Operating Agreement, Definitions

Designated Entity: “Designated Entity” shall mean an entity, including an existing Transmission
Owner or Nonincumbent Developer, designated by the Office of the Interconnection with the
responsibility to construct, own, operate, maintain, and finance Immediate-need Reliability
Projects described in Operating Agreement, Schedule 6, section 1.5.8(m)(2), Short-term Projects,
Long-lead Projects, or Economic-based Enhancements or Expansions pursuant to Operating
Agreement, Schedule 6, section 1.5.8(c).

“Short-term Project” shall mean a transmission enhancement or expansion with an in-service date
of more than three years but no more than five years from the year in which, pursuant to the
Operating Agreement, Schedule 6, section 1.5.8(c), the Office of the Interconnection posts the
violations, system conditions, or Public Policy Requirements to be addressed by the enhancement
or expansion.

“Long-lead Project” shall mean a transmission enhancement or expansion with an in-service date
more than five years from the year in which, pursuant to Operating Agreement, Schedule 6, section
1.5.8(c), the Office of the Interconnection posts the violations, system conditions, or Public Policy
Requirements to be addressed by the enhancement or expansion.

Operating Agreement, Schedule 6, section 1.5.8

(9)_Procedures if No Long-lead Project or Economic-based Enhancement or Expansion
Proposal is Determined to be the More Efficient or Cost-Effective Solution. If the Office of
the Interconnection determines that none of the proposed Long-lead Projects received during the
Long-lead Project proposal window would be the more efficient or cost-effective solution to
resolve a posted violation, or system condition, the Office of the Interconnection may re-evaluate
and re-post on the PJM website the unresolved violations, or system conditions pursuant to the
Operating Agreement, Schedule 6, section 1.5.8(b), provided such re-evaluation and re-posting
would not affect the ability of the Office of the Interconnection to timely address the identified
reliability need. In the event that re-posting and conducting such re-evaluation would prevent the
Office of the Interconnection from timely addressing the existing and projected limitations on the
Transmission System that give rise to the need for an enhancement or expansion, the Office of the
Interconnection shall propose a project to solve the posted violation, or system condition for
inclusion in the recommended plan and shall present such project to the Transmission Expansion
Advisory Committee for review and comment. The Transmission Owner(s) in the Zone(s) where
the project is to be located shall be designated eenstructionresponsibiity-forand-ownership-of the

Designated-Entity{ies)for-to construct and own and/or finance such project. In determining
whether there is insufficient time for re-posting and re-evaluation, the Office of the Interconnection

shall develop and post on the PJM website a transmission solution construction timeline for input
and review by the Transmission Expansion Advisory Committee that will include factors such as,
but not limited to: (i) deadlines for obtaining regulatory approvals, (ii) dates by which long lead
equipment should be acquired, (iii) the time necessary to complete a proposed solution to meet the
required in-service date, and (iv) other time-based factors impacting the feasibility of achieving
the required in-service date. Based on input from the Transmission Expansion Advisory
Committee and the time frames set forth in the construction timeline, the Office of the




Interconnection shall determine whether there is sufficient time to conduct a re-evaluation and re-
post and timely address the existing and projected limitations on the Transmission System that
give rise to the need for an enhancement or expansion. To the extent that an economic constraint
remains unaddressed, the economic constraint will be re-evaluated and re-posted.

(h)_Procedures if No Short-term Project Proposal is Determined to be the More Efficient or
Cost-Effective Solution. If the Office of the Interconnection determines that none of the proposed
Short-term Projects received during a Short-term Project proposal window would be the more
efficient or cost-effective solution to resolve a posted violation or system condition, the Office of
the Interconnection shall propose a Short-term Project to solve the posted violation, or system
condition for inclusion in the recommended plan and will present such Short-term Project to the
Transmission Expansion Advisory Committee for review and comment. The Transmission
Owner(s) in the Zone(s) where the Short-term Project is to be located shall be designated
construction—respensibHity forand—ownership—of to construct and own and/or financethe
Designated-Entity{ies)-for the Project.

(1) Notification of Designated Entity. Within 15 Business Days of PJM Board approval of the
Regional Transmission Expansion Plan, the Office of the Interconnection shall notify the entities
that they have been designated as the Designated Entities for projects included in the Regional
Transmission Expansion Plan for purposes of cost allocation-ef-sueh-designatiens. In such notices,
the Office of the Interconnection shall provide: (i) the needed in-service date of the project; and
(i) a date by which all necessary state approvals should be obtained to timely meet the needed in-
service date of the project. The Office of the Interconnection shall use these dates as part of its on-
going monitoring of the progress of the project to ensure that the project is completed by its needed
in-service date.

(1) Acceptance of Designation. Within 30 days of receiving notification of its designation as a
Designated Entity, the existing Transmission Owner or Nonincumbent Developer shall notify the
Office of the Interconnection of its acceptance of such designation and submit to the Office of the
Interconnection a development schedule, which shall include, but not be limited to, milestones
necessary to develop and construct the project to achieve the required in-service date, including
milestone dates for obtaining all necessary authorizations and approvals, including but not limited
to, state approvals. For good cause shown, the Office of the Interconnection may extend the
deadline for submitting the development schedule. The Office of the Interconnection then shall
review the development schedule and within 15 days or other reasonable time as required by the
Office of the Interconnection: (i) notify the Designated Entity of any issues regarding the
development schedule identified by the Office of the Interconnection that may need to be addressed
to ensure that the project meets its needed in-service date; and (ii) tender to the Designated Entity
an executable Designated Entity Agreement setting forth the rights and obligations of the parties.
To retain its status as a Designated Entity, within 60 days of receiving an executable Designated
Entity Agreement (or other such period as mutually agreed upon by the Office of the
Interconnection and the Designated Entity), the Designated Entity (both existing Transmission
Owners and Nonincumbent Developers) shall submit to the Office of the Interconnection a letter
of credit as determined by the Office of Interconnection to cover the incremental costs of
construction resulting from reassignment of the project, and return to the Office of the
Interconnection an executed Designated Entity Agreement containing a mutually agreed upon



development schedule. In the alternative, the Designated Entity may request dispute resolution
pursuant to the Operating Agreement, Schedule 5, or request that the Designated Entity Agreement
be filed unexecuted with the Commission.

() Transmission Owners Designated ProjectsRequired—to—be—the—Designated
Entity. Notwithstanding anything to the contrary in this Operating Agreement, Schedule 6,

section 1.5.8, in all events, the Transmission Owner(s) in whose Zone(s) a project proposed
pursuant to the Operating Agreement, Schedule 6, section 1.5.8(c) is to be located will be the
Designated-Entitydesignated to construct and own and/or financethe-Designated-Entityfor the
project, when the Short-term Project or Long-lead Project is: (i) a Transmission Owner Upgrade;
(i1) located solely within a Transmission Owner’s Zone and the costs of the project are allocated
solely to the Transmission Owner’s Zone; (iii) located solely within a Transmission Owner’s Zone
and is not selected in the Regional Transmission Expansion Plan for purposes of cost allocation;
or (iv) proposed to be located on a Transmission Owner’s existing right of way and the project
would alter the Transmission Owner’s use and control of its existing right of way under state
law. Transmission Owner shall be the-Designated-Entity-designated to construct and own and/or
finance the project when required by state law, regulation or administrative agency order with
regard to enhancements or expansions or portions of such enhancements or expansions located
within that state.

(m) Immediate-need Reliability Projects:

(m)(1) Pursuant to the expansion planning process set forth in Operating Agreement, Schedule 6,
sections 1.5.1 through 1.5.6, the Office of the Interconnection shall identify immediate reliability
needs that must be addressed within three years or less. For those immediate reliability needs for
which PJM determines a proposal window may not be feasible, PJIM shall identify and post such
immediate need reliability criteria violations and system conditions for review and comment by
the Transmission Expansion Advisory Committee and other stakeholders. Following review and
comment, the Office of the Interconnection shall develop Immediate-need Reliability Projects for
which a proposal window pursuant to the Operating Agreement, Schedule 6, section 1.5.8(m)(2)
is infeasible. The Office of the Interconnection shall consider the following factors in determining
the infeasibility of such a proposal window: (i) nature of the reliability criteria violation; (ii) nature
and type of potential solution required; and (iii) projected construction time for a potential solution
to the type of reliability criteria violation to be addressed. The Office of the Interconnection shall
post on the PJM website for review and comment by the Transmission Expansion Advisory
Committee and other stakeholders descriptions of the Immediate-need Reliability Projects for
which a proposal window pursuant to the Operating Agreement, Schedule 6, section 1.5.8(m)(2)
is infeasible. Stakeholders shall be afforded no less than ten days to review Immediate-need
Reliability Project materials prior to providing comments at stakeholder meetings. However, PJIM
may review Immediate-need Reliability Project materials with stakeholders without the requisite
ten-day notice so long as: (i) stakeholders do not object to reviewing the materials or (ii) PIM
identifies in its posting to the meeting materials extenuating circumstances identified by PJM that
require review of the materials at the stakeholder meeting. The descriptions shall include an
explanation of the decision that to designate Fransmission-Owner-as-the-Designated-Entity-for-the
Immediate-need Reliability Project to the existing-Transmission Owner in the Zone in which the
Immediate-need Reliability Project will be located rather than conducting a proposal window
pursuant to the Operating Agreement, Schedule 6, section 1.5.8(m)(2), including an explanation




of the time-sensitive need for the Immediate-need Reliability Project, other transmission and non-
transmission options that were considered but concluded would not sufficiently address the
immediate reliability need, the circumstances that generated the immediate reliability need, and
why the immediate reliability need was not identified earlier. After the descriptions are posted on
the PIM website, stakeholders shall have reasonable opportunity to provide comments to the
Office of the Interconnection. All comments received by the Office of the Interconnection shall be
publicly available on the PJIM website. Based on the comments received from stakeholders and
the review by Transmission Expansion Advisory Committee, the Office of the Interconnection
shall, if necessary, conduct further study and evaluation and post a revised recommended plan for
review and comment by the Transmission Expansion Advisory Committee. The PJM Board shall
approve the Immediate-need Reliability Projects for inclusion in the recommended plan. In
January of each year, the Office of the Interconnection shall post on the PJM website and file with
the Commission for informational purposes a list of the Immediate-need Reliability Projects for
which an existing Transmission Owner was designated the Immediate-need Reliability Project in
the prior year as-the-Desighated-Entity-in accordance with this Operating Agreement, Schedule 6,
section 1.5.8(m)(1). The list shall include the need-by date of Immediate-need Reliability Project
and the date the Transmission Owner actually energized the Immediate-need Reliability Project.

(m)(2) If, in the judgment of the Office of the Interconnection, there is sufficient time for the Office
of the Interconnection to accept proposals in a shortened proposal window for Immediate-need
Reliability Projects, the Office of the Interconnection shall post on the PJIM website the violations
and system conditions that could be addressed by Immediate-need Reliability Project proposals,
including an explanation of the time-sensitive need for an Immediate-need Reliability Project and
provide notice to stakeholders of a shortened proposal window. Proposals must contain the
information required in the Operating Agreement, Schedule 6, section 1.5.8(c) and, if the entity is
seeking to be the Designated Entity, such entity must have pre-qualified to be a Designated Entity
pursuant to the Operating Agreement, Schedule 6, section 1.5.8(a). In determining the more
efficient or cost-effective proposed Immediate-need Reliability Project for inclusion in the
recommended plan, the Office of the Interconnection shall consider the extent to which the
proposed Immediate-need Reliability Project, individually or in combination with other
Immediate-need Reliability Projects, would address and solve the posted violations or system
conditions and other factors such as cost-effectiveness, the ability of the entity to timely complete
the project, and project development feasibility in light of the required need. After PJM Board
approval, the Office of the Interconnection, in accordance with the Operating Agreement,
Schedule 6, section 1.5.8(i), shall notify the entities that have been designated as Designated
Entities for Immediate-need Projects included in the Regional Transmission Expansion Plan of
such designations. Designated Entities shall accept such designations in accordance with the
Operating Agreement, Schedule 6, section 1.5.8(j). In the event that (i) the Office of the
Interconnection determines that no proposal resolves a posted violation or system condition; (ii)
the proposing entity is not selected to be the Designated Entity; (iii) an entity does not accept the
designation as a Designated Entity; or (iv) the Designated Entity fails to meet milestones that
would delay the in-service date of the Immediate-need Reliability Project, the Office of the
Interconnection shall develop and recommend an Immediate-need Reliability Project to solve the
violation or system needs in accordance with the Operating Agreement, Schedule 6, section
1.5.8(m)(1).



