheduled deliveries to an
Internal Market Buyer that is not a Network Service User.

PJM Manuals:

“PJM Manuals” shall mean the instructions, rules, procedures and guidelines established by the
Office of the Interconnection for the operation, planning, and accounting requirements of the
PJM Region and the PJM Interchange Energy Market.

PJM Mid-Atlantic Region:

“PJM Mid-Atlantic Region” shall mean the aggregate of the Transmission Facilities of Atlantic
City Electric Company, Baltimore Gas and Electric Company, Delmarva Power and Light
Company, Jersey Central Power and Light Company, Mid-Atlantic Interstate Transmission,
LLC, PECO Energy Company, PPL Electric Utilities Corporation, Potomac Electric Power
Company, Public Service Electric and Gas Company, and Rockland Electric Company.

PJM Region:

“PJM Region” shall mean the aggregate of the Zones within PIJM as set forth in Tariff,
Attachment J.

PJMSettlement:

“PJMSettlement” or “PJM Settlement, Inc.” shall mean PJM Settlement, Inc. (or its successor),
established by PJM as set forth in Operating Agreement, section 3.3.

PJM South Region:

“PJM South Region” shall mean the Transmission Facilities of Virginia Electric and Power
Company.

PJM Tariff, Tariff, O.A.T.T., OATT or PJM Open Access Transmission Tariff:
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“PJM Tariff,” “Tariff,” “O.A.T.T.,” or “PIJIM Open Access Transmission Tariff” shall mean that
certain “PJM Open Access Transmission Tariff”, including any schedules, appendices, or
exhibits attached thereto, on file with FERC and as amended from time to time thereafter.

PJM West Region:

“PJM West Region” shall mean the Zones of Allegheny Power; Commonwealth Edison
Company (including Commonwealth Edison Co. of Indiana); AEP East Affiliate Companies;
The Dayton Power and Light Company; the Duquesne Light Company; American Transmission
Systems, Incorporated; Duke Energy Ohio, Inc., Duke Energy Kentucky, Inc. and East Kentucky
Power Cooperative, Inc.

Planning Period:

“Planning Period” shall have the meaning specified in the Reliability Assurance Agreement.
Planning Period Balance:

“Planning Period Balance” shall mean the entire period of time remaining in the Planning Period
following the month that a monthly auction is conducted.

Planning Period Quarter:

“Planning Period Quarter” shall mean any of the following three month periods in the Planning
Period: June, July and August; September, October and November; December, January and
February; or March, April and May.

Point-to-Point Transmission Service:

“Point-to-Point Transmission Service” shall mean the reservation and transmission of capacity
and energy on either a firm or non-firm basis from the Point(s) of Delivery under Tariff, Part Il.

PRD Curve:

“PRD Curve” shall have the meaning provided in the Reliability Assurance Agreement.
PRD Provider:

“PRD Provider” shall have the meaning provided in the Reliability Assurance Agreement.
PRD Reservation Price:

“PRD Reservation Price” shall have the meaning provided in the Reliability Assurance
Agreement.

PRD Substation:
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“PRD Substation” shall have the meaning provided in the Reliability Assurance Agreement.
Pre-Emergency Load Response Program:

“Pre-Emergency Load Response Program” shall be the program by which Curtailment Service
Providers may be compensated by PJM for Demand Resources that will reduce load when
dispatched by PJM during pre-emergency conditions, and is described in Operating Agreement,
Schedule 1, section 8 and the parallel provisions of Tariff, Attachment K-appendix, section 8.
President:

“President” shall have the meaning specified in Operating Agreement, section 9.2.

Price Responsive Demand:

“Price Responsive Demand” shall have the meaning provided in the Reliability Assurance
Agreement.

Primary Reserve:

“Primary Reserve” shall mean the total reserve capability of generation resources that can be
converted fully into energy or Demand Resources whose demand can be reduced within ten
minutes of a request from the Office of the Interconnection dispatcher, and is comprised of both
Synchronized Reserve and Non-Synchronized Reserve.

Primary Reserve Alert:

“Primary Reserve Alert” shall mean a notification from PJM to alert Members of an anticipated
shortage of Operating Reserve capacity for a future critical period.

Primary Reserve Requirement:

“Primary Reserve Requirement” shall mean the megawatts required to be maintained in a
Reserve Zone or Reserve Sub-zone as Primary Reserve, absent any increase to account for
additional reserves scheduled to address operational uncertainty. The Primary Reserve
Requirement is calculated in accordance with the PJIM Manuals.

Prohibited Securities:

“Prohibited Securities” shall mean the Securities of a Member, Eligible Customer, or
Nonincumbent Developer, or their Affiliates, if:

(1) the primary business purpose of the Member or Eligible Customer, or their Affiliates, is to

buy, sell or schedule energy, power, capacity, ancillary services or transmission services as
indicated by an industry code within the “Electric Power Generation, Transmission, and
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Distribution” industry group under the North American Industry Classification System
(“NAICS”) or otherwise determined by the Office of the Interconnection;

(2) the Nonincumbent Developer has been pre-qualified as eligible to be a Designated Entity
pursuant to Operating Agreement, Schedule 6;

(3) the total (gross) financial settlements regarding the use of transmission capacity of the
Transmission System and/or transactions in the centralized markets that the Office of the
Interconnection administers under the Tariff and the Operating Agreement for all Members or
Eligible Customers affiliated with the publicly traded company during its most recently
completed fiscal year is equal to or greater than 0.5% of its gross revenues for the same time
period; or

(4) the total (gross) financial settlements regarding the use of transmission capacity of the
Transmission System and/or transactions in the centralized markets that the Office of the
Interconnection administers under the Tariff and the Operating Agreement for all Members or
Eligible Customers affiliated with the publicly traded company during the prior calendar year is
equal to or greater than 3% of the total transactions for which PJMSettlement is a Counterparty
pursuant to Operating Agreement, section 3.3 for the same time period.

The Office of the Interconnection shall compile and maintain a list of the Prohibited Securities
publicly traded and post this list for all employees and distribute the list to the Board Members.

Proportional Multi-Driver Project:

“Proportional Multi-Driver Project” shall mean a Multi-Driver Project that is planned as
described in Operating Agreement, Schedule 6, section 1.5.10(h).

Pseudo-Tie:

“Pseudo-Tie shall have the same meaning set forth in the NERC Glossary of Terms Used in
NERC Reliability Standards.

Public Policy Objectives:

“Public Policy Objectives” shall refer to Public Policy Requirements, as well as public policy
initiatives of state or federal entities that have not been codified into law or regulation but which
nonetheless may have important impacts on long term planning considerations.

Public Policy Requirements:

“Public Policy Requirements” shall refer to policies pursued by: (a) state or federal entities,
where such policies are reflected in duly enacted statutes or regulations, including but not limited

to, state renewable portfolio standards and requirements under Environmental Protection Agency
regulations; and (b) local governmental entities such as a municipal or county government,
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where such policies are reflected in duly enacted laws or regulations passed by the local
governmental entity.
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3.3A Economic Load Response Participants.
3.3A.1 Compensation.

Economic Load Response Participants shall be compensated pursuant to sections 3.3A.5 and/or
3.3A.6 of this Schedule, for demand reduction offers submitted in the Day-Ahead Energy Market
or Real-time Energy Market that satisfy the Net Benefits Test of section 3.3A.4; that are
scheduled by the Office of the Interconnection; and that follow the dispatch instructions of the
Office of the Interconnection. Qualifying demand reductions shall be measured by: 1)
comparing actual metered load to an end-use customer’s Customer Baseline Load or alternative
CBL determined in accordance with the provisions of section 3.3A.2 or 3.3A.2.01, respectively;
or 2) non-interval metered residential Direct Load Control customers, as metered on a current
statistical sample of electric distribution company accounts, as described in the PJM Manuals or
3) by the MWs produced by on-Site Generators pursuant to the provisions of section 3.3A.2.02.

3.3A.2 Customer Baseline Load.

For Economic Load Response Participants that choose to measure demand reductions using an
end-use customer’s Customer Baseline Load (“CBL”), the CBL shall be determined using the
following formula for such participant’s Non-Variable Loads. Additionally, the following
formula shall be used to determine a Peak Shaving Adjustment End-Use Customer’s demand
reductions when determining peak shaving performance rating as described in PJM Manual 19,
unless an alternative CBL is approved pursuant to section 3.3A.2.01 of this schedule:

(@  The CBL for weekdays shall be the average of the highest 4 out of the 5 most
recent load weekdays in the 45 calendar day period preceding the relevant load reduction event.

I. For the purposes of calculating the CBL for weekdays, weekdays shall not
include:

1. NERC holidays;

2. Weekend days;

3. Event days. For the purposes of this section an event day shall be either:

() any weekday that an Economic Load Response Participant submits a
settlement pursuant to section 3.3A.4 or 3.3A.5, provided that Event Days
shall exclude such days if the settlement is denied by the relevant LSE or
electric distribution company or is disallowed by the Office of the
Interconnection; or
(i) any weekday where the end-use customer location that is

registered in the Economic Load Response program is also
registered as a Demand Resource, and all end-use customer
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locations on the relevant Economic Load Response registration
have been dispatched by PJM during an emergency event.

4. Any weekday where the average daily event period usage is less than 25%
of the average event period usage for the five days.

ii. If a 45-day period does not include 5 weekdays that meet the conditions in
subsection (a)(i) of this section, provided there are 4 weekdays that meet the conditions in
subsection (a)(i) of this section, the CBL shall be based on the average of those 4 weekdays. If
there are not 4 eligible weekdays, the CBL shall be determined in accordance with subsection
(iii) of this section.

ii. Section 3.3A.2(a)(i)(3) notwithstanding, if a 45-day period does not
include 4 weekdays that meet the conditions in subsection (a)(i) of this section, event days will
be used as necessary to meet the 4 day requirement to calculate the CBL, provided that any such
event days shall be the highest load event days within the relevant 45-day period.

(b) The CBL for weekend days and NERC holidays shall be determined in
accordance with the following provisions:

I. The CBL for Saturdays and Sundays/NERC holidays shall be the average
of the highest 2 load days out of the 3 most recent Saturdays or Sundays/NERC holidays,
respectively, in the 45 calendar day period preceding the relevant load reduction event, provided
that the following days shall not be used to calculate a Saturday or Sunday/NERC holiday CBL.:

1. Event days. For the purposes of this section an event day shall be either:

a. any Saturday and Sunday/NERC holiday that an Economic Load
Response Participant submits a settlement pursuant to section
3.3A.5 or 3.3A.6, provided that Event Days shall exclude such
days if the settlement is denied by the relevant LSE or electric
distribution company or is disallowed by the Office of the
Interconnection; or

b. any Saturday and Sunday/NERC holiday where the end-use
customer that is registered in the Economic Load Response
program is also registered as a Demand Resource, and all end-use
customer locations on the relevant Economic Load Response
registration have been dispatched by PJM during an emergency
event.

2. Any Saturday or Sunday/NERC holiday where the average daily event

period usage is less than 25% of the average event period usage level for
the three days;
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3. Any Saturday or Sunday/NERC holiday that corresponds to the beginning
or end of daylight savings.

ii. If a 45-day period does not include 3 Saturdays or 3 Sundays/NERC
holidays, respectively, that meet the conditions in subsection (b)(i) of this section, provided there
are 2 Saturdays or Sundays/NERC holidays that meet the conditions in subsection (b)(i) of this
section, the CBL will be based on the average of those 2 Saturdays or Sundays/NERC holidays.
If there are not 2 eligible Saturdays or Sundays/NERC holidays, the CBL shall be determined in
accordance with subsection (iii) of this section.

ii. Section 3.3A.2(b)(i)(1) notwithstanding, if a 45-day period does not
include 2 Saturdays or Sundays/NERC holidays, respectively, that meet the conditions in
subsection (b)(i) of this section, event days will be used as necessary to meet the 2 day
requirement to calculate the CBL, provided that any such event days shall be the highest load
event days within the relevant 45-day period.

(c) CBLs established pursuant to this section shall represent end-use customers’
actual load patterns. If the Office of the Interconnection determines that a CBL or alternative
CBL does not accurately represent a customer’s actual load patterns, the CBL shall be revised
accordingly pursuant to section 3.3A.2.01. Consistent with this requirement, if an Economic
Load Response Participant chooses to measure load reductions using a Customer Baseline Load,
the Economic Load Response Participant shall inform the Office of the Interconnection of a
change in its operations or the operations of the end-use customer upon whose behalf it is acting
that would result in the adjustment of more than half the hours in the affected party’s Customer
Baseline Load by twenty percent or more for more than twenty days.

3.3A.2.01 Alternative Customer Baseline Methodologies.

@) During the Economic Load Response Participant registration process pursuant to
section 1.5A.3 of this Schedule, the relevant Economic Load Response Participant or the Office
of the Interconnection (“Interested Parties”) may, in the case of such participant’s Non-Variable
Load customers, and shall, in the case of its Variable Load customers, propose an alternative
CBL calculation that more accurately reflects the relevant end-use customer’s consumption
pattern relative to the CBL determined pursuant to section 3.3A.2. During the Emergency and
Pre-Emergency Load Response registration process pursuant to section 8.4 of this schedule, or as
otherwise approved by the Office of the Interconnection, the relevant participant or the Office of
the Interconnection may propose an alternative CBL calculation that more accurately reflects the
relevant end-use customer’s consumption pattern relative to the CBL determined pursuant to
section 3.3A.2 of this schedule. In support of such proposal, the participant shall demonstrate
that the alternative CBL method shall result in an hourly relative root mean square error of
twenty percent or less compared to actual hourly values, as calculated in accordance with the
technique specified in the PJIM Manuals. Any proposal made pursuant to this section shall be
provided to the other Interested Party.

(b) The Interested Parties shall have 30 days to agree on a proposal issued pursuant to
subsection (a) of this section. The 30-day period shall start the day the proposal is provided to

Page 23



the other Interested Party. If both Interested Parties agree on a proposal issued pursuant to this
section, that alternative CBL calculation methodology shall be effective consistent with the date
of the relevant Economic Load Response Participant registration.

(c) If agreement is not reached pursuant to subsection (b) of this section, the Office of
the Interconnection shall determine a CBL methodology that shall result, as nearly as practicable,
in an hourly relative root mean square error of twenty percent or less compared to actual hourly
values within 20 days from the expiration of the 30-day period established by subsection (b). A
CBL established by the Office of the Interconnection pursuant to this subsection (c) shall be
binding upon both Interested Parties unless the Interested Parties reach agreement on an
alternative CBL methodology prior to the expiration of the 20-day period established by this
subsection (c).

(d) Operation of this section 3.3A.2.01 shall not delay Economic Load Response
Participant registrations pursuant to Section 1.5A.3, provided that the alternative CBL
established pursuant to this section shall be used for all related energy settlements made pursuant
to sections 3.3A.5 and 3.3A.6.

(e The Office of the Interconnection shall periodically publish alternative CBL
methodologies established pursuant to this section in the PJM Manuals.

()] Emergency and Pre-Emergency Load Response registrations will use the CBL
defined on the associated economic registration for measuring demand reductions when
determining the participant’s compliance with its capacity obligations pursuant to Schedule 6 of
the RAA, unless it is the maximum baseload CBL as defined in the PJIM Manuals, in which case
the participant will use the CBL set forth in the Emergency or Pre-Emergency Load Response
registration.

3.3A.2.02 On-Site Generators.

On-Site Generators used as the basis for Economic Load Response Participant status
pursuant to Tariff, Attachment K-Appendix, section 1.5A shall be subject to the following
provisions:

I. The On-Site Generator shall be used solely to enable an Economic Load Response
Participant to provide demand reductions in response to the Locational Marginal Prices in the
Real-time Energy Market and/or the Day-ahead Energy Market and shall not otherwise have
been operating;

ii. If subsection (i) does not apply, the amount of energy from an On-Site Generator
used to enable an Economic Load Response Participant to provide demand reductions in
response to the Locational Marginal Prices in the Real-time Energy Market and/or the Day-ahead
Energy Market shall be capable of being quantified in a manner that is acceptable to the Office
of the Interconnection.

3.3A.3 Symmetric Additive Adjustment.
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@) Customer Baseline Levels established pursuant to section 3.3A.2 shall be adjusted
by the Symmetric Additive Adjustment. Unless an alternative formula is approved by the Office
of the Interconnection, the Symmetric Additive Adjustment shall be calculated using the
following formula:

Step 1: Calculate the average usage over the 3 hour period ending 1 hour prior to the start of
event.

Step 2: Calculate the average usage over the 3 hour period in the CBL that corresponds to the 3
hour period described in Step 1.

Step 3: Subtract the results of Step 2 from the results of Step 1 to determine the symmetric
additive adjustment (this may be positive or negative).

Step 4: Add the symmetric additive adjustment (i.e. the results of Step 3) to each hour in the
CBL that corresponds to each event hour.

(b) Following a Load Reduction Event that is submitted to the Office of the
Interconnection for compensation, the Office of the Interconnection shall provide the
Notification window(s), if applicable, directly metered data and Customer Baseline Load and
Symmetric Additive Adjustment calculation to the appropriate electric distribution company for
optional review. The electric distribution company will have ten Business Days to provide the
Office of the Interconnection with notification of any issues related to the metered data or
calculations.

3.3A.4 Net Benefits Test.

The Office of the Interconnection shall identify each month the price on a supply curve,
representative of conditions expected for that month, at which the benefit of load reductions
provided by Economic Load Response Participants exceed the costs of those reductions to other
loads. In formulaic terms, the net benefit is deemed to be realized at the price point on the
supply curve where (Delta LMP x MWh consumed) > (LMPnew X DR), where LMPygw is the
market clearing price after Economic Load Response is dispatched and Delta LMP is the price
before Economic Load Response is dispatched minus the LMPyew).

The Office of the Interconnection shall update and post the Net Benefits Test results and analysis
for a calendar month no later than the 15" day of the preceding calendar month. As more fully
specified in the PJIM Manuals, the Office of the Interconnection shall calculate the net benefit
price level in accordance with the following steps:

Step 1. Retrieve generation offers from the same calendar month (of the prior calendar year) for
which the calculation is being performed, employing market-based price offers to the extent
available, and cost-based offers to the extent market-based price offers are not available. To the
extent that generation offers are unavailable from historical data due to the addition of a Zone to
the PJM Region the Office of the Interconnection shall use the most recent generation offers that
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best correspond to the characteristics of the calendar month for which the calculation is being
performed, provided that at least 30 days of such data is available. If less than 30 days of data is
available for a resource or group of resources, such resource[s] shall not be considered in the Net
Benefits Test calculation.

Step 2: Adjust a portion of each prior-year offer representing the typical share of fuel costs in
energy offers in the PJM Region, as specified in the PJIM Manuals, for changes in fuel prices
based on the ratio of the reference month spot price to the study month forward price. For such
purpose, natural gas shall be priced at the Henry Hub price, number 2 fuel oil shall be priced at
the New York Harbor price, and coal shall be priced as a blend of coal prices representative of
the types of coal typically utilized in the PJM Region.

Step 3. Combine the offers to create daily supply curves for each day in the period.

Step 4. Average the daily curves for each day in the month to form an average supply curve for
the study month.

Step 5. Use a non-linear least squares estimation technique to determine an equation that
reasonably approximates and smooths the average supply curve.

Step 6. Determine the net benefit level as the point at which the price elasticity of supply is equal
to 1 for the estimated supply curve equation established in Step 5.

3.3A.5 Market Settlements in Real-time Energy Market.

@ Economic Load Response Participants that submit offers for load reductions in
the Day-ahead Energy Market by no later than 2:15 p.m. on the day prior to the Operating Day
that cleared or that otherwise are dispatched by the Office of the Interconnection for the
Operating Day shall be compensated for reducing demand based on the actual kWh relief
provided in excess of committed day-ahead load reductions. The offer shall contain the Offer
Data specified in Tariff, Attachment K-Appendix, section 1.10.1A(k) and shall not thereafter be
subject to change; provided, however, the Economic Load Response Participant may update the
previously specified minimum or maximum load reduction quantity and associated price by
submitting a Real-time Offer for a clock hour by providing notice to the Office of the
Interconnection in the form and manner specified in the PJM Manuals no later than 65 minutes
prior to such clock hour. Economic Load Response Participants may also submit Real-time
Offers for a clock hour for an Operating Day containing Offer Data specified in Tariff,
Attachment K-Appendix, section 1.10.1A(k), and may update such offers up to 65 minutes prior
to such clock hour. Economic Load Response Participants may, at their option, combine
separately registered loads that have a common pricing point into a single portfolio for purposes
of offering and dispatching their load reduction capability; provided however that any load
reductions will continue to be measured and verified at the individual registration level prior to
aggregation at the portfolio level for purposes of energy market and balancing operating reserves
settlements. An Economic Load Response Participant that curtails or causes the curtailment of
demand in real-time in response to PJM dispatch, and for which the applicable real-time LMP is
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equal to or greater than the threshold price established under the Net Benefits Test, will be
compensated by PIJMSettlement at the real-time Locational Marginal Price.

(b) In cases where the demand reduction follows dispatch, as defined in Tariff,
Attachment K-Appendix, section 3.2.3(0-1), as instructed by the Office of the Interconnection,
and the demand reduction offer price is equal to or greater than the threshold price established
under the Net Benefits Test, payment will not be less than the total value of the demand
reduction bid. For the purposes of this subsection, the total value of a demand reduction bid
shall include any submitted start-up costs associated with reducing demand, including direct
labor and equipment costs and opportunity costs and any costs associated with a minimum
number of contiguous hours for which the demand reduction must be committed.

Any shortfall between the applicable Locational Marginal Price and the total value of the
demand reduction bid will be made up through normal, real-time operating reserves. In all cases
under this subsection, the applicable zonal or aggregate (including nodal) Locational Marginal
Price shall be used as appropriate for the individual end-use customer.

(© For purposes of load reductions qualifying for compensation hereunder, an
Economic Load Response Participant shall accumulate credits for energy reductions in those
hours when the energy delivered to the end-use customer is less than the end-use customer’s
Customer Baseline Load at the applicable Locational Marginal Price for the Real-time
Settlement Interval. In the event that the end-use customer’s hourly energy consumption is
greater than the Customer Baseline Load, the Economic Load Response Participant will
accumulate debits at the applicable Locational Marginal Price for the Real-time Settlement
Interval for the amount the end-use customer’s hourly energy consumption is greater than the
Customer Baseline Load. If the actual load reduction, compared to the desired load reduction is
outside the deviation levels specified in Tariff, Attachment K-Appendix, section 3.2.3(0), the
Economic Load Response Participant shall be assessed balancing operating reserve charges in
accordance with Tariff, Attachment K-Appendix, section 3.2.3.

(d) The cost of payments to Economic Load Response Participants under this section
(excluding any portion of the payments recovered as operating reserves pursuant to subsection
(b) of this section) for load reductions that are compensated at the applicable full LMP, in any
Zone for any hour, shall be recovered from Market Participants on a ratio-share basis based on
their real-time exports from the PJM Region and from Load Serving Entities on a ratio-share
basis based on their real-time loads in each Zone for which the load-weighted average Locational
Marginal Price for the hour during which such load reduction occurred is greater than or equal to
the price determined under the Net Benefits Test for that month, with the ratio shares determined
as follows:

The ratio share for LSE i in zone z shall be RTL;//(RTL + X)
and the ratio share for party j shall be X;/(RTL + X).

Where:

RTL is the total real time load in all zones where LMP > Net Benefits Test price;
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RTL;, is the real-time load for LSE i in zone z;
X is the total export quantity from PJM in that hour; and
Xj is the export quantity by party j from PJM.

3.3A.6 Market Settlements in the Day-ahead Energy Market.

@ Economic Load Response Participants dispatched as a result of a qualifying
demand reduction offer in the Day-ahead Energy Market shall be compensated for reducing
demand based on the reductions of kWh committed in the Day-ahead Energy Market. An
Economic Load Response Participant that submits a demand reduction bid day ahead that is
accepted by the Office of the Interconnection and for which the applicable day ahead LMP is
greater than or equal to the Net Benefits Test shall be compensated by PJMSettlement at the day-
ahead Locational Marginal Price.

Economic Load Response Participants may, at their option, combine separately registered loads
that have a common pricing point into a single portfolio for purposes of offering and dispatching
their load reduction capability; provided however that any load reductions will continue to be
measured and verified at the individual registration level prior to aggregation at the portfolio
level for purposes of energy market and balancing operating reserves settlements.

(b) Total payments to Economic Load Response Participants for accepted day-ahead
demand reduction bids with an offer price equal to or greater than the threshold price established
under the Net Benefits Test that follow the dispatch instructions of the Office of the
Interconnection will not be less than the total value of the demand reduction bid. For the
purposes of this subsection, the total value of a demand reduction bid shall include any submitted
start-up costs associated with reducing load, including direct labor and equipment costs and
opportunity costs and any costs associated with a minimum number of contiguous hours for
which the load reduction must be committed. Any shortfall between the applicable Locational
Marginal Price and the total value of the demand reduction bid will be made up through normal,
day-ahead operating reserves. In all cases under this subsection, the applicable zonal or
aggregate (including nodal) Locational Marginal Price shall be used as appropriate for the
individual end-use customer.

(© Economic Load Response Participants that have demand reductions committed in
the Day-ahead Energy Market that deviate from the day-ahead schedule in real time shall be
charged or credited for such variance at the real time LMP plus or minus an amount equal to the
applicable balancing operating reserve charge in accordance with Tariff, Attachment K-
Appendix, section 3.2.3. Load Serving Entities that otherwise would have load that was reduced
shall receive any associated operating reserve credit.

(d) The cost of payments to Economic Load Response Participants for accepted day-
ahead demand reduction bids that are compensated at the applicable full, day ahead LMP under
this section (excluding any portion of the payments recovered as operating reserves pursuant to
subsection (b) of this section) for load reductions in any Zone for any hour shall be recovered
from Market Participants on a ratio-share basis based on their real-time exports from the PJM
Region and from Load Serving Entities on a ratio-share basis based on their real-time loads in
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each Zone for which the load-weighted average real-time Locational Marginal Price for the hour
during which such load reduction occurred is greater than or equal to the price determined under
the Net Benefits Test for that month, in accordance with the formula prescribed in Tariff,
Attachment K-Appendix, section 3.3A.5(d).

3.3A.7 Prohibited Economic Load Response Participant Market Settlements.

@ Settlements pursuant to sections 3.3A.5 and 3.3A.6 shall be limited to demand
reductions executed in response to the Locational Marginal Price in the Real-time Energy Market
and/or the Day-ahead Energy Market that satisfy the Net Benefits Test and are dispatched by the
Office of the Interconnection.

(b) Demand reductions that do not meet the requirements of section 3.3A.7(a) shall
not be eligible for settlement pursuant to sections 3.3A.5 and 3.3A.6. Examples of settlements
prohibited pursuant to this section 3.3A.7(b) include, but are not limited to, the following:

I. Settlements based on variable demand where the timing of the demand
reduction supporting the settlement did not change in direct response to Locational Marginal
Prices in the Real-time Energy Market and/or the Day-ahead Energy Market;

ii. Consecutive daily settlements that are the result of a change in normal
demand patterns that are submitted to maintain a CBL that no longer reflects the relevant end-use
customer’s demand;

ii. Settlements based on on-site generation data if the On-Site Generator is
not supporting demand reductions executed in response to the Locational Marginal Price in the
Real-time Energy Market and/or the Day-ahead Energy Market;

iv. Settlements based on demand reductions that are the result of operational
changes between multiple end-use customer sites in the PJM footprint;

V. Settlements that do not include all hours that the Office of the
Interconnection dispatched the load reduction, or for which the load reduction cleared in the
Day-ahead Market.

(© The Office of the Interconnection shall disallow settlements for demand
reductions that do not meet the requirements of section 3.3A.7(a). If the Economic Load
Response Participant continues to submit settlements for demand reductions that do not meet the
requirements of section 3.3A.7(a), then the Office of the Interconnection shall suspend the
Economic Load Response Participant’s PJM Interchange Energy Market activity and refer the
matter to the FERC Office of Enforcement.

3.3A.8 Economic Load Response Participant Review Process.
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@) The Office of the Interconnection shall review the participation of an Economic
Load Response Participant in the PJIM Interchange Energy Market under the following
circumstances:

I. An Economic Load Response Participant’s registrations submitted
pursuant to Tariff, Attachment K-Appendix, section 1.5A.3 are disputed more than 10% of the
time by any relevant electric distribution company(ies) or Load Serving Entity(ies).

ii. An Economic Load Response Participant’s settlements pursuant to
sections 3.3A.5 and 3.3A.6 are disputed more than 10% of the time by any relevant electric
distribution company(ies) or Load Serving Entity(ies).

iii. An Economic Load Response Participant’s settlements pursuant to
sections 3.3A.5 and 3.3A.6 are denied by the Office of the Interconnection more than 10% of the
time.

v, An Economic Load Response Participant’s registration will be reviewed
when settlements are frequently submitted or if its actual loads frequently deviate from the
previously scheduled quantities (as determined for purposes of assessing balancing operating
reserves charges). PJM will notify the Participant when their registration is under review. While
the Participant’s registration is under review by PJM, the Participant may continue economic
load reductions but all settlements will be denied by PIJM until the registration review is resolved
pursuant to subsection (i) or (ii) below. PJM will require the Participant to provide information
within 30 days to support that the settlements were submitted for load reduction activity done in
response to price and not submitted based on the End-Use Customer’s normal operations.

1) If the Participant is unable to provide adequate supporting
information to substantiate the load reductions submitted for settlement,
PJM will terminate the registration and may refer the Participant to either
the Market Monitoring Unit or the Federal Energy Regulatory
Commission for further investigation.

i) If the Participant does provide adequate supporting information,
the settlements denied by PJIM will be resubmitted by the Participant for
review according to existing PJM market rules. Further, PJIM may
introduce an alternative Customer Baseline Load if the existing Customer
Baseline Load does not adequately reflect what the customer load would
have been absent a load reduction.

V. The electric distribution company may only deny settlements during the
normal settlement review process for inaccurate data including, but not limited to: meter data,
line loss factor, Customer Baseline Load calculation, interval meter owner and a known
recurring End-Use Customer outage or holiday.

(b) The Office of the Interconnection shall have thirty days to conduct a review
pursuant to this section 3.3A.8. The Office of the Interconnection may refer the matter to the
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PJM MMU and/or the FERC Office of Enforcement if the review indicates the relevant
Economic Load Response Participant and/or relevant electric distribution company or LSE is
engaging in activity that is inconsistent with the PJIM Interchange Energy Market rules governing
Economic Load Response Participants.
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8.2 Participant Qualifications

Two primary types of distributed resources are candidates to participate in the PJM Emergency
Load Response Program and Pre-Emergency Load Response Program:

On-Site Generators (As defined in Operating Agreement, section 1)
Load Reductions

A participant that has the ability to reduce a measurable and verifiable portion of
its load, as metered on an EDC account basis.

Only Members or Special Members may participate in the Emergency Load Response Program
and Pre-Emergency Load Response Program by complying with all of the requirements of the
applicable Relevant Electric Retail Regulatory Authority and all other applicable federal, state
and local regulatory entities together with the Emergency Load Response and Pre-Emergency
Load Response Program provisions herein, including, but not limited to, the Registration section.
Special membership provisions have been established for program participants in the Energy
Only Option, as described below. The special membership provisions shall not apply to program
participants in the Full Program Option. Any existing PJIM Member or Special Member may
participate in the Emergency Load Response Program and Pre-Emergency Load Response
Program on behalf of non-members as the Curtailment Service Provider. All payments are made
to the PJIM Member or Special Member in such case. Curtailment Service Providers must
become signatories to the PJM Operating Agreement, as described in the PJM Manual for
Administrative Services for the Operating Agreement of the PJM Interconnection, L.L.C.
However, for Special Members the $5,000 annual member fee, the $1,500 application fee, and
liability for Member defaults are waived, along with the following other modifications.

Special Members are limited to be PJIM Market Sellers;
Voting privileges and sector designation are waived,
Thirty day notice for waiting period is waived,
Requirement for 24/7 control center coverage is waived;
No PJM-supported user group capability is permitted.

To participate in the Emergency Load Response Program and Pre-Emergency Load Response
Program, the Demand Resource must:

Be capable of reducing at least 100 kW of load;
Be capable of receiving notification of a Load Management Event.
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