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VIA HAND DELIVERY
Honorable Kimberly Bose, Secretary

Federal Energy Regulatory Commission
888 First Street, N.E., Room 1A

Washington, D.C. 20426 ZK&%‘ ( U éQ - m '

Re:  PJM Interconnection, L.L.C., ERO8-___ -000

126 o 8T AYR Bl

Dear Secretary Bose:

Pursuant to Section 205 of the Federal Power Act (“FPA”), 16 U.S.C. § 824d (2000) and
Part 35 of the Commission’s Rules and Regulations, 18 C.F.R. Part 35 (2007), PI]M
Interconnection, L.L.C. (“PJM”) hereby submits revisions to the PIM Open Access Transmission
Tariff (“Tariff”) and the Amended and Restated Operating Agreement of PJM Interconnection,
L.L.C. (“Operating Agreement”).! The proposed revisions modify the Financial Transmission
Rights (“FTR”) auction rules in the PJM Interchange Energy Market (“PJM Market”)’ by
establishing a long-term FTR auction process (“LTFTR Auction”). This LTFTR Auction will
enable Market Participants to purchase and sell: 1) FTRs with terms longer than one Planning
Period; and 2) single Planning Period FTRs effective for future Planning Periods that occur after
the Planning Period in which the LTFTR Auction occurs. PJM’s proposed revisions are

consistent with the Commission’s desire for RTOs to allow for the procurement of long-term

! Capitalized terms not otherwise defined herein have the meaning specified in the Operating Agreement and/or
Tariff.

2 The rules governing the PJM Interchange Energy Market are generally established in Schedule 1 of the Operating
Agreement, which is reproduced as the Appendix to Attachment K of the Tariff. Accordingly, the proposed
revisions to Schedule 1 are reproduced in that section of the Tariff.
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transmission rights, as well as flexibility in the design of their long-term firm transmission right
processes.’
ription of the Pro Revisions
a. Background

Transmission rights in PJM are allocated based on a dual rights system that allocates
Auction Revenue Rights (“ARRs”) on a priority basis,* and auctions FTRs to Market Participants
without preference. This dual rights system maintains the ARR priority by allowing ARRs to be
converted to FTRs.® ARRs are available for single Planning Periods and certain long-term ARRs
are available on a long-term basis for a term of 10-years. On the other hand, FTRs offer a
greater variety of products, but are limited to a maximum term of a single Planning Period.
Thus, at present the only long-term congestion hedge, i.e. a hedge of longer than one Planning
Period, is the long-term ARR. Accordingly, Market Participants that are not eligible for long-
term ARRs cannot obtain congestion hedges greater than one Planning Period. Given this
limitation, PJM stakeholders requested that PJIM develop a longer term FTR after the
implementation of its long-term transmission rights product.®

Through its Long-Term FTR Working Group, PJM developed this proposal for a long-term
FTR Auction (“Proposal”). These LTFTR auction rules were developed by the Long-Term FTR WG

over the course of approximately twelve meetings held from September 2005 to June 2007. This

3 See Long-Term Firm Transmission Rights in Organized Electric Markets, Order No. 681, 116 FERC 1 61,077 (2006) at
P 101.

* The priority allocation is based on historical funding of the transmission system in the PJM Control Area.

* Recipients of ARRs can keep the priority transmission rights as ARRs or convert the rights to FTRs. If an ARR is
converted to an FTR, the associated capacity is not available for purchase by other parties,

¢ See Footnote 39 in PIM's August 29, 2006 Answer filed in Docket No. ER06-1218.
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long-term FTR will enhance the total package of FTR products offered in PJM’s Market in
several ways. First, it will give participants greater flexibility in hedging their market positions.
Second, it will give participants access to congestion hedges that better align with the
requirements of retail access auctions that commit a load-serving entity to multi-year load
serving obligations.  Finally, the longer-term products also increase financial market
participants’ opportunities in the FTR Market by increasing the number of FTR products that can
be traded in the market. The Proposal was vetted through the PJM committee process where it
was endorsed by the Members Committee at its meeting held on November 15, 2007 without
objection or abstention.
b. Proposal
i LTFTR Auction Products

The Proposal revises the FTR auction process to estabiish a LTFTR Auction. In the LTFTR
Auction, parties can purchase and/or sell FTRs covering three consecutive Planning Periods.
beginning with the Planning Period that immediately follows the Planning Period in which the
auction occurs.’ They may also purchase and/or sell FTRs covering any single Planning Period
within the three Planning Period term. On-peak, Off-peak and 24-hour FTR obligation products will
be offered in LTFTR Auctions, and eligible sources and sinks will include hubs, zones. aggregates,
generators and interface buses.® This is consistent with the existing rules for FTR products offered in

the annual auction, except that FTR option products will not be offered.” Because FTR options are

7 Again, the three year term is designed to align with retail access auctions.
* An entity must be a PJM Member or Transmission Customer to participate in a LTFTR Auction.

 FIR Option products are credited when the sink LMP is higher than the source LMP, but they are not charged
when the LMP differential is reversed. This means an option does not incur charges for counterflow, and that
counterflow congestion is ignored in the simultaneous feasibility analysis.
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not subject to charges, the analysis of such rights is more complicated than is the analysis for FTR
obligations. Therefore, to ensure that the analysis required to conduct the LTFTR Auctions can be
completed in a reasonable time period given reasonable system performance, options will not be
offered.
. Capacity Available in LTFTR Auctions

The capacity offered in a LTFTR Auction is limited to the residual system capacity
remaining after the annual ARR allocation and FTR auction. In determining this amount of residual
system capacity, PJM will assume that all allocated ARRs effective at the time of the auction are
self-scheduled as FTRs. This is necessary for PJM to ensure that FTR products sold in LTFTR
Auctions, which are effective in future Planning Periods, do not affect the priority rights of ARR
holders in those future Planning Periods. In other words. the amount of capacity offered ina LTFTR
Auction must respect the capacity required to support all allocated ARRs going forward.'® It is
possible that all ARRs may not be converted to FTRs in future years. Arguably, the underlying
capacity could then be made available in a LTFTR Auction, assuming it was not sold in an
annual FTR Auction. However, because ARRs are priority rights, and each ARR holder always
has the option of converting its ARRs to FTRs, the LTFTR Auction rules have to account for the
possibility that all ARRs will be converted to FTRs.

Because annual ARR nominations can vary,'' to ensure that the rights of ARR holders

are not compromised, the ARR conversion assumption used for the initial LTFTR Auction

1 This is necessary regardless of whether the ARRs are long-term (stage 1A) or annuzl (stage 1B), because an ARR
holder has just as much right to its ARR entitlement on a year-to-year basis as it does if it elects to nominate long-
term ARRs.

"' For example, an entity entitled to 100 MWs of ARRs may nominate the full amount for one Planning Period, and
then nominate only 7SMW in a subsequent Planning Period. However, changes in nomination do not affect that
entity’s entitlement to the full 100 MW in any prospective Planning Period.
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establishes a floor for subsequent ARR allocations. This guarantees the amount of capacity that. at a
minimum, will be available for future ARR allocations.'?

As between annual and LTFTR Auction products, each type of auction will respect the rights
sold in the other. Consequently, annual FTR auctions will respect FTRs sold in LTFTR Auctions if
they are effective in the Planning Period covered by the annual auction. To illustrate, if a 20 MW
three-year LTFTR is sold in the LTFTR Auction that takes place in the 2008-2009 Planning Period.
its effective term would be from the 2009-2010 Planning Period through the 2011-2012 Planning
Period. The annual FTR auctions for each of those Planning Periods would have 1o respect the 20
MW of capacity required to support that FTR. Likewise, if a single Planning Period 20 MW FTR
covering the second Planning Period was sold in the same LTFTR Auction, the annual auction for the
2010-2011 Planning Period would have to respect the capacity required to support that FTR.

iii, Timing and Structure of LTFTR Auctions

LTFTR Auctions will occur after annual FTR auctions and will consist of two rounds. each
of which will offer 50 percent of the total capacity available for the LTFTR Auction. The first round
will take place approximately eight to eleven months prior to the start of the first effective Planning
Period for FTRs sold in the auction, with second round occurring approximately four months prior to
the start of that Planning Period."? Conducting the auction in multiple rounds facilitates price
discovery for the auction products. Further, the use of two rounds is adequate given the limited

capacity made available in LTFTR Auctions which is the result of the conservative assumption

'2 Because LTFTR products are locked in for the relevant future period, it does not matter what ARR holders do in
future allocations, because basing the residual capability on this assumption in the first instance effectively means
there will always be at least that amount of capacity available to support that amount of ARRs.

Y For example, if the first effective Planning Period is 2010-2011, the first round would occur between July and
October 2009, which is approximately eight to eleven months prior to the start of the 2010-2011 Planning Period
(i.e. June 1, 2010). The second round would occur around the beginning of February 2010, which is approximately
four months prior to the start of the 2010-2011 Planning Period.
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regarding the self-scheduling of ARRs to FTRs. The timing of the auctions was selected to coincide

14

with auctions for default service’™ in retail access states. with one round occurring on either side of

such auctions.'
iv. Allocation of LTFTR Auction Revenues

LTFTR Auction revenues from FTRs covering three Planning Periods will be distributed
equally across each of the relevant Planning Periods. Revenues from FTRs covering a single
Planning Period will distributed in that Planning Period only. The revenues will be used to fund
ARRs up to their economic value, as determined by the annual FTR auction clearing prices in
each round of the relevant annual auction in the relevant Planning Period. The allocation shall
consider annual FTR auction revenues, and the combination of annual and LTFTR Auction
revenues shall not exceed the economic value of an ARR. If there are revenues remaining after
this initial allocation, they will be distributed pursuant to Section 5.2.6 of Schedule 1 of the
Operating Agreement, which establishes a priority allocation of excess congestion revenues in
the same Planning Period.'® This distribution is reasonable because there is direct relationship
between the revenues and the beneficiaries of the first allocation, ARR holders, and there is an
indirect relationship between the revenues and the second allocation pursuant to Section 5.2.6:

the revenues are derived from the transmission rights markets and are used to benefit participants

in that market.

" This is the competitively procured service provided for customers in retail access states that are not taking
competitive supply. It has different names depending on the jurisdiction — e.g. provider of last resort, basic
peneration service.

'* The timing of the LTFTR Auction rounds was based on the timing of retail auctions typically seen in the PJM
region, such as in MD and NJ.

'® PIM recently filed revisions to change the lowest priority allocation from Transmission Customers to FTR
holders. That proposal is pending before the Commission. See PJM Transmittal Letter in Docket No. ER08-691.
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V. Credit issues

The credit requirements for LTFTRs are the same as the credit requirements that are
applicable to annual FTRs. Indeed, LTFTRs and annual FTRs are indistinguishable in the
calculation methodology for each since the calculation does not take into account the term of the
FTR. Rather, the methodology considers each month of each FTR individually. Therefore, as with
annual and shorter-term FTRs, LTFTRs will be subject to PJM’s recently strengthened credit rules.
including the rules governing undiversified FTR portfolios,’’ in addition to all other credit
requirements applicable to the FTR markets. Furthermore, as changes are made to FTR credit
requirements, LTFTR credit requirements will be revised accordingly. Additionally, LTFTR credit
requirements will be recalculated each year as a new set of historical data is prepared for the
upcoming annual auction, and to the extent required, additional collateral requested from LTFTR
holders. This annual recalibration will ensure that the most recent data is always being used for FTR
credit calculations, whether long-term, annual or shorter term.

Proposed Revisions to Schedule 1 of the Operating Agreement

Schedule 1 of the Operating Agreement is reproduced in the Appendix to Attachment K in
the Tariff. Accordingly, identical revisions are made to the corresponding sections of that part of the
Tariff: These are itemized below:

e Section 7.1 — This section is revised by adding the LTFTR Auction to the types of FTR
auctions administered by PJM;

e Section 7.1A - This new section establishes the LTFTR Auction process and products
generally;

e Section 7.1A.1 - This new section establishes the LTFTR Auction and describes the total
amount of capacity that will be made available in such auctions;

e Section 7.1A.2 — This new section establishes the structure and timing of the LTFTR
Auctions;

17 See PIM Interconnection, L.L.C., Order on Tariff Revisions, 122 FERC 1 61,279 (2008).
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o Section 7.1A.3 — This new section establishes the types of products that will be offered in
LTFTR Auctions;

¢ Section 7.1A.4 ~ This new section establishes the eligibility requirements to participate
in LTFTR Auctions;

¢ Section 7.1A.5 — This new section establishes the eligible sources and sinks for FTFTR
Auction products;

e Section 7.4 — This section is revised to establish the allocation process for LTFTR
Auction revenues.

Stakeholder Support

On November 15, 2007, the Members Committee unanimously endorsed the proposed

revisions, with no objections or abstentions.

Effective Date

Consistent with the Commission’s 60-day notice requirement, PJM requests an effective
date of July 28, 2008.

Documents Eaclosed

PJM encloses with this transmittal letter 6 copies of each of the following:

1. This transmittal letter;

2. Attachment |: Revised Tariff and Operating Agreement sheets; and

3. Attachment 2: Redlined versions of the revised Tariff and Operating Agreement
sheets.

Correspondence and Communications

Correspondences and communications with respect to this filing should be sent to, and PIJM

respectfully requests the Secretary to include on the official service lis, the following:

Jacqulynn B. Hugee Craig Glazer

Senior Counsel VP, Federal Government Policy
PJM Interconnection, L.L.C. PJM Interconnection, L.L.C.
955 Jefferson Avenue Suite 600, 1200 G Street, N.W.
Norristown, PA 19403 Washington, DC 20005

(610) 666-8208 (202) 423-4743
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Service and Request for Waiver

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, and requests
waiver of the requirement to post by mailing paper copies. Waiver of paper service is consistent
with the Commission’s decision to establish electronic service as the default method of service
on service lists maintained by the Commission Secretary for Commission proceedings.'®* While
Order No. 653 did not amend the posting requirements, application of its rules to initial tariff
filings would be consistent with the Commission’s “efforts to reduce the use of paper in
compliance with the Government Paperwork Elimination Act.”"® Applying amended section
385.2010(f) to this filing, PJM will post this filing today to the FERC filings section of its
internet site, hitp://www.pjm.com/documents/ferc.html, and send an e-mail to all PJM members
and all state utility regulatory commissions in the PJM Region® notifying them that the filing is

available by following such link.

Respectfully submitted,
W}M W.’ g

Craig Glazer Jacquiynn B. Hugee
Vice President, Federal Government Policy Senior Counsel
PIM Interconnection, L.L.C. PJM Interconnection, L.L.C.
1200 G Street, N.W., Suite 600 9535 Jefferson Ave.
Washington D.C. 20005 Norristown, PA 19403
(202) 423-4743 (phone) (610) 666-8208 (phone)
(202) 393-7741 (fax) (610) 666-8211 (fax)
glazec@pjm.com hugeej@pjm.com

" See Electronic Notification of Commission_Iysuances. Order No. 653, 110 FERC 161,110 (2005).

" id at P 2, citing 44 U.S.C. § 3504.

® PJM already maintains, updates, and regularly uses e-mail lists for all Members and affected commissions.
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REVISIONS TO PJM OPERATING AGREEMENT
Schedule 1

Clean Version

K:\pjm\OARevs\LTFTR Auctions OA-Tariff Revisions (clean) 5-28-08.doc
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PJM Interconnection, L.L.C. First Revised Sheet No. 10A
Third Revised Rate Schedule FERC No. 24 Superseding Original Sheet No. 10A
6.4 OfTEr PriCe Caps....cceviceiiericienereeietreesissresssessressssessesessonsssasessestsssssasesnsssasssnssnersesennssersane 131
6.4.1 APPHCADILILY ...ttt st 131
6.4.2 LEVEL ... ettt s tescse st sese s s s ne s sensesassaen 131A
6.5  Exempt Generation RESOUNCES..........ccocvirimeerirerivirinnisssnnriessssnsassssssasssssssasassrsssesssssonses 132
7. FINANCIAL TRANSMISSION RIGHTS AUCTIONS ......coereneceremcsenerrecennremenenesnens 1321
7.1 Auctions of Financial Transmission Rights.....c.ccriinniiieicnncisssesssesmn 132f
7.1.1 Auction Period and Scope of AuCtions......cccvveimieninissnnieiom.. 132.01
7.12 Frequency and Time of AuCtionS ... 132A
7.13 Duration of Financial Transmission Rights ...........ccccevvivniiecinniicinncnn.. 132A
7.1A Long-Term Financial Transmission Rights Auctions........c..ecevnreresiensennen 133
TLADL AUCHIONS....coitiriairisirisistsisssisssssissssismssssssisssassonssisssrossssssrssssssssssosee 133
7.1A2 Frequency and Timing ........cccceoeieniniicicciceeicicreeeeie et 133
T TA3 PrOQUCES c..eeeereeenerecrieereesenrcensaesaesessessssssnsaessessssessesseseessessanssesssses 133
7.1A.4 Panticipation ELIDility ....ccovvvnririernnisisnmiiiiesienicnnione 133
7.1A.5 Specified Receipt and Delivery POInts......cocvieiviieninricsiiciinnienne 133
Issued By: Craig Glazer Effective: July 28, 2008

Vice President, Federal Government Policy
Issued On: May 28, 2008
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PIJM Interconnection, L.L.C. Ninth Revised Sheet No. 11
Third Revised Rate Schedule FERC No. 24 Superseding Eighth Revised Sheet No. 11
7.2 Financial Transmission Rights Characteristics.........cc.eovverevrererrreceeneecresoresssnssssssocens 133A
7.2.1 Reconfiguration of Financial Transmission Rights ... 133A
722 Specified Receipt and Delivery Points..........cccoeceiecnnincncresnnienneenans 133A
723 Transmission Congestion Charges...........cccocveevrereereeensreriscreecrencens [33A
7.3 AUCHON PrOCEAUNES.........ceeeeveersnriasie e e ieseesene st sae e ses et cesaste e sas e st saesesesaenesentans 133A
7.3.1 Role of the Office of the Interconnection............cc.eceeeecivciecennsicreenene 133A
732 NOHCE OF OFfFer ...t cee e e ese s reene e 134
733 Pending Applications for Firm Service...........cooovvivvncroninnnsneenae. 134
7.34 On-Peak, Off-Peak and 24-Hour Periods............cccceevivevnrennnenneeneennen. 134
7.3.5 Offers and Bids.......coccevvviiiiniviimmminiiiiesssssa 134
7.3.6 Determination of Winning Bids and Clearing Price..............cccceueueec. 135
7.3.7 Announcements of Winners and Prices...........ococoveeiiiinineniniinncneenne, 136
7.3.8 Auction Settlements..........cccocereeeiiniiitinscninnseesssses e esseenas 136
7.4 Allocation of Auction REVENUES ... 136
74.1 ELGIBIILY ...cveeiirccteeee et e cenee ettt ssesssasen s emesnsnennenenenessons 136
742 Auction Revenue Rights.. ... ccceebeacnenes 136.01
743 Target Allocation of Auction Revenue Right Credits ......................... 138
744 Calculation of Auction Revenue Right Credits.......c.cccoccevivvnnvncninnnnnn, 138
75 Simultaneous Feasibility .........ccooeeeeeiiioeeee e 138.01
7.6 New Stage | RESOUICES ... ssessasbeseaseses 138A
7.7 Alternate Stage 1 RESOURCES........ccceeeeiiiiniinsinnnsniiiiimmmmsmnmmsmnmeisesessesses s 138A
7.8  Elective Upgrade Auction Revenue Rights.............cocooni 1388
79 Residual Auction Revenue Rights..........c.cooiireeeree e cccsinssssiennens 138C
8. INTERREGIONAL TRANSMISSION CONGESTION
MANAGEMENT PILOT PROGRAM ..ottt ees et esn s saassaee e 139
8.1 INEEOAUCTION ...cvverriireriicaenresrerrrseesseeceseeieesasssnestesstssaesstseaesstessesssasasesteasasasssassasanes 139
82 ldentification of Transmission CONSIIAINES «....cc..ovueerevcecerceeeeeeeeneeeetintesteeeeeas 139
8.3  Redispatch Procedures ...t 139
8.4  Locational Marginal PriCe...........ccoccoiiiiiimrrnniesecesnnrcsentnseees e sessesnas 140
8.5 Generator COMPENSALION.........couevereirireierrenreenirret et sbsb st sassr st st s b st bnsnsbaras 140
8.6 o 0a 1113111 1 G SO ORI 140
8.7 Effective DLE.......cicciiricrenrecceeeeccrte e rcerre e rre et e seeennes e eenessssbbassssssstnsssssbsssssssstns 141
9. [RESEIVEA] ...ttt s s s s s s e s e sasbassssebas b e asbasbasbasbans 14)
10.  PJM-FE INTERREGIONAL TRANSMISSION CONGESTION MANAGEMENT ...... 141D
PJIM EMERGENCY LOAD RESPONSE PROGRAM ..ottt eneeeenens 142
SCHEDULE 2 ~ COMPONENTS OF COST....ooiriiitnitrsmsscsssntene et sasss s sssnesesneas 167
SCHEDULE 2 - EXHIBIT A, EXPLANATION OF THE TREATMENT OF THE COSTS OF
EMISSION ALLOWANCES ......oomeeeieereeeeninisiesassssssssssssesssseneas 168
SCHEDULE 3 - ALLOCATION OF THE COST AND EXPENSES OF THE OFFICE OF THE
INTERCONNECGTION .....oooviiiirrreeeieicteseeeeeessstsessst e sssssssssessessssssssssssnssasssns 170
Issued By: Craig Glazer Effective: July 28, 2008

Vice President, Federal Government Policy
Issued On: May 28, 2008
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PJM Interconnection, L.L.C. First Revised Sheet No. 132f
Third Revised Rate Schedule FERC No. 24 Superseding Original Sheet No. 132f

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

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

Issued By: Craig Glazer Effective: July 28, 2008
Vice President, Federal Government Policy
Issued On: May 28, 2008
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PJM Interconnection, L.L.C. Fourth Revised Sheet No. 133
Third Revised Rate Schedule FERC No. 24 Superseding Third Revised Sheet No. 133

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

7.1A Long-Term Financial Transmission Rights Auctions.
7.1A.1 Auctions.

() Subsequent to each annual FTR auction conducted pursuant to Section 7.1 of
Schedule 1 of this Agreement, the Office of the Interconnection shall conduct a long-term FTR
auction for the three consecutive Planning Periods immediately subsequent to the Planning Period
during which the long-term FTR auction is conducted.

(i)  The capacity offered for sale in long-term FTR auctions shall be the residual
system capability after the Annual Auction Revenue Rights allocations and annual FTR auction. In
determing the residual capability the Office of the Interconnection shall assume that all Auction
Revenue Rights allocated in the immediately prior annual Auction Revenue Rights allocation process
are self-scheduled into FTRs, which shall be modeled as fixed injections and withdrawals in the
long-term FTR auction.

7.1A.2 Frequency and Timing.

Long-term FTR auctions shall consist of two rounds. The first round shall be conducted by
the Office of the Interconnection approximately 11 months prior to the start of the three Planning
Period term covered by the relevant long-term FTR auction and the second round shall be conducted
approximately 4 months after the first round. In each round 50% of total capacity available in the
long-term FTR auction shall be offered for sale. Eligible entities may submit bids 10 purchase and
offers to sell FTRs at the start of the bidding period in each round. The bidding period shall be three
business days ending at 1700 on the last day. PJM performs the FTR auction clearing analysis for
each round and posts the auction results on the MUI within five business days after the close of the
bidding period for each round.

7.1A.3 Products.

(1) The periods covered by long-term FTR auctions shall be: (1) any single
Planning Period within the three Planning Period term covered by the relevant auction; and (2) the
three Planning Period term covered by the relevant auction.

(ii) On-Peak, off-peak and 24-hour FTR obligations, as defined in Section 7.3.4
of Schedule 1 of this Agreement, shall be offered in long-term FTR auctions; FTR options shall not
be offered.

7.1A.4 Participation Eligibility.

(i) To participate in long-term FTR auctions an entity shall be a PJM Member or
a PJM Transmission Customer. Eligible entities may submit bids or offers in long-term FTR
auctions, provided they own FTRs offered for sale.

7.1A.5 Specified Receipt and Delivery Points.

Eligible sources and sinks in long-term FTR auctions shall be limited to hubs. zones.
aggregates, generators, and interface buses.

[ssued By: Craig Glazer Effective: July 28. 2008
Vice President, Federal Government Policy
issued On: May 28, 2008
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PJM Interconnection, L.L.C. Original Sheet No. 133A
Third Revised Rate Schedule FERC No. 24

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

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

7.2.2 Specified Receipt and Delivery Points.

Auction bids for annual Financial Transmission Rights Obligations may specify as
receipt and delivery points any combination of hubs, Zones, aggregates, generators, and interface
buses. Auction bids for annual Financial Transmission Rights Options may specify as receipt and
delivery points such combination of hubs, Zones, aggregates, generators, and interface buses as the
Office of the Interconnection shall allow from time to time as set forth in its FTR business manual.
Auction bids for Financial Transmission Rights submitted in the monthly auctions may specify as
receipt and delivery points any combination of hubs, Zones, aggregates, generators, and interface
buses for bids that cover any month beyond the next month, including bids that cover Planning
Period Quarters or the Planning Period Balance. Auction bids for Financial Transmission Rights
submitted in the monthly auctions that cover the single calendar month period immediately following
the month in which the monthly auction is conducted may specify any combination of receipt and
delivery buses represented in the State Estimator model for which the Office of the Interconnection
calculates and posts Locational Marginal Prices. Auction bids may specify receipt and delivery
points from locations outside of the PJIM Region to locations inside such region, from locations
within the PJM Region to locations outside such region. or to and from locations within the PIM
Region.

7.23 Transmission Congestion Charges.

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

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

Financial Transmission Rights auctions shall be conducted by the Office of the
Interconnection in accordance with standards and procedures set forth in the PJM Manuals. such
standards and procedures to be consistent with the requirements of this Schedule.
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(d)  Long-term FTR auction revenues associated with FTRs that cover
individual Planning Periods shall be distributed in the Planning Period for which the
FTR is effective. Long-term FTR auction revenues associated with FTRs that cover
multiple Planning Years shall be distributed equally across each Planning Period in
the effective term of the FTR. Long-term FTR auction revenue distributions within a
Planning Period shall be in accordance with the following provisions:

§)] Long-term FTR Auction revenues shall be distributed to Auction
Revenue Rights holders in the effective Planning Period for the FTR. The
distribution shall be in proportion to the economic value of the ARRs when compared
to the annual FTR auction clearing prices from each round proportionately. The
distribution shall not exceed, when added to the distribution of revenues from the
prompt-year annual FTR auction itself, the economic value of the ARRs when
compared to the annual FTR auction clearing prices from each round proportionately.

(ii) Long-term FTR auction revenues remaining after distributions made
pursuant to Section 7.4.1(d)(ii) of Schedule 1 of this Agreement shall be distributed
pursuant to Section 5.2.6 of Schedule 1 of this Agreement.

7.4.2 Auction Revenue Rights.

(a) Prior 1o the end of each PJM Planning Period an annual allocation of Auction
Revenue Rights for the next PJM Planning Period shall be performed using a two stage allocation
process. Stage 1 shall consist of stages 1A and 1B, which shall allocate ten year and annual Auction
Revenue Rights, respectively, and stage 2 shall allocate annual Auction Revenue Rights. The
Auction Revenue Rights allocation process shall be performed in accordance with Sections 7.4 and
7.5 hereof and the PJM Manuals.

(b) In stage 1A of the allocation process, each Network Service User may
request Auction Revenue Rights for a term covering ten consecutive PJM Planning Periods
beginning with the immediately ensuing PJM Planning Period from a subset of the historical
generation resources that were designated to be delivered to load based on the historical
reference year for the Zone, and each Qualifying Transmission Customer (as defined in
paragraph (f) of this section) may request Auction Revenue Rights based on the megawatts of
firm service provided
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7. FINANCIAL TRANSMISSION RIGHTS AUCTIONS
7.1 Auctions of Financial Transmission Rights.

Annual, periodic and long-term auctions to allow Market Participants to acquire
or sell Financial Transmission Rights shall be conducted by the Office of the
[nterconnection in accordance with the provisions of this Section.
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An Auction Revenue Rights holder that converts its Auction Revenue Rights may
not designate a price bid for its converted Financial Transmission Rights and will
receive a price equal to the clearing price set by other bids in the annual Financial
Transmission Right auction. To the extent a market participant seeks to obtain
FTRs in the annua! auction through such conversion, the FTRs sought will not be
included in the calculation of such market participant’s credit requirement for
such annual FTR auction.

7.1.2 Frequency and Time of Auctions.

Subject to section 7.1.1 of this Schedule, annual Financial Transmission Rights
auctions shall offer the entire FTR capability of the PJM system in four rounds
with 25 percent of the capability offered in each round. All four rounds of the
annual Financial Transmission Rights auction shall occur within the two-month
period (April — May) preceding the start of the PJM Planning Period. Each round
shall occur over five business days and shall be conducted sequentially. Each
round shall begin with the bid and offer period. The bid and offer period for
annual Financial Transmission Rights auctions shall be open for three consecutive
business days, opening the first day at 12:00 midnight (Eastern Prevailing Time)
and closing the third day at 5:00 p.m. (Eastern Prevailing Time). Monthly,
Financial Transmission Rights auctions shall be held each month. The bid and
offer period for monthly Financial Transmission Rights auctions shall be open for
three consecutive business days in the month preceding the first month for which
Financial Transmission Rights are being auctioned, opening the first day at 12:00
midnight (Eastern Prevailing Time) and closing the third day at 5:00 PM (Eastern
Prevailing Time).

7.1.3 Duration of Financial Transmission Rights.

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

Long-Term Financial Tramission Rights Auctions.
7.1A.1 Auctions.

(i) Subsequent to each annual FTR auction conducted pursuant to Section 7.1
of Schedule | of this Agreement, the Office of the Interconnection shall conduct a
long-term FTR auction for the three consecutive Planning Periods immediately
subsequent to the Planning Period during which the long-term FTR auction is
conducted.
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(ii}  The capacity offered for sale in long-term FTR auctions shall be the
residual system capability after the Annual Auction Revenue Rights allocations
and annual FTR auction. In determing the residual capability the Office of the
Interconnection shall assume that all Auction Revenue Rights allocated in the
immediately prior annual Auction Revenue Rights allocation process are self-
scheduled into FTRs, which shall be modeled as fixed injections and withdrawals
in the long-term FTR auction.

7.1A.2 Freguency and Timing.

Long-term FTR auctions shall consist of two rounds. The first round shall be
conducted by the Office of the Interconnection approximately 11 months prior to
the start of the three Planning Period term covered by the relevant long-term FTR
auction and the second round shall be conducted approximately 4 months after the
first round. In each round 50% of total capacity available in the long-term FTR
auction shall be offered for sale. Eligible entities may submit bids to purchase
and offers to sell FTRs at the start of the bidding period in each round. The
bidding period shall be three business days ending at 1700 on the last day. PJM
performs the FTR auction clearing analysis for each round and posts the auction
results on the MUI within five business days after the close of the bidding period
for each round.

7.1A.3 Products.

(i) The periods covered by long-term FTR auctions shall be: (1) any single
Planning Period within the three Planning Period term covered by the relevant
auction; and (2) the three Planning Period term covered by the relevant auction.

(ii)  On-Peak, off-peak and 24-hour FTR obligations, as defined in Section
7.3.4 of Schedule 1 of this Agreement, shall be offered in long-term FTR
auctions; FTR options shall not be offered.

7.1A.4 Participation Eligibility.

(1) To participate in long-term FTR auctions an entity shall be a PJM Member
or a PJM Transmission Customer. Eligible entities may submit bids or offers in
long-term FTR auctions, provided they own FTRs offered for sale.

7.1A.5 Specified Receipt and Delivery Points.

Eligible sources and sinks in long-term FTR auctions shall be limited to hubs,
zones, aggregates, generators, and interface buses.
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(b) Auction Revenue Rights Credits will be calculated based upon the
clearing price results of the applicable Annual Financial Transmission Rights
auction.

(c) Monthly and Balance of Planning Pericd FTR auction revenues,
net of payments to entities selling Financial Transmission Rights into the auction.
shall be allocated according to the following priority schedule:

(1) To stage 1 and 2 Auction Revenue Rights holders in accordance with
section 7.4.4 of Schedule 1 of this Agreement. If there are excess
revenues remaining after a distribution made pursuant to this subsection,
such revenues shall be distributed in accordance with subsection (c)(ii) of
this section;

(ii) To the Residual Auction Revenue Rights holders in proportion to. but
not more than their target allocation as determined pursuant to section
7.4.3(b) of Schedule 1 of this Agreement. If there are excess revenues
remaining after a distribution made pursuant to this subsection, such
revenues shall be distributed in accordance with subsection (c)(iii) of this
section;

(iii)To FTR Holders in accordance with section 5.2.6 of Schedule 1 of this
Agreement.

(d) Long-term FTR auction revenues associated with FTRs that cover
individual Planning Periods shall be distributed in the Planning Period for which the
FTR is effective. Long-term FTR auction revenues associated with FTRs that cover
multiple Planning Years shall be distributed equally across each Planning Period in the
effective term of the FTR. Long-term FTR auction revenue distributions within a
Planning Period shall be in accordance with the following provisions:

(i) Long-term FTR Auction revenues shall be distributed to Auction
Revenue Rights holders in the effective Planning Period for the FTR. The
distribution shall be in proportion to the economic value of the ARRs when
compared to the annual FTR auction clearing prices from each round
proportionately. The distribution shall not exceed, when added to the distribution
of revenues from the prompt-year annual FTR auction itself, the economic value
of the ARRs when compared to the annual FTR auction clearing prices from each
round proportionately.

(ii) Long-term FTR auction revenues remaining after distributions made
pursuant to Section 7.4.1(d)(ii) of Schedule | of this Agreement shall be distributed
pursuant to Section 5.2.6 of Schedule 1 of this Agreement.
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7.4.2 Auction Revenue Rights.

(a) Prior to the end of each PJM Planning Period an annual allocation
of Auction Revenue Rights for the next PJM Planning Period shall be performed
using a two stage allocation process. Stage 1 shall consist of stages 1A and 1B,
which shall allocate ten year and annual Auction Revenue Rights, respectively,
and stage 2 shall allocate annual Auction Revenue Rights. The Auction Revenue
Rights allocation process shall be performed in accordance with Sections 7.4 and
7.5 hereof and the PJM Manuals.

(b) In stage 1A of the allocation process, each Network Service User
may request Auction Revenue Rights for a term covering ten consecutive PJM
Planning Periods beginning with the immediately ensuing PJM Planning Period
from a subset of the historical generation resources that were designated to be
delivered to load based on the historical reference year for the Zone, and each
Qualifying Transmission Customer (as defined in paragraph (f) of this section)
may request Auction Revenue Rights based on the megawatts of firm service
provided between the receipt and delivery points as to which the Transmission
Customer had Point-to-Point Transmission Service during the historical reference
year. The historical reference year for all Zones shall be 1998, except that the
historical reference year shall be: 2002 for the Allegheny Power and Rockland
Electric Zones; 2004 for the AEP East, The Dayton Power & Light Company and
Commonwealth Edison Company Zones; 2005 for the Virginia Electric and
Power Company and Duquesne Light Company Zones; and the Office of the
Interconnection shall specify a historical reference year for a new PJM zone
corresponding to the year that the zone is integrated into the PJM Interchange
Energy Market. For stage 1, the Office of the Interconnection shall determine a
set of eligible historical generation resources for each Zone based on the historicai
reference year and assign a pro rata amount of megawatt capability from each
historical generation resource to each Network Service User in the Zone based on
its proportion of peak load in the Zone. Auction Revenue Rights shall be
allocated to each Network Service User in a Zone from each historical generation
resource in a number of megawatts equal to or less than the amount of the
historical generation resource that has been assigned to the Network Service User.
Each Auction Revenue Right allocated to a Network Service User shall be to the
aggregate load buses of such Network Service User in a Zone or, with respect to
Non-Zone Network Load, to the border of the PJIM Region. In stage 1A of the
allocation process, the sum of each Network Service User’s allocated Auction
Revenue Rights for a Zone must be equal to or less than the Network Service
User’s pro-rata share of the Zonal Base Load for that Zone.
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7. FINANCIAL TRANSMISSION RIGHTS AUCTIONS
7.1 Auctions of Financial Transmission Rights.

| Annual, and-periodic and. long-term auctions to allow Market Participants to acquire or sell
Financial Transmission Rights shall be conducted by the Office of the Interconnection in accordance
with the provisions of this Section.
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Each Financial Transmission Right acquired in a Financial Transmission Rights
auction shall entitle the holder to credits of Transmission Congestion Charges for the period that was
specified in the corresponding auction.

AT T Fi ial T ission Rights Aucti
7.1A.1 Auctions.

(0. Subsequentiq cach annual ETR auction.condugted pursuant to Section 7.1 of
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analysis for each round and posts the auction results on the MU within five business days after the

¢lose of the bidding period for each round.
7.1A.3 Products,

(i)____ The periods govered by long-term FTR auctions shall be: (1} any. single
Planning Period within the threc Planning Peri . the relevaant auction; and (2) the

three Plapping Period tenn covered by the, zg!s_vgmﬁymm.

(D On-Peak, ot‘l-p«.ak'
of Schedule 1 of this Agreement. s
be offered.

5 defined.in Section 7.3.4
ions; FTR options shall not

71A.4 Participation Eligibility

(i) To panicipate in long-term FTR auctions an entity shal] be a PIM Member or
a PIM Transmission Customer, Eligible cntitics may_submit bids or offers in Jong-term FIR
Q'MMM_Q&TM for sale,

Lligible sources and sinks_in long-term FTR auetions shall be limited to hubs, zones,
1erators, and interface buses,
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7.2 Financial Transmission Rights Characteristics.
7.2.1 Reconfiguration of Financial Transmission Rights.

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

7.2.2 Specified Receipt and Delivery Points.

Auction bids for annual Financial Transmission Rights Obligations may specify as
receipt and delivery points any combination of hubs, Zones, aggregates, generators, and interface
buses. Auction bids for annual Financial Transmission Rights Options may specify as receipt and
delivery points such combination of hubs, Zones, aggregates, generators, and interface buses as the
Office of the Interconnection shall allow from time to time as set forth in its FTR business manual.
Auction bids for Financial Transmission Rights submitted in the monthly auctions may specify as
receipt and delivery points any combination of hubs, Zones, aggregates, generators, and interface
buses for bids that cover any month beyond the next month, including bids that cover Planning
Period Quarters or the Planning Period Balance. Auction bids for Financial Transmission Rights
submitted in the monthly auctions that cover the single calendar month period immediately following
the month in which the monthly auction is conducted may specify any combination of receipt and
delivery buses represented in the State Estimator model for which the Office of the Interconnection
calculates and posts Locational Marginal Prices. Auction bids may specify receipt and delivery
points from locations outside of the PJM Region to locations inside such region, from locations
within the PJM Region to locations outside such region, or to and from locations within the PJIM
Region.

7.2.3 Transmission Congestion Charges.

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

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

Financial Transmission Rights auctions shall be conducted by the Office of the
Interconnection in accordance with standards and procedures set forth in the PJM Manuals. such
standards and procedures to be consistent with the requirements of this Schedule.
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(d) Long-telm FTR auction revenues associated with FTRS that cover

FTR is effectne Lone-term FTR auction revenues associated with FTRs that cover

multiple Planning Years shall be distributed equally across each Planning Period in

the effective term of the FTR. Long-term FTR auction revenue distributions within a

Planning Period shall be in accordance with the following provisions:

(i) Long-term FTR Auction revenues shall be distributed to Auction
Revenue Richts holders in the effective Planning Period for the FTR. The

distribution shall be in proportion to the economic value of the ARRs when compared
to_the annual FTR auction clearing prices from each round proportionately. The

distribution shall not exceed, when added to the distribution of revenues from the
prompt-vear annual FTR auction itself. the economic value of the ARRs when

compared to the annual FTR auction clearing prices from each round proportionately.
( i1) Long term FTR auction revenues remaining after dlStI‘lbUthhS made

7.4.2 Auction Revenue Rights.

(a) Prior to the end of each PJM Planning Period an annual allocation of Auction
Revenue Rights for the next PJM Planning Period shall be performed using a two stage allocation
process. Stage 1 shall consist of stages 1A and 1B, which shall allocate ten year and annual Auction
Revenue Rights, respectively, and stage 2 shall allocate annual Auction Revenue Rights. The
Auction Revenue Rights allocation process shall be performed in accordance with Sections 7.4 and
7.5 hereof and the PJM Manuals.

(b) In stage 1A of the allocation process, each Network Service User may
request Auction Revenue Rights for a term covering ten consecutive PJM Planning Periods
beginning with the immediately ensuing PJM Planning Period from a subset of the historical
generation resources that were designated to be delivered to load based on the historical
reference year for the Zone, and each Qualifying Transmission Customer (as defined in
paragraph (f) of this section) may request Auction Revenue Rights based on the megawatts of
firm service provided .
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7. FINANCIAL TRANSMISSION RIGHTS AUCTIONS
7.1  Aauctions of Financial Transmission Rights.

| Annual, and—periodic and long-term auctions to allow Market Participants to
acquire or sell Financial Transmission Rights shall be conducted by the Office of
the Interconnection in accordance with the provisions of this Section.
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An Auction Revenue Rights holder that converts its Auction Revenue Rights may
not designate a price bid for its converted Financial Transmission Rights and will
receive a price equal to the clearing price set by other bids in the annual Financial
Transmission Right auction. To the extent a market participant seeks to obtain
FTRs in the annual auction through such conversion, the FTRs sought will not be
included in the calculation of such market participant’s credit requirement for
such annual FTR auction.

7.1.2 Frequency and Time of Auctions.

Subject to section 7.1.1 of this Schedule, annual Financial Transmission Rights
auctions shall offer the entire FTR capability of the PJM system in four rounds
with 25 percent of the capability offered in each round. All four rounds of the
annual Financial Transmission Rights auction shall occur within the two-month
period (April — May) preceding the start of the PJM Planning Period. Each round
shall occur over five business days and shall be conducted sequentially. Each
round shall begin with the bid and offer period. The bid and offer period for
annual Financial Transmission Rights auctions shall be open for three consecutive
business days, opening the first day at 12:00 midnight (Eastern Prevailing Time)
and closing the third day at 5:00 p.m. (Eastern Prevailing Time). Monthly,
Financial Transmission Rights auctions shall be held each month. The bid and
offer period for monthly Financial Transmission Rights auctions shall be open for
three consecutive business days in the month preceding the first month for which
Financial Transmission Rights are being auctioned, opening the first day at 12:00
midnight (Eastern Prevailing Time) and closing the third day at 5:00 PM (Eastem
Prevailing Time).

7.1.3 Duration of Financial Transmission Rights.

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

Long-T Fi ial T ission Rights Aucti

7.1A.1 Auctions,
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auction and_the second round. Shal_l.be_co_ndu«.ted approsgunatcly 4 months after the

50% ; ails i-term FTR
auction shall be offered tor sale, Eligible entities may submit bids to purchase
and offers to sell FTRs at the start of the bidding period in each round. The
bidding period shall be three business davs ending at 1700 on the last day. PJM

pedorms the FTR auction clearing analysis for e¢ach round and posts_the_auction
results on the MUI within five business days after the close of the bidding period
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(b)  Auction Revenue Rights Credits will be calculated based upon the
clearing price results of the applicable Annual Financial Transmission Rights
auction.

() Monthly and Balance of Planning Period FTR auction revenues,
net of payments to entities selling Financial Transmission Rights into the auction,
shall be allocated according to the following priority schedule:

(1) To stage | and 2 Auction Revenue Rights holders in accordance with
section 7.4.4 of Schedule 1 of this Agreement. If there are excess
revenues remaining after a distribution made pursuant to this subsection,
such revenues shall be distributed in accordance with subsection (c)ii) of
this section;

(i1) To the Residual Auction Revenue Rights holders in proportion to. but
not more than their target allocation as determined pursuant to section
7.4.3(b) of Schedule 1 of this Agreement. If there are excess revenues
remaining after a distribution made pursuant to this subsection. such
revenues shall be distributed in accordance with subsection (cXiii) of this
section;

(iii)To FTR Holders in accordance with section 5.2.6 of Schedule 1 of this
Agreement.

(d) . Long-term FTR auction revenues associated with FTRs that cover

mdlsldLu]_Rlnnmng_chu&ILnllalJ:E;as_tn_b;@i_uuhc HPlg_nnmg Pmod for \\Im.h the

——

Q)nggg,Lcun,,[I_B__éﬂgnon revenues st shall be distributed to Auction
Revenue Rights_holders in. th: eugamc_l’_lammm_m;_}_w The

distribution _shall_be. in

proportionately i,‘,,ubm_uqmml‘ not exceed, when add added 10 the dlstrlbuuon
of revenues from the prompt-year annual FTR auction itsclf, the_ cconomic_valye
of the ARRs when compared to the annual FTR auction ¢learing prices (tom cach
round proportionaely.

(ii) Long-term FTR auction revenues remaining atler disteibutions. made
pursuant to_Segtion 7.4 1(d)(ii).of Schedule | of this Agreemsnt_shall_be distributed
pursuant to Section 5.2.6 of Schedule 1 of this Agreement,
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7.4.2 Auction Revenue Rights.

(a) Prior to the end of each PJM Planning Period an annual allocation
of Auction Revenue Rights for the next PJM Planning Period shall be performed
using a two stage allocation process. Stage 1 shall consist of stages 1A and 1B,
which shall allocate ten year and annual Auction Revenue Rights, respectively,
and stage 2 shall allocate annual Auction Revenue Rights. The Auction Revenue
Rights allocation process shall be performed in accordance with Sections 7.4 and
7.5 hereof and the PJM Manuals.

(b)  In stage 1A of the allocation process, each Network Service User
may request Auction Revenue Rights for a term covering ten consecutive PJM
Planning Periods beginning with the immediately ensuing PJM Planning Period
from a subset of the historical generation resources that were designated to be
delivered to load based on the historical reference year for the Zone, and each
Qualifying Transmission Customer (as defined in paragraph (f) of this section)
may request Auction Revenue Rights based on the megawatts of firm service
provided between the receipt and delivery points as to which the Transmission
Customer had Point-to-Point Transmission Service during the historical reference
year. The historical reference year for all Zones shall be 1998, except that the
historical reference year shall be: 2002 for the Allegheny Power and Rockland
Electric Zones; 2004 for the AEP East, The Dayton Power & Light Company and
Commonwealth Edison Company Zones; 2005 for the Virginia Electric and
Power Company and Duquesne Light Company Zones; and the Office of the
Interconnection shall specify a historical reference year for a new PJM zone
corresponding to the year that the zone is integrated into the PJM Interchange
Energy Market. For stage 1, the Office of the Interconnection shall determine a
set of eligible historical generation resources for each Zone based on the historical
reference year and assign a pro rata amount of megawatt capability from each
historical generation resource to each Network Service User in the Zone based on
its proportion of peak load in the Zone. Auction Revenue Rights shall be
allocated to each Network Service User in a Zone from each historical generation
resource in a number of megawatts equal to or less than the amount of the
historical generation resource that has been assigned to the Network Service User.,
Each Auction Revenue Right allocated to a Network Service User shall be to the
agpregate load buses of such Network Service User in a Zone or, with respect to
Non-Zone Network Load, to the border of the PJM Region. In stage 1A of the
allocation process, the sum of each Network Service User’s allocated Auction
Revenue Rights for a Zone must be equal to or less than the Network Service
User’s pro-rata share of the Zonal Base Load for that Zone.

Craig Glazer Effective: July 28. 2008
Vice President, Federal Government Policy
May 28, 2008



