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Letter from the Board Chair
and President & CEO

To Our Stakeholders:

PJM Interconnection and our members work together to ensure continuous electricity flows for
61 million people in 13 states and the District of Columbia. Our paramount focus is reliability, as
we strive — every second of every day — to balance supply and demand, manage weather impacts
and perfect generation dispatch for North America’s largest transmission system.

Over a longer perspective, the PJM transmission system is a central point where the national impacts
of economic forces, regulatory decisions and technological innovation converge. The system is clearly
undergoing an extraordinary transition as many coal-fired power plants retire and more natural gas-
fired plants are built.

PJM is dealing effectively with this rapid transformation. Our three-year forward capacity market is
retaining and attracting resources of all kinds — combined-cycle gas generators, renewable resources,
demand response and energy efficiency — that enhance competition and ensure reliability. In 2013,
more than 169,000 megawatts were committed for future service, including 5,400 MW of new
generation and more than 12,400 MW of demand response.

Complementing the forward capacity market is a regional planning process that identifies improvements
to the transmission system that are needed to support this evolving portfolio. After extensive analysis
and public review, in 2013 the PJM Board of Managers authorized an additional $4.6 billion to
enhance reliability and modernize the grid.

PJM markets enable change while reinforcing reliability. Transparent prices reflect market
fundamentals, which increasingly are driven by the price of natural gas. Market forces are driving
efficiencies, sustaining new technologies (including 60 MW of battery storage in service) and
accelerating changes in an industry that has long remained stable in its operations.


Ryan Talbott



One of the year’s major accomplishments was the board’s negotiation and approval of a new contract
with Monitoring Analytics to continue independent market-monitoring services through 2019.
Continuity of these services, with the board’s independent oversight, will ensure integrity of PJM
markets for the benefit of all members and the public.

In 2013, PJM processed $34 billion in gross billings and continued to grow its membership, which
reached 879 at year-end. We earned an unqualified SSAE 16 audit opinion for the 13th consecutive
year, and operating costs to members remained under stated rate caps for the eighth consecutive year.

PJM saved our members $221 million in 2013 by perfect dispatch performance and continues

to benchmark as one of the world’s most cost-efficient transmission operators. We also continued
expansion by successfully integrating East Kentucky Power Cooperative, adding 3,099 MW of capacity
and 2,797 miles of transmission lines.

PJM has an absolute commitment to reliability. Increasing the resilience of the system has become
an important element of our mission as well. PJM’s professionals are focusing on measures that will
strengthen the ability of the grid to anticipate, ride through and then recover quickly from a major
disruption—whether natural or man-made.

PJM values its members who maintain a robust transmission system and a diverse mix of generating
resources. We continually seek new ways to retain existing investments, attract new resources and
strengthen fair and efficient markets. Sustaining our electric infrastructure is absolutely crucial to the
region’s economy and to our nation’s success.

s SR

Howard Schneider, Terry Boston,
PJM Board Chair PJM President and CEO
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NERC AUDITS

The North American Electric Reliability Corporation and
regional reliability groups assessed PJMs compliance
with reliability and critical infrastructure protection
standards in two 2013 audits.

PJM successfully completed both on-site audits and !
using the examiners’ recommendations as a springboard
to evaluate and strengthen its compliance program.

The reliability audit examined PJMs compliance with

29 NERC reliability standards; the critical infrastructure
audit examined compliance with eight standards and 40
requirements for physical and cybersecurity.



A RESILIENT GRID has the ability to anticipate, absorb, adapt to and
rapidly recover from high-impact disruptions. It can ride through and
recover from extreme events.

For PJM and our members, the key to resilience is flexibility, not only in
taking steps to “harden” the system against extreme weather, but also in
our ability to adjust to dramatic changes in the fuel mix. Flexibility also
means empowering newer technologies like energy storage to help solve
reliability problems.

From our formation in 1927, PJM has been at the forefront of evolutions
in the industry. Our focus on resilience represents the latest example of
our commitment to ensuring the reliability of the electricity grid.
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PJM 10-Year
Member Growth






Strengthening Markets Reliability
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Planning for the Future Grid

The need for a resilient electricity grid places added emphasis on infrastructure planning
role. Not only must reliability standards be met, but the ability to recover quickly from a
disaster must also be considered.

The Regional Transmission Expansion Planning process is at the heart of PJMs response to
the fuel transition and the impact of generator retirements. This dynamic process operates
continuously, evaluating the reliability impacts of new developments and changing conditions
with a broad perspective covering the whole PJM region.

In addition to the $4.7 billion in transmission upgrades approved in 2012 to address the
reliability impacts of generation retirements, the PJM Board in 2013 approved an additional
$5.8 billion to address the fuel transition and the need to incorporate improvements to help
deal with extreme weather. Included was a $1.2 billion project in northern New Jersey to
strengthen the grid in that area.

All told, the PJM Board has approved transmission additions and upgrades totaling nearly
$29 billion since 1999 to ensure the reliability and vitality of the regional grid.

The collaborative RTEP process heavily involves the states through the Tansmission
Expansion Advisory Committee and the Independent State Agencies Committee, an
independent committee of regulatory and other state agencies that provides PJM with
inputs and scenarios for transmission-planning studies on public policy projects.

Two key RTEP projects under way are the rebuilding of the Mt. Storm-Doubs 500-kV line
in West Virginia, Maryland and Virginia, and the construction of the new Susquehanna-
Roseland 500-kV line in Pennsylvania and New Jersey
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s have grown in number and scope, so too
mplexity of new market rules and sgftware.

To ensure that potential issues with market rules

and software are identified and rectifﬁ, the Market
Health Initiative was established to screen a number
of indicators daily to determine if there are anomalies
in the markets that need to be examined.

The goal is to manage the challenges of market
complexity and the interaction of market rules an A
software that could have a negative impact on the

effectiveness of PJM markets. -
"v
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THE MT. STORM REBUILD, ‘o be completed in 2014, involves replacing
deteriorated tower structures and increasing the line’s capacity for moving
power across the Allegheny Mountains.

The Susguehanna-Roseland line, to be in service in 2015, will resolve projected
reliability violations. Construction is under way after unsuccessful court
challenges to the siting of the project.

Following approval from the FERC, PJM began implementing its Order 1000
proposals for providing broader opportunities for transmission development
by opening up the process to competitive solicitations.

In a series of solicitation windows open to utilities and independent project
developers, PJM received a robust response to its request for transmission
solutions for southern New Jersey, as well as for projects to enhance market
efficiency in congested areas. PJM was the first grid operator to use this new
competitive approach.

Interregional coordination is another important aspect of the Order 1000
provisions. For example, PJM and MISO, as part of their interregional planning
process, received and are evaluating more than 75 transmission project
proposals designed to relieve congestion on their seams.

Various interregional studies are being conducted with MISO, the North Carolina
Transmission Planning Collaborative, the New York ISO and ISO-New England,

in addition to the work being done by the Eastern Interconnection Planning
Collaborative on the integration of renewables and gas/electric coordination. All of
these efforts will benefit the reliability and resilience of the Eastern Interconnection.

PJM'’s role expanded on June 1 when it began managing East Kentucky Power
Cooperative’s transmission system and open, competitive wholesale electricity
markets in that area.

With 3,099 MW of generating capacity and 2,797 miles of transmission lines,
EKPC provides wholesale electricity to 16 electric cooperatives serving 520,000
Kentucky consumers. The integration provides PJM with diverse resources
that will support reliability while helping EKPC operate more efficiently and
economically with access to PJM markets.
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Improving Gas/Electric Coordination
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PJM PASSES SSAE 16 AUDIT

PJM’s market settlement billing controls passed the Statement
on Standards for Attestation Engagements16 Type Il audit
(formerly known as SAS 70).

PricewaterhouseCoopers conducted the SSAE 16 audit,which
covered the 12-month period from Oct. 1, 2012, through
Sept. 30, 2013. The unqualified opinion covered controls related
to PJM’s market settlement processes, as well as the information
technology infrastructure that supports PJM$ markets.

In keeping with governance rules, such as those in the

Sarbanes-Oxley Act of 2002, a ort is designed
to provide an understanding o
internal controls to the audi s that
use the organization’s servi




THE ADVANCED GRID-MONITORING DEVICES, also known as phasor
measurement units, enhance reliability by enabling grid operators to collect
and analyze data at a much higher frequency. Readings are taken 30
times a second and time-stamped; the data from different locations can be
synchronized to create a detailed view of the broader system.

The phasor measurements can show system changes that would not

be evident with conventional methods. The level of detail and precision
available to control room operators with the phasor technology is akin to
a doctor’s ability to diagnose a patient with an MRI instead of an X-ray.

Processing of the vast amounts of data from the 319 phasor measurement
units in service requires new analytical tools, as well as system operators’
gaining experience with the data and tools.

With its scalability and open architecture, PJM’s Advanced Control Center
Project continued to deliver results for PJM’s members in its second year
of service, including a 100 percent uptime record — two years without an

outage — for key components and related security functions.

The advanced technology systems of AC? represent the most modern,
secure technology platform for managing the grid and electricity markets.
Its two fully functional control rooms and data centers, each one capable
of managing the system on its own, provide an additional level of
resilience and security to the system.
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Enhancing Perfect Dispatch



Growing Collaboration

PJM’s membership continues to grow, reflecting both the wide range of opportunities
available in the markets as well as its focus on providing cost-effective services.

In 2003, PJM had 250 members; at year-end 2013, membership totaled 879, increasing
two and a half times.

PJM recovers its administrative costs — the costs of operating the electric transmission
system and the wholesale electric markets — through fixed rates billed to members based on
their activity levels. The current rate is scheduled to remain in effect at least through 2016.
With effective cost-control and productivity initiatives, PJM manages its costs within the
established rate, refunds savings to members and funds a financial reserve.

In benchmarking against other grid operators, PJM continues to be the lowest-cost operator
administering markets in the world.

Collaboration is an inherent element of PJM’s structure and stakeholder process. And PJM
recognizes the value of encouraging dialogue to explore industry issues and developments
for the benefit of all in many forums. Sharing lessons learned is an important aspect of being
prepared to respond to the unexpected for all those involved in ensuring the resilience and
reliability of the grid.

In two forums in its Grid 20/20 series, PJM brought together industry, government and
academic experts to discuss and share ideas and best practices on two critical topics:
transmission and distribution reliability and resilience.
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CONFERENCE AND
TRAINING CE

PJM’s Conference and Training Center facility, which
opened in 2012, has succeeded in achieving the goal
of reducing the cost and increasing the efficiency of
member meetings.

Holding stakeholder meetings at the facility also has
e advantage of having subject matter experts close
and for consultation when needed.

TC was rated highly in the latest member

ction survey. It also has received ENERGYSTAR
tion from the Environmental Protection Agency
ergy-saving performance.




IN THE INSIGHTS ON ENERGY FLOW forum, panelists discussed advanced
technologies for transmission and distribution, distributed generation, energy
storage and cyber security.

Reflecting PJM'’s focus on resilience in response to threats to the electricity system
such as extreme weather or cyber attacks, the Grid 20/20 forum in November
included panels addressing physical and cyber security, communication and
policy and investment. Featured speakers were former Homeland Security
Secretary Tom Ridge and FERC Commissioner Cheryl LaFleur.

In 2013 PJM also hosted the annual meeting of GO15, the voluntary organization of
16 of the largest power grid operators in the world. The group issued a declaration
supporting expanded grid investment to manage reliability and operational
challenges and help build the resilience of power grids across the world.

Part of the GO15 event was a first-ever joint meeting with the Association

of Power Exchanges, another international organization that focuses on the
development and operation of competitive electricity markets. The collaborative
session included discussions on the link between competitive markets and
reliability and on managing the evolving fuel mix of supply resources.
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