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PART 3 — EXPLANATION FOR PROPOSED AMENDMENT

Provide a brief description of the following:

The reason for the proposed amendment and the impact on the IMO-administered markets if the
amendment is not made
Alternative solutions considered
The proposed amendment, how the amendment addresses the above reason and impact of the
proposed amendment on the IMO-administered markets.

Summary of Proposed Market Rule Amendments

It is proposed to revise section 5 of Chapter 2 in the following manner:
Provisions concerning both physical transactions and virtual transactions:

Amend sections 5.1 and 5.2 to include virtual and physical prudential support obligations. These
sections provide a preamble to the application of the prudential market rules and revisions are
necessary to reflect the Day-ahead market (DAM) design for prudentia security. The DAM
detailed design document, “Prudential Security” (IMO_DES 0019)1 provides details on these
requirements for the DAM.

Insert a new section 5.2.10 to specify for both virtual and physical prudential support obligations
that the IMO shall establish, maintain, and update as required and publish alist of organizations
eligible to provide prudential support for market participants.

Provisions concerning physical transactions:

Amend section 5.3 (Calculation of Participant Trading Limit, Default Protection Amount and
Maximum Net Exposure) to clarify its application to physical transactions only.

Amend section 5.4 (Monitoring of Actual Exposure and Trading Limit) to clarify its application to
physical transactions only.

Amend section 5.5 (Calculation of Actua Exposure) to clarify its application to physical
transactions only.

Amend section 5.6 (Margin Call Requirements and the No Margin Call Option) to clarify its
application to physical transactions only.

Amend section 5.7 (Obligation to Provide Prudential Support) to clarify its application to physical
transactions only. In addition, consequential to the proposed insertion of anew section 5.2.10
discussed above, it is necessary to delete section 5.7.3.

Amend section 5.8 (Reductions in Prudential Support Obligation) to clarify its application to
physical transactions only. It isalso proposed to delete section 5.8.2A because it islonger in force.

Provisions concerning virtual transactions:

Insert a new section 5A to reflect the prudential support obligations required for participation in virtua
transactions. The key elements of section 5A are proposed as follows:

Insert section 5A.1.1 (Caculation of the Virtual Transaction Prudential Support Obligation). This

! The Prudential Security detailed design document is available on the IMO website at the following
location:

http://www.theilmo.com/imoweb/pubs/consult/mep/dam wg IMO DES 0019 Prudentia Security.pd
f
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PART 3 — EXPLANATION FOR PROPOSED AMENDMENT

section would include provisions regarding the market participant’s submission of their virtual
transaction trading limit (*TL") which forms the basis of the calculating the virtua transaction
prudential support obligation. Section 5A.1 aso sub-divides the mechanism for calculating the
virtual transaction prudential support obligation between an interim method which is used for the
first 7 months of operating the DAM and a permanent method which subsequently goes into effect.

Insert section 5A.1.2, which describes certain variables that are used for the calculation of the
virtual transaction prudential support obligation that must be published by the IMO. These
variables include:
A length of time (‘#DAY S’) which the virtual transaction prudential support obligation is
assessed for;
The number of hours (‘n”) over which the average DAM and real-time prices are calculated
in order to assess the volatility of the DAM/real-time price spread,
An estimation rate (*VTU’) for any uplift anounts that virtual transaction might be
exposed to; and
The criteriafor setting an interim “price delta’ to be used to caculate virtua transaction
prudentia support obligations for the first 7 months of DAM operations

Insert section 5A.1.3, which describes certain variables which are only used for the calculation of
the virtual transaction prudential support obligation after the permanent mechanism goes into effect
7 months after the beginning of DAM operations and must be published by the IMO. These
variables include:

The Average Day Ahead Market Price (ADAP);

The Average Real-Time Market Price (ARTP);

The standard deviation (‘s(?)’) of the difference between ADAP and ARTP,

The statistical confidence level (‘z(a)’) for adjusting the observed, average DAM/redl-time

price spread;

The “price delta” (‘ ?apap, arte ) Which is used in conjunction with the market participant-

supplied trading limit and other published variables to determine the virtua transaction

prudential support obligation

Insert sections 5A.1.4 and 5A.1.5 which (respectively) describe the formulae for calculating the
virtual transaction prudential support obligation during the interim period and on a permanent basis.

Insert sections 5A.1.6 and 5A.1.7 which dlows the IMO to recalculate the price “ price delta’
(“? apar, arte ') @nd/or establish anew statistical confidence level (‘z(a)’) if the average DAM/redl-
time price spread and/or the volatility of the price spread change by more than 10%

Insert section 5A.2 (Monitoring Actua Exposure for Virtual Transactions). These sections
establish thresholds for issuing margin warnings and margin calls when actua exposure exceeds
25% and 50% (respectively) of the market participant’s virtual transaction prudential support
obligation.

Insert section 5A.3 (Calculation of Actua Exposure for Virtual Transactions). These sections
obligate the IMO to monitor the actual exposure of all market participants who engage in virtua
transactions and prescribes a method for calculating actual exposure which is very similar to that
used for physical transactions.
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PART 3 — EXPLANATION FOR PROPOSED AMENDMENT

Insert section 5A.4 (Margin Call Requirements for Virtual Transactions). These sections obligate
market participants to:

- Pay dll virtual transaction margin calls by 4:00 pm on the second business day following
the issuance of such margin calls. Thisobligation isidentical to paying margin cals for
physical transactions as per the existing market rules;

Make sufficient payment of a virtual transaction margin call to reduce the market
participant’ s actual exposure to virtua transactions to zero.

In addition, the IMO is authorized to invoke certain provisions within Chapter 3 involving the
issuance of a cease trade order in all cases where a market participant has failed to fully satisfy a
virtual transaction margin call.

Insert section 5A.5 (Obligation to Provide Virtua Transaction Prudential Support). These sections
require market participants to meet their virtual transaction prudential support obligation using only
the types of instruments set out in section 5A.5.2 and in the form set out in section 5A.5.6.

Sections 5A.5.3 to 5A.5.5 also allows market participants with ongoing net market creditor status
in physical transactions to apply a portion of their credit position towards meeting their virtual
transaction prudentia support obligation.

Background

The market rules in Chapter 2 Section 5 specify a market participant’ s obligation to provide prudential
support. These sections set forth the nature and amount of prudential support that must be provided by
market participants as a condition of participation in the IMO-administered markets, and the manner in
which market participants must provide and maintain such prudentia support on an on-going basisin
order to protect the IMO-administered markets and market participants from payment defaults. This, in
turn, provides greater assurance for the rest of the market against a possible default levy resulting from
amarket participant’s payment default. The introduction of the Day-Ahead Market (DAM) requires
some reconsideration of the existing prudential market rules. For example, a market participant’s
actual exposure, trading limit and maximum net exposure would need to be determined on the basis of
the combined real-time and DAM physical transaction activity. Thus, for the most part, any associated
rule amendments contemplated for section 5 would be additive in nature.
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PART 4 — PROPOSED AMENDMENT

5. Prudential Requirements

5.1 Purpose

511 Fhis-sSections 5 and 5A sets forth-out the nature and amount of prudential |
support that must be provided by market participantsas a condition of
participation in the real-time markets and day-ahead markets or of causing or |
permitting electricity to be conveyed into, through or out of the IMO-controlled
grid, and the manner in which market participants must provide and maintain
such prudential support on an on-going basis in order to protect the IMO and
mar ket participants from payment defaults. Sectiorns 5.2 10 5.8 set out the nature
and amount of prudential support that must be provided by market participants in
order to conduct physical transactions in either the day-ahead market and the
real-time market. Sectiors 5.2 and 5A set out the nature and amount of prudential
support that must be provided by market participants in order to conduct virtual
transactions in the day-ahead market.

5.2 Market-Participant Prudential Support Obligations

521 Each market participant shall initially and continually satisfy the obligations set
forth in this section 5.2 with regard to the provision of prudential support asa
condition of participating conducting #-thereal-thme-rarketsphysical
transactions, virtual transactions, or of causing or permitting electricity to be
conveyed into, through or out of the IMO-controlled grid.

522 Each market participant shall provide to the IMO and at all times maintain:

5.2.2.1  prudential support in respect of physical transactions the value of
which is not less than the market participant’s prudential support
obligation for physical transactions. For this purpose, the value of the
prudential support for physical transactions at a point in time shall be
equal to the amount of the undrawn or unclaimed amounts of
prudential support provided by the market participant; and

5.2.2.2 prudential support in respect of virtual transactions the value of which
is not less than the market participant’ s prudential support obligation
for virtual transactions. For this purpose, the value of the prudential
support provided for virtual transactions at a point in time shall be
equa to the amount of the undrawn or unclaimed amounts of
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prudential support provided by the market participant for virtual
transactions.

523 No market participant that is required, pursuant to section’5.3.9 and/or section
5A.3 asthe case may be, to provide prudential support shall participate in the
real-time markets or the day-ahead market or cause or permit electricity to be
conveyed into, through or out of the IMO-controlled grid unless that market
participant satisfies the prudential support requirements of this sectionand
section 5A and Appendix 2.3.

524 Each market participant shall provide to the IMO, on an ongoing basis, such
information as the IMO may reasonably require for the purpose of determining
that market participant’ s maximum net exposure with respect to physical
transactions or their maximum daily trading limit with respect to virtual
transactions.

525 If prudential support previously provided to the IMO by a market participant:

for physical transactions pursuant to section5.7; or

for virtual transactions pursuant to section 5A.5,

(the “existing support™) is due to expire or terminate and, upon expiry or
termination of the existing support thetotal prudential support held by the IMO in
respect of that market participant for the type of transaction denoted above, will
be less than the applicable market participant’s prudential support obligation
then, at least ten business days prior to the time at which the existing support is
due to expire or terminate, the market participant shall provide to the IMO
replacement prudential support which will become effective no later than the
expiry or termination of the existing support, such that the total prudential
support provided is equa to the market participant’s prudential support
obligation.

5.2.6 Where a market participant’s prudential support obligation for physical
transactions has been reduced pursuant to section 5.8 and the relevant credit
rating is revised or the relevant payment history has changed, whether under
section’5.8 or otherwise, so as to result in an increase in the market participant’s
prudential support obligation then, within five business days of any such change,
the market participant shall provide to the IMO additional prudential support
such that the total prudential support provided is equal to the market participant’s
prudential support obligation when calculated on the basis of the revised credit
rating or payment history.

5.2.7 Where any part of the prudential support provided by a market participant
| otherwise ceases to be current or valid for any reason, the market participant shall
immediately so notify the IMO and provide to the IMO, within two business days,
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replacement prudential support such that the total prudential support provided is
at least equal to the market participant’s prudential support obligation.

5.2.8 If, asaresult of the IMO exercising its rights under a-prudential support for
physical transactions or virtual transactions provided by a market participant in

accordance with section6.3.3.2 of Chapter 3 and Appendix 2.3, the remaining
prudential support held by the IMO in respect of that market participant is less
than the applicable market participant’s prudential support obligation, the mar ket
participant shall, within five business days of receiving notice of the exercise by
the IMO of such rights, provide the IMO with additional prudential support such
that the total prudential support provided is equal to the market participant’s
prudential support obligation.

5.2.10 For the purposes of sections 5.7.2.1, 5.7.2.2, and 5A.5 the IMO shall establish,
maintain, update as required and publish alist of organizations eligible to provide
the prudential support referred to in sections 5.7.2.2, 5.7.2.2, and 5A.5 and shall
establish, for each €eligible provider of prudential support, an aggregate limit of
the prudential support that may be provided by that provider of prudential
support to market participants |f aggregate limits are reached for any of these
gligible organizations, market participantswill be required to obtain prudential
support from other eligible organizations that are still within their respective
prudential support limits.

5.3 Calculation of Participant Trading Limit, Default
Protection Amount and Maximum Net Exposure_for
Physical Transactions

531 The IMO shall determine; for each market participant (unless that market
participant has elected to have a no margin call option in which case section5.6.5
applies), amaximum net exposure for physical transactions as the sum of the
market participant’ s trading limit and the market participant’s default protection
amount.

532 Each market participant intending to conduct physical transactions shall |
determine and submit to the IMO, using forms and procedures as may be
established by the IMO in the applicable market manual, the amount of its self-
assessed trading limit at least 7 business days prior to the start of any energy
market billing period, even if that self-assessed trading limit is zero.

5321 [Intentionaly left blank]

a [Intentionaly left blank]
b. [Intentionally left blank]
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5322 [Intentionaly left blank]

a. [Intentionally left blank]
b. [Intentionally left blank]
5.3.2A  [Intentionaly left blank]

5.3.2A.1 [Intentionaly left blank]

a [Intentionaly left blank]
b. [Intentionally left blank]
5.3.2A.2 [Intentionaly left blank]

a. [Intentionally left blank]
b. [Intentionally left blank]
5.3.2A.3 [Intentionaly left blank]

| 5.3.3 The self-assessed trading limit for physical transactions submitted by a market
participant under section 5.3.2 shall be applicable for all future energy market
billing periods until a revised self-assessed trading limit is submitted by that
market participant to the IMO in accordance with the provisions of section 5.3.2.
If amarket participant submits a self-assessed trading limit pursuant to section
5.3.2, that self-assessed trading limit shall, as of the next energy market billing
period, supersede any previous self-assessed trading limit, and the previous self-
assessed trading limit shall not be applicable to any such future energy market
billing periods.

534 Subject to section5.6.5, the IMO shall establish a minimum trading limit for
physical transactions for each market participant as follows:

5341  theminimum trading limit for ametered market participant conducting
physical transactionsshall be equal to the IMO’s estimate of the
metered market participant’s net settlement amounts excluding
estl mated settlement amounts asseele&edwrtmhe enepgy—tepwapel

#ansmssen—nght—& associated Wlth V|rtua| tran&actlon act|V|ty and
associated with atransmission rights assuming 7 days of participation
by way of the physical real-the market transactions and assuming
all energy injected or withdrawn is transacted through the

physi cal real-thme market transactions. The IMO may use a greater
number, up to and including 49 days, of participation in the

physi cal +eal-thme market transactions for the determination of a
metered market participant’s minimum trading limit if that metered
market participant was subject to more than one margin call per
energy market billing period in respect of physical transactions,
provided that any suchmargin call is not the result of a price spike;
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a. [Intentionally left blank]
b. [Intentionaly left blank]
c. [Intentionaly left blank]

5.34.2 theminimum trading limit for amarket participant thaits-et ‘
aconducting physical transactions that is not a metered market
participant shall be equal to 25% of the IMO’ s estimate of the market
participant’ s net settlement amounts for the upcoming energy market
billing period. In estimating this net settlement amount, the IMO shall,
subject to section 5.3.4.3, use an average of the actual net settlement
amounts for the 3 most recent energy market billing periods in which
that market participant hads transacted-Ha-the-real-time market ‘
physical transactions- The IMO may use a greater percentage, up to
and including 100%, of the estimated market participant’s net
settlement amounts for the determination of a market participant’s
minimum trading limit if that market participant was subject to more
than one margin call per energy market billing period in respect of
physical transactions provided that any such margin call is not caused
by a price spike; and

a. [Intentionally left blank]
b. [Intentionally left blank]

53.43  theminimum trading limit in respect of physical transactions for a |
market participant that is not a metered market participant who has
not transacted for at least 3 months in the physical market, shall be |
equal to 25% of the market participant’ s estimate of its net settlement
amount for the upcoming energy market billing period. Such a market
participant shall provide to the IMO, an estimate of its net settlement
amount for the upcoming energy market billing period at least 7
business days prior to the start of applicable energy market billing
period. The IMO may adjust the market participant’s minimum
trading limit at any time if that market participant’s actual net
settlement amounts for the current billing period are projected to differ
significantly from the estimate provided.

5.34A  [Intentionaly left blank]
534A.1 [Intentionaly left blank]

a. [Intentionally left blank]
b. [Intentionaly left blank]
5.3.4A.2 [Intentionaly left blank]

5.3.4B [Intentionally left blank]

534B.1 [Intentionaly left blank]
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5.3.4C

535

5.3.6

5.34B.2

[Intentionally left blank]

. [Intentionally left blank]

[Intentionally left blank]
i. [Intentionaly left blank]

ii. [Intentionaly left blank]

. [Intentionally left blank]

[Intentionally left blank]
i. [Intentionally left blank]

ii. [Intentionaly left blank]

[Intentionally left blank]

[Intentionally left blank]

. [Intentionally left blank]

[Intentionally left blank]
i. [Intentionaly left blank]

ii. [Intentionaly left blank]

d. [Intentionally left blank]

[Intentionally left blank]
i. [Intentionaly left blank]

ii. [Intentionaly left blank]

[Intentionally left blank]

MR-00274-R00

Upon receipt of amarket participant’s self-assessed trading limit for physical
transactions under section 5.3.2, the IMO shall use the greater of the following
two amounts for that market participant’s trading limit for the upcoming energy
market billing period:

5351

5352

the market participant’s minimum trading limit for that energy market
billing period as determined pursuant to section 5.3.4; or

the market participant’s self-assessed trading limit submitted under
section 5.3.2.

If amarket participant does not provide a self-assessed trading limit for physical
transactions within the timelines specified in section 5.3.2, the IMO shdll use the
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greater of the following two amounts for that market participant’s trading limit
for the upcoming energy market billing period:

53.6.1 themarket participant’s minimum trading limit for that energy market
billing period as determined pursuant to section 5.3.4; or

5.3.6.2 themarket participant’strading limit in effect for the current energy
market billing period.

53.6.3 [Intentionaly left blank]

5.3.6.4 [Intentionaly left blank]

53.6.5 [Intentionally left blank]
5.3.6A  [Intentionaly left blank]

5.3.7 Once amarket participant’s trading limit for physical transactions has been |
established pursuant to section 5.3.5 or 5.3.6, that market participant is not
permitted to change or request a change to that trading limit during the upcoming
energy market billing period.

5.3.8 The IMO shall, for each energy market billing period, establish a default
protection amount for each market participant conducting physical transactions as |
follows:

5.3.8.1 for ametered market participant, #s-the default protection amount |
shall be equal to the IMO’ s estimate of the metered market
participant’ s net settlement amounts for that energy market billing
period, excluding estimated settlement amounts assectated-with for

any virtual transactl on actwﬂytheenepgy—tepwapd-mamet—an@and

with-atransmission rights,
assumi ng 21 days of partl Cipationin the real-time market and the day-
ahead market and assuming all energy injected or withdrawn is
transacted through the real-time market and day-ahead market; and

5.3.8.2 for amarket participant that is not a metered market participant, the
default protection amount shall be equal to the minimum trading limit
for that market participant for that energy market billing period as
determined by the IMO pursuant to section 5.3.4.2 or section 5.3.4.3,
as applicable.

5.39 If amarket participant’s maximum net exposure; for physical transactions as |
calculated by the IMO, is zero or negative, the market participant is not required
to provide any form of prudential support to the IMO. If amarket participant’s
maximum net exposure, as calculated by the IMO, is positive, the market
participant shall provide an amount of prudential support to the IMO equal toits |
prudential support obligation.
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5.3.10 The IMO shall estimate the net settlement amounts for amarket participant
referred to in sections 5.3.4 and 5.3.8 initially based on information provided to
the IMO by the market participant in its application for authorization to
participate and subsequently using such information as the IMO may reasonably
require for that purpose and, in each case, on the IMO’s estimated market prices
for the relevant energy market billing period.

| 53.11 The IMO shall review the minimum trading limit_for physical transactions where
applicable, and the trading limit, default protection amount and maximum net
exposure of each market participant as follows:

5.3.11.1 prior to the start of each energy market billing period,;

5.3.11.2 within two business days after a market participant’ s actual exposure
exceeds the trading limit for that market participant;

5.3.11.3 within two business days after it receives notice of any changes to the
status of a market participant as compared to such status that was in
effect when the market participant’ s maximum net exposure was last
calculated if the IMO determines that the change in such status would
have a material impact on the market participant’ s maximum net
exposure; and

5.3.11.4 when the IMO has adjusted a market participant’s minimum trading
[imit pursuant to section 5.3.4.3.

5.3.12 The IMO may change the minimum trading limit, trading limit, default protection

amount, maximum net exposure or the prudential support obligation for a market

| participant at any time as aresult of areview of their physical transactionactivity
conducted pursuant to section 5.3.11 and shall promptly notify the market
participant of any such change. Any change to a market participant’s minimum
trading limit, trading limit, default protection amount, maximum net exposure or
prudential support obligation shall apply with effect from such time, not being
earlier than the time of notification of the changed minimum trading limit, trading
limit, default protection amount, maximum net exposure or prudential support
obligation to the market participant, as the IMO may specify in the notice. The
market participant must supply the IMO, within five business days of the effective
date of the change, any additional prudential support that may be required as a
result of an increase in the market participant’s prudential support obligation that
results from such change.

5.4 Monitoring of Actual Exposure and Trading Limit for
Physical Transactions

54.1 If at any time the actual exposure of a market participant for physical
transactions is equal to or exceeds 70% and-istess-than-100%-of the market
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participant’ s trading limit, the IMO shall inform the market participant of that
fact unless the market participant has opted for the no margin call option
pursuant to section5.6.4. The market participant may, but is not required to,
make a cash payment to be applied to reduce its actual exposure or take other
action to prevent its actual exposure from reaching itstrading limit. No interest
shall be paid on any such payment.

5411 [Intentionaly left blank]
54.1.2 [Intentionaly left blank]

5.4.2 If at any time the actual exposure of a market participant for physical transactions
equals or exceeds the market participant’s trading limit_for physical transactions,
the IMO shall issue to the market participant a margin call unless the market
participant has opted for the no margin call option pursuant to section5.6.4.

5421 [Intentionaly left blank]
54.22 [Intentionaly left blank]
54.3 [Intentionally left blank]

5.5 Calculation of Actual Exposure_for physical
transactions

55.1 For the purposes of section5.4, a market participant’s actual exposure for
physical transactions shall be determined by the IMO each business day and shall
be a dollar amount which is equal to:

55.1.1 theaggregate of:

a. al amounts payable by the market participant in respect of
physical transactions for billing periods prior to the current billing |
period which remain unpaid by the market participant, whether or
not the payment date thereof has yet been reached; and

b. theMO's reasonable estimate of the aggregate hourly and non-
hourly settlement amounts payable by the market participant in
respect of transactions-physical transactionswhich have aready |
occurred in the current billing period,;

5512 lessthe aggregate of:

a. al amounts payable to the market participant in respect of physical
transactions for billing periods prior to the current billing period
which remain unpaid, whether or not the payment date thereof has
yet been reached; and
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b:the IMO’ s reasonabl e estimate of the aggregate hourly and non-hourly settlement amounts
payable to the market participant in respect of physical transactions which have
already occurred in the current billing period.

5.6 Margin Call Requirements and the No Margin Call
Option_for physical transactions

56.1 Subject-to-section114-a-A market participant must satisfy amargin call in

| respect of physical transactions within the time prescribed in section5.6.2 by
paying a portion of the amount payable or which will become payable in respect
of the previous or current billing period, in accordance with Chapter 9, in an
amount sufficient to reduce the market participant’s actual exposure to no more
than the dollar equivalent of 75% of the market participant’strading limit. No
interest shall be paid on such payments.

5.6.1.1 [Intentionaly left blank]
5.6.1.2 [Intentionaly left blank]

| 5.6.2 The time within which amargin call in respect of physical transactions must be
satisfied under section’5.6.1 shall be by 4:00 pm on the second business day
following the date of the margin call.

5.6.3 For the purposes of the market rules, a payment made pursuant to section5.6.1
| shall be applied first to the amount outstanding for physical transactions with
respect to the earliest billing period under the market rules and, if the amount
outstanding under the market rules in respect of that billing period is less than the
amount of the payment, then the excess shall be applied to the next earliest billing
| period for physical transactions in respect of which there is an amount
outstanding under the market rules and so on until there is no excess.

564 A market participant shal not be subject to the margin call requirements of
sections 5.6.1 and 5.6.2, subject to IMO approval, if it elects to use the no margin
call option using forms and procedures as may be established by the IMO inthe

‘ applicable market manual.

5.6.5 The IMO shall determine the market participant’s maximum net exposure for
physical transactions where amarket participant that has selected the no margin
call option based on 70 days of market activity and assuming all of the market
participant’ s energy injected or withdrawn is transacted through the real-time

| market and day-ahead market. For non- metered market participantsthe IMO
shall determine maximum net exposure based on an estimate of 100% of their net
settlement amount for the upcoming energy market billing period. A market
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participant that has elected the no margin call option shall not have atrading
limit.

5.6.6 Other than small distributors, any market participant that elects to use the no
margin call option shall not be eligible for reductions in its physical transactions |
prudential support obligations pursuant to section 5.8.

5.7 Obligation to Provide Prudential Support_for physical
transactions

57.1 Each market participant shall meet its obligation under this section5 to provide
and maintain prudential support for physical transactions by providing to the
IMO and maintaining prudential support, the value of which is equal to the
market participant’s prudential support obligation for physical transactions.

5.7.2 A market participant’s prudential support obligation for physical transactions
shall be met through the provision to the IMO and the maintenance of prudential
support in one or more of the following forms:

5721 aguarantee or irrevocable commercial letter of credit provided by a
bank named in a Schedule to the Bank Act, S.C. 1991, c.46;

5.7.2.2  aguaranteein aform acceptable to the IMO provided by a person,
other than an affiliate of the market participant, having a credit rating
from amajor bond rating agency identified on the list referred to in
section5.8.7;

5.7.2.3  cash deposits made with the IMO by or on behalf of the market
participant which may include near-cash marketable securities in the
form of Canadian Government treasury bills. Such treasury bills shall
be valued as cash at their current market value less 2 percent to take
into account the potential eroding effects of interest rate increases,
and/or

5.7.2.4  subject to section5.7.4, a guarantee in a form acceptable to the IMO
provided by aperson that is an affiliate of the market participant and
that has a credit rating from a major bond rating agency identified on
the list referred to in section5.8.7.
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Where amarket participant’s -prudential support obligation for physical
transactions is reduced pursuant to section 5.8.1, the IMO shall not accept a
guarantee from an affiliate of the market participant pursuant to section 5.7.2.4,
unless the market participant provides a letter from the applicable major bond
rating agency identified in the list referred to in section 5.8.7, stating that the two
ratings are not directly linked and are stand aone ratings in relation to each other.

The IMO shall not accept a guarantee from an affiliate of the market participant
pursuant to section 5.7.2.4 if the affiliate is also a market participant and has
obtained a reduction of its own prudential support obligation for physical
transactions pursuant to section 5.8.1.

Subject to sections 5.7.3A and 5.7.3B, the IMO shall not accept a guarantee from
an affiliate of the market participant pursuant to section5.7.2.4 where the value
of the guarantee exceeds the following;

Credit Rating Category of Affiliate using

Maximum Amount which May be Guaranteed

Standard and Poor’s Rating Ter minology by Affiliate

AAA- and above or equivalent 100% of maximum net exposure of all mar ket
participants guaranteed by affiliate

AA-, AA, AA+ or equivaent Greater of 85% of maximum net exposure or
$25,000,000 of all market participants guaranteed
by affiliate

A-, A, A+ or equivalent Greater of 75% of maximum net exposure or
$12,500,000 of al market participants guaranteed
by affiliate

BBB-, BBB, BBB+ or equivaent Gresater of 50% of maximum net exposure or
$5,000,000 of al market participants guaranteed
by affiliate

Below BBB- or equivaent 0

575 The minimum terms and conditions that shall be included in prudential support
for physical transactions shall be as follows:
5751  prudential support provided in accordance with sections 5.7.2.1,
5.7.2.2 and 5.7.2.4 shall be obligations in writing;
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5.7.5.2  prudential support provided in accordance with section’5.7.2.3 shall be
an obligation reflected in a written instrument in a form acceptable to
the IMO;

5.75.3  prudential support provided in accordance with sections 5.7.2.1 and
5.7.2.3 shall constitute valid and binding unsubordinated obligations to
pay to the IMO amounts in accordance with its terms which relate to
the obligations of the relevant market participant under the market
rules; and

5.75.4  prudential support provided in accordance with sections 5.7.2.1 to
5.7.2.4 shall permit drawings or claims by the IMO on demand to a
stated certain amount.

5.8 Reductions in Physical Transaction Prudential Support
Obligations

581 Subject to section’5.8.2, the prudential support obligation for physical
transactions of amarket participant may be reduced relative to the market
participant’ s maximum net exposure by an amount equal to the monetary value
ascribed, by the table set forth below, to a credit rating from a major bond rating
agency identified in the list referred to in section5.8.7 issued and in effect in
respect of the market participant.

Credit Rating Category using Standard and Allowable Reduction in Prudential Support

Poor’s Rating Terminology

AAA- and above or equivalent 100% of maximum net exposure

AA-, AA, AA+ or equivalent Greater of 85% of maximum net exposure or
$25,000,000

A-, A, A+ or equivaent Greater of 75% of maximum net exposure or
$12,500,000

BBB-, BBB, BBB+ or equivaent Gresater of 50% of maximum net exposure or
$5,000,000

Below BBB- or equivalent 0

5.8.2 Any recommendation to move a market participant to “credit watch status’ by

any of the major bond rating agencies identified in the list referred to in
section5.8.7 shall be deemed to automatically result in a one-rating-category
reduction in terms of the credit rating of that market participant for the purpose of
determining the market participant’s prudential support obligation for physical
transactions.
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5.8.3 Subject to section5.8.6, the prudential support obligation for physical
transactions of amarket participant may be reduced relative to the market
participant’ s maximum net exposure or, where applicable, relative to the
otherwise applicable prudential support obligation calculated in accordance with
section 5.3.4B, by an amount equal to the monetary value ascribed, in accordance
with section5.8.4 or 5.8.5, to the market participant’s historical good payment
history in Ontario, which shall be assessed by the IMO on the basis of:
5.8.3.1 evidence provided by the market participant asto the continuous

purchase of electricity by the market participant prior to the effective
date of the IMO-administered markets during which time no call for
collateral was issued to that market participant to protect the supplier
from the risk of a payment default by that market participant;

5.8.3.2 verification of the evidence referred to in section5.8.3.1 by the IMO;
ad

5.8.3.3 themarket participant’s payment history in the IMO-administered
mar kets provided that the market participant’s payment history
includes no event of default.

584 The IMO shall determine the dollar amount of any allowable reduction in the

| prudential support obligation for physical transactions of amarket participant,
other than a distributor, in accordance with the following:

5.84.1 amarket participant with less than two years of historical good
payment history shall not be entitled to any reduction in its prudential
support obligation;

5.84.2 amarket participant with two or more but less than three years of
historical good payment history shall be entitled to areduction in its
prudential support obligation equal to two million dollars or ten
percent of itsmaximum net exposure, whichever is less

5.84.3 amarket participant with three or more but less than four years of
historical good payment history shall be entitled to areduction in its
prudential support obligation equal to three million dollars or fifteen
percent of its maximum net exposure, whichever is less;

Page 18 of 61 IMO-FORM-1087 v.8.0

REV-03-11



MR-00274-R00

5.84.4  amarket participant with four or more but less than five years of
historical good payment history shall be entitled to areduction in its
prudential support obligation equal to four million dollars or twenty
percent of its maximum net exposure, whichever isless; and

5845 amarket participant with five years or more of historical good
payment history shall be entitled to a reduction in itsprudential
support obligation equal to five million dollars or twenty-five percent
of its maximum net exposure, whichever is less.

5.85 If the market participant isadistributor, the IMO shall determine the dollar
amount of any allowable reduction in the market participant’s prudential support
obligation for physical transactions in accordance with the following:

5851  amarket participant with less than two years of historical good
payment history shall not be entitled to any reduction in its prudential
support obligation;

5.85.2 amarket participant with two or more but less than three years of
historical good payment history shall be entitled to areduction in its
prudential support obligation equal to two million dollars or twenty
percent of itsmaximum net exposure, whichever isless

5853 amarket participant with three or more but less than four years of
historical good payment history shall be entitled to areduction in its
prudential support obligation equal to three million dollars or thirty
percent of itsmaximum net exposure, whichever is less,

5854  amarket participant with four or more but less than five years of
historical good payment history shall be entitled to a reduction in its
prudential support obligation equal to four million dollars or forty
percent of its maximum net exposure, whichever isless; and

5855  amarket participant with five years or more of historical good
payment history shall be entitled to areduction in its prudential
support obligation equal to five million dollars or fifty percent of its
maximum net exposure, whichever is less.

For purposes of this section’5.8.5, the historical payment history of a distributor
that is the transferee under a transfer by-law made pursuant to subsection145(1)
of the Electricity Act, 1998 shall be deemed to include the historical payment
history of the distributor whose license has been transferred to the transferee
under such by-law. For purposes of this section 5.8.5, the historical payment
history of adistributor that is the successor at law to two or more distributors,
shall be deemed to include the historical payment history of the predecessor
distributors.
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5.8.6 The following restrictions shall apply to the provision of reductions in a market
| participant’s prudential support obligation for physical transactions as provided
for under sections 5.8.1 and 5.8.3:

5.8.6.1  subject to the last paragraph of section5.8.5, amarket participant shall
not be entitled to areduction in its prudential support obligation
pursuant to section5.8.3 using the payment history of an affiliate and

5.8.6.2 amarket participant that has a credit rating from a major bond rating
agency identified in the list referred to in section’5.8.7 shall not be
entitled to areduction in its prudential support obligation under
section5.8.3.

5.8.7 For the purposes of section5.7.2.2, 5.7.2.4, 5.8.1 and 5.8.2, the IMO shall
establish, maintain, update as required and publish alist of magjor bond rating
agencies digible to provide the credit ratings described in those sections.

| 5.8.8 The IMO shall reduce the prudential support obligation for physical transactions
of adistributor by an amount equal to 60% of the distributor’s collection of
| prudential support_for physical transactions, in the forms specified in section
5.7.21,5.7.2.2,5.7.2.3, or 5.7.2.4, from the distributor's customers. In order to
| qualify for this reduction in prudential support obligation for physical
transactions the distributor shall provide the IMO with an affidavit attesting to the
amount of prudential support for physical transactions of the types specified in
this section which the distributor has collected from its customers attached to
which by way of exhibits shall be copies of bank statements showing any cash
deposits and any applicable letters of credit, guarantees, or Government of
Canada T-hills held as prudential support for physical transactions. The IMO
shall first deduct the distributor’s collection of prudential support for physical
transactions from the distributor’ s customers before applying any other
deductions fromprudential support obligation for physical transactions.

5A.1 Calculation of the Virtual Transaction Prudential
Support Obligation

5A.1.1 The IMO shall determine, for each market participant, prudential support
obligation for virtual transactions using the following:

5A.1.1.1 atradinglimit in megawatt hours provided to the IMO by the market
participant in a manner and form determined by in the applicable
market manuals;

5A.1.1.2 the values of the following variables described in:

a) sections5A.1.2 for the first 7 months of operation of the day-
ahead market; and,
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b) sections 5A.1.2 and 5A.1.3 thereafter; and

5A.1.1.3 Theformulafor calculating the prudential support obligation for virtual
transactions described in:

a) section 5A.1.4 for the first 7 months of operation of the day-ahead market:
ad

b) section 5A.1.5 thereafter.

5A.1.2 The IMO shall publish the values of the following variables for the calculation of
the prudential support obligation for virtual transactions not later than 1 month
prior to the commencement of the day-ahead market and shall publish any
changes thereto not later than 5 business days prior to any such changes coming
into effect:

5A.1.2.1 afixed length of time, ‘#Days (as in number of caendar daysto be
determined) that represents the number of days for which the virtual
transaction prudential support obligation is assessed; and,

5A.1.2.2 the number of hours‘n’ used to periodically assess the Average Day-
Ahead Price (ADAP), the Average Real-Time Price (ARTP) and the
volatility of the difference between the two {s(?)}: and

5A.1.2.3 an estimated rate ‘VTU’ (in units of $¥MWh) established by the IMO
Board or its delegate for the estimation of any DAM uplift amounts
from the day-ahead market that might be incurred by virtual
transactionsto SELL energy. The componerts are:

a) DAM Forecast Load Commitment Uplift as determined in accordance with Chapter 9
section 4.9B; and

b) DAM PASS 2 Import Uplift as determined in accordance with
Chapter 9 section 3.9A,;

5A.1.2.4 aninterim “priceddta’ estimate (in units of ¥MWNh) established by the
IMO Board or its delegate of the average difference between the
energy price in the day-ahead market and real-time market,
‘Ainterim} apap arte for the first 7 months of operation of the day-
ahead market considering a number of factors including, (but not
necessarily confined to):

a) the higtorical volatility of the HOEP;
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b) the practices of and relevant data from neighbouring jurisdictions
operating a day-ahead market similar to the day-ahead market;

¢) the flexibility and speed by which the IMO is dlowed to revise the
interim “price delta’ through the authority granted to it through these
market rules; and

d) the expected value of the “price delta’ that the mechanism specified
in section 5A.1.3 is expected to vield given the observed volatility of
market prices for the day-ahead market during the interim period.

5A.1.3 The IMO shall publish the values of the following variables for the
calculation of the aprudential support obligation for virtual transactions not later
than 6 months following to the commencement of the day-ahead market and shall
publish any changes thereto not later than 5 business days prior to any such
changes coming into effect:

5A.1.3.3 the calculated average of the market price for the day-ahead mar ket
‘ADAP over ‘n’ hours for the Ontario Zone applicable to the time
period ‘#Days ($¥MWh):

5A.1.3.4 the calculated average of the market price for the real time market
‘ARTP over ‘n’ hours for the Ontario Zone, applicable to the time
period ‘#Days ($MWNh):

5A.1.3.5 thestandard deviation ‘s (?)’ of the unadjusted difference between the;
average market prices for the day-ahead market and the real-time
market for the Ontario Zone over the applicable study period ‘n’
formulated as follows:

nd, (DAM{5 _P,- HOEP,)*- |3 (DAM{5} _PR, - HOER,)|’
n(n- 1)

Where:

DAM{5} Py isthe energy price for the day-ahead market in the
Ontario Zone during hour hfrom Pass 5 of the DAM calculation
engine while uniform pricing is in effect;

HOEP;, is the Hourly Ontario Energy Price in the Ontario Zone during
hour h

H isthe set of al hours ‘' h' in the study period, ‘n’.
nisthe Study Period (number of hours) published under section 5A.1.2;
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5A.1.3.6 the day-ahead market/Real-time Price Spread Statistical Confidence
Level z(@)' (in standard deviation units) established by the IMO Board
or its delegate as determined in section 5A.1.3.5 and is used to adjust
the price spread to a statistical confidence level in the manner
described in section 5A.1.3.7. This value represents the statistical
probability that the difference between the energy prices in the day-
ahead market and the real-time market for any given settlement hour
will fall within the average difference observed over the Study Period
(number of hours) published under section 5A.1.2 where, :

Z(a) represents the conversion of percentile ‘a of the normal
probability distribution (function ‘Z’), to a specific distance
from its mean (in number of standard deviation units); and

‘d_isthe IMO-chosen probability (percentile of normal
distribution ‘' Z’) that the spread in energy prices for the day-
ahead market and real-time market for agiven settlement hour
will be equal to or less than the average price spread between
ADAP and ARTP for al settlement hoursin the Study Period:;

5A.1.3.7 the price delta ‘ ?apap. artp. ' IS the absolute value of the difference
between the Average Day-Ahead Market Price (ADAP) and the
Average Real-Time Market Price (ARTP), occurring during the most
recent number of months determined in accordance section 5A.1.2
adjusted to a given risk tolerance level based upon observed voldtility.
(YMWh) formulated is as follows:

? apap. ArTe = [IADAP - ARTP]] +z(a) s(?); and

5A.14 For the first 7 months of operations of the day-ahead market the IMO shall
calculate for each applicable market participant, its prudential support obligation
for virtual transactions using the parameters described in section 5A.1.2 and the
trading limit for virtual transactions provided by the market participant pursuant
to section 5A.1.1 using the following formula:

Prudential support obligation = [ TL x ?{interim} apap.arte X#Days] + [VTU x TL x
#Days|

5A.1.5 After the first 7 months of operations of the day-ahead market the IMO shall
calculate for each applicable market participant, its prudential support obligation
for virtual transactions using the applicable parameters described in sections
5A.1.2 and 5A.1.3 and the trading limit for virtual transactions provided by the
market participant pursuant to section 5A.1.1:

Prudential support obligation = [TL x ? apap.arte X #Days] + [VTU x TL x #Days]

5A.1.6 ThelMO may continuously monitor:
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5A.1.6.1 the unadjusted, average price differencereferred to in section 5A.1.3;
and

5A.1.6.2 the standard deviation ‘s(?)’ determined in section 5A.1.3.5

over the course of the set of all hours ‘h’ in the sStudy pPeriod, ‘n’.

5A.1.7 When either of the values described in section 5A.1.6 deviates more than 10%
from the values that were previously published, the IMO may:

5A.1.7.1 re-calculate the price delta ' ?apap, artp‘ USING the formula described
in section5A.1.3.7; and/or

5A.1.7.2 revisethe Statistical Confidence Level ‘z(a)' described in section
5A.1.3.6

and shall publish these values prior to the trading day in which these revised
values shall go into effect. The IMO Board or its delegate shall ratify any revision
to the day-ahead mar ket/Real -time Price Spread Statistical Confidence Level
‘z(a)’ under section 5A.1.7.2 within 30 business days of its publication.
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5A.2 MONITORING OF ACTUAL EXPOSURE FOR VIRTUAL
TRANSACTIONS

bA.2.1 If at any time the actual exposure of a market participant for virtual transactions
is equal to or exceeds 25% and is less than 50% of the market participant’s
prudential support obligation for virtual transactions, the IMO shall issue to that
market participant a margin warning. The market participant may, but is not
required to, make a cash payment to be applied to reduce its actual exposure for
virtual transactions or take other action to prevent its actual exposure from
reaching itstrading limit. No interest shall be paid on any such payment.

bA.2.2 If at any time the actual exposure of a market participant for virtual transactions
equals or exceeds 50% of the market participant’s prudential support obligation
for virtual transactions, the IMO shall issue to the market participant a margin call
for virtual transactions.

5A.3 Calculation of Actual Exposure for Virtual Transactions

5A.3.1 For the purposes of section5A.2, amarket participant’ s actual exposure for
virtual transactions shall be determined by the IMO each business day and shall
be adollar amount is equal to:

5A.3.1.1 the aggregate of:

a.__al amounts payable by the market participant in respect of virtual
transactions for billing periods prior to the current billing period
which remain unpaid by the market participant, whether or not the
payment date thereof has yet been reached; and

b. thelMO'’s reasonable estimate of the aggregate hourly and non-
hourly settlement amounts payable by the market participant in
respect of virtual transactions which have already occurred in the
current billing period;

5A.3.1.2 lessthe aggregate of:

a.__al amounts payable to the market participant in respect of virtual
transactions for billing periods prior to the current billing period
which remain unpaid, whether or not the payment date thereof has
yet been reached; and

b. theMO'’s reasonable estimate of the aggregate hourly and non-
hourly settlement amounts payable to the market participant in
respect of virtual transactions which have already occurred in the
current billing period.
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5A.4 Marqgin Call Requirements for Virtual Transactions

5A.4.1 A market participant shall satisfy amargin call in respect of virtual transactions
within the time prescribed in section5A.4.2 by paying an amount sufficient to
reduce the market participant’s actual exposure for virtual transactionsto zero.
No interest shall be paid on such payments.

5A.4.2 The time within which amargin call in respect of virtual transactions must be
satisfied under section5A.4.1 shall be by 4:00 pm on the secord business day
following the date of the margin call.

5A.4.3 For the purposes of the market rules, a payment made pursuant to section5A.4.1
shall be applied first to the amount outstanding for virtual transactions from the
earliest billing period under the market rules and, if the amount outstanding under
the market rules in respect of that billing period is less than the amount of the
payment, then the excess shall be applied to the next earliest billing period for
virtual transactionsin respect of whichthere is an amount outstanding under the
market rules and so on until there is no excess.

5A.4.4 If amarket participant fails to fully satisfy the obligations specified in section
5A.4.2 the IMO shall act in accordance with Chapter 3, section 6.3.3.C.

5A.5 Obligation to provide Virtual Transaction Prudential
Support

5A.5.1 Each market participant shall meet its obligation under this section 5A to provide
and maintain prudential support for virtual transactions by providing to the IMO
and maintaining prudential support, the value of which is equal to the market
participant’s prudential support obligation for virtual transactions.

5A 5.2 A market participant’s prudential support obligation for virtual transactions must
be met through the provision to the IMO and the maintenance of prudential
support for virtual transactions in one or more of the following forms;

5A.5.2.1 aqguarantee or irrevocable commercial letter of credit provided by a
bank named in a Schedule to the Bank Act, S.C. 1991, c.46;

5A.5.2.2 near-cash marketable securities in the form of Canadian Government
treasury bills. Such treasury bills shall be valued at their current
market value less 2 percent to take into account the potential eroding
effects of interest rate increases; and/or

5A.5.2.3 aportion of the market participant’s market creditor position is
determined in accordance with section 5A.5.3.
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5A 5.3 A market participant may use a portion of its market creditor position under
section 5A.5.2.3 provided that:

5A.5.3.1 the market participant has beena net creditor of the physical markets
for at least 12 of the preceding 13 months; and

5A.5.3.2 the portion of the market participant’s market creditor position shal not
exceed a percentage published by the IMO of the lowest net market
creditor position set out in amonthly invoice issued to the market
participant over the preceding 12 months .

5A.54 The IMO shall publish any change to the maximum percentage of a market
participant’s market creditor position that may be used to meet its prudential
support obligation for virtual transactions a minimum of 5 business days before
any such change is intended to go into effect.

5A.5.5 In the event that a market participant elected under section5A.5.2.3 to use a
portion of its market creditor position and isissued a monthly invoice that sets out
an amount for physical transactions that is lower than the amount in any of the
previous 12 months the market participant shall:

5A.5.5.1 provide additional prudential support for virtual transactions equal to
the difference in its market creditor position between the two invoiced
amounts; or

5A.5.5.1 within 2 business days of receiving such an invoice, provide to the IMO
alower trading limit for virtual transactions as set out in section
5A.1.1 that resultsin a lower prudential support obligation for virtual
transactions that can be supported with its revised prudential support
for virtual transactions held by the IMO.

5A 5.6 The minimum terms and conditions that shall be included in the prudential
support for virtual transactions shall be as follows:

5A.5.6.1 prudential support provided in accordance with section5A.5.2.1 shall
be an obligation in writing;

5A.5.6.2 prudential support provided in accordance with section5A.5.2.2 shall
be an obligation reflected in awritten instrument; and

5A.5.6.3 prudential support provided in accordance with sections 5A.5.2.1 and
5A.5.2.2 shall constitute valid and binding unsubordinated obligations
to pay to the IMO amounts in accordance with its terms which relate to
the obligations of the relevant market participant under the market

rules; and

5A.5.6.4 prudential support provided in accordance with sections 5A.5.2 and
5A.5.3 shall permit drawings or claims by the IMO on demand to a stated certain
amount.
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Insert Text Here
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PART 3 — EXPLANATION FOR PROPOSED AMENDMENT

Provide a brief description of the following:

The reason for the proposed amendment and the impact on the IMO-administered markets if the
amendment is not made

Alternative solutions considered

The proposed amendment, how the amendment addresses the above reason and impact of the proposed
amendment on the IMO-administered markets.

Summary of Proposed Market Rule Amendments

It is proposed to revise section 8 of Chapter 2 in the following manner:

Amend section 8.1.2 to clarify that the imposition of a default levy shal not relieve a defaulting
market participant of any of its obligations which may be associated with the issuance of a cease
trading order by the IMO to a market participant conducting a virtual transaction.

Amend section 8.1.3 to clarify that the IMO shall impose separate default levies where a market
participant isin default in respect to either physical transactions or virtual transactions.

Amend section 8.2.2 to specify that if the IMO has issued a cease trading order in respect of virtual
transactions and the market participant fails to remedy the default that resulted in the cease trading
order being issued the IMO shall issue afirst notice of default levy.

Amend section 8.2.3 to clarify that the first notice of default levy shall be issued to each non-
defaulting market participant that either participated in physical or virtua transactions depending
upon which type of transaction was the subject of the defaullt.

Amend section 8.3.3 by including a reference to the proposed section 8.6A which sets out the
apportionment of the default levy to market participants conducting virtual transactions.

Move sections 8.6.2 and 8.6.3 to sections 8.4.4. and 8.4.5 to ensure that the protocol for invoicing
the default levy applies to both physical transactions and virtua transactions.

Amend section 8.5.3 to specify amongst which market participants the second default levy shall
apportioned.

Amend section 8.6 to specify the apportionment and invoicing of a default levy for physica
transactions.

Insert a new section 8.6A to specify the apportionment and invoicing of a default levy for virtual
transactions. Thisincludes: a proposed section 8.6A.1 to clarify under which circumstances the
first notice of default levy and the second notice of default levy shall be issued to market
participants conducting virtual transactions; a proposed sub-section 8.6A.1.2 which specifies the
formulafor the allocation of a default levy to non-defaulting market participants conducting virtua
transactions; and, a proposed sub-section 8.6A.2 which establishes a cap for the application of a
default levy of no greater than 50 per cent of a non-defaulting market participant’ s prudential
support obligation for virtual transactions and also specifies that any residual amounts remaining
from the default shall be assigned to all market participants eligible to receive a default levy in
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PART 3 — EXPLANATION FOR PROPOSED AMENDMENT

respect of physical transactions.

Background

A new separate construct is proposed to manage market risk associated with market participants
engaged in virtua transactions (see a so, part ROO of this amendment) — whereby any residual risk
generated by virtual transactions would be assighed to those who participate in virtual transactions.
The DAM design selected this separation to ensure that risk is borne by those whom are contributing to
and/or participating in therisk. It is also recognized, however, that it is difficult to determining
precisely how many virtual transactions will be conducted in the DAM, the relative size of each market
participant conducting virtual transactions and the degree to which they are conducting these
transactions as expressed in megawatt quantities. Ultimately, however, al IMO-administered markets
must be protected in the event of a default related to virtual transactions. Given this uncertainty, it is
proposed to add rule provisions to cap the relative risk of being assigned adefault levy. Thiscap is
relative to the size of each individual market participant’s virtual transaction prudential support
obligation. In aggregate, any residual amount of the default amount would be assigned to al market
participants eligible to receive a notice of default levy for defaults arising from physical transactions.
This rule provision protects both market participants utilizing virtua transactions, and the principle of
financia neutrality in the IMO-administered markets by ensuring that the market is not left with an
unrecoverable default amount under any circumstances.

For more information please refer to MR-00274-R00.

PART 4 — PROPOSED AMENDMENT

8. Default Levy

8.1 Power to Impose Default Levy

8.1.1 The IMO shall be entitled to recover, by means of the imposition of a default levy
on non-defaulting market participants, in accordance with this section 8, the
aggregate of any amounts owing to the IMO under the market rules which have
not been paid in full by the defaulting market participant and the costs and
expenses reasonably incurred by the IMO in investigating the default in payment,
in realizing on any applicable prudential support and in implementing the default

levy.

8.1.2 The imposition of a default levy pursdant-to under this section8 shall innoway |
waive, excuse or relieve a defaulting market participant of its obligations under
the market rules and shall be without prejudice to:
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8.1.2.1  suchrights or remedies which the IMO may otherwise have to recover
all amounts owing by the defaulting market participant; and

8122 theright of the IMO to take such other action, including but not limited
to the issuance of a suspension order or acease trading order, as may
be provided for in these market rules in respect of the defaulting
market participant’s default in payment.

8.1.3 Where a defaulting market participant has defaulted in payment in respect of

8.1.3.1 physical transactions or,

8.1.3.2 virtual transactions

the IMO shall impose separate default levies in respect of each such HVO-
administered-markettype of transaction in accordance with this section 8.

8.14 The provisions of this section8 apply only to a default in payment by a defaulting
mar ket participant in the real-time market and the energy-ferwardday-ahead
market. Default in payment by a defaulting market participant in the TR market
shall be addressed in accordance with the provisions of section4 of Chapter 8.

8.2 Notice of First Default Levy

821 Where a market participant has failed to either remit or cause to be remitted to the
IMO settlement clearing account the full amount due by that market participant
by the close of banking business (of the bank at which the IMO settlement
clearing account is held) on a market participant payment date

8211 [Intentionaly left blank]
8.2.1.2 [Intentionaly left blank]

8.2.1.3 thelMO may take such steps as may be permitted by section6.14 of
Chapter 9.

8.2.2 Where the IMO issued a suspension order and/or disconnection order or default
notice or cease trading order in accordance with sections 6.3.3.2, 6.3.7B¢r,
6.3.7D or 6.3.3C of Chapter 3, and the defaulting market participant has failed to
remit to the IMO settlement clearing account the full amount due by that mar ket
participant within the time specified in the default notice or the cease trading
order, the IMO shall:

8.2.2.1 issueafirst notice of default levy in accordance with section8.2.3; and

8.2.2.2  takesuch steps, if it has not already done so, as may be required to
realize, in accordance with section3 of Appendix 2.3, any prudential
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support held in respect of the defaulting market participant the right to
realization of which istriggered by the default in payment at issue.

8.2.3 A first notice of default levy shall be issued to each non-defaulting market

participant that participated-H-thereal-time-market participated in physical
transactions or virtual transactions erthe-energy-forwardmarket-to which the
default in payment by the defaulting market participant relates during the billing
period to which such default relates and shall identify:

8.2.3.1  thename of the defaulting market participant;

8.23.2 thelMO-administered market and the billing period in respect of
which the default in payment by the defaulting market participant has
occurred;

8.2.3.3 thedefaulting market participant’s default amount, calculated in
accordance with section8.3.1;

8.2.3.4  theamount of the first default levy calculated in accordance with
section8.3.2;

8.2.35 thevalueof al prudential support held in respect of the defaulting
market participant the right to realization of which istriggered by the
default in payment at issue;

8.2.3.6  the estimated amount of any second default levy that may have to be
imposed pursuant to section 8.4 in the event of the inability by the
IMO to redlize all of the prudential support referred to in
section 8.2.3.5 prior to the time noted in section8.4.1;

8.2.3.7  thenon-defaulting market participant’s share of the first default levy,
calculated in accordance with:

a section8.6.1 in the case of physical transactions; and

b. section 8.6A.1 in the case of virtual transactions.; and

8.2.3.8  thenon-defaulting market participant’s share of the estimated amount
of any second default levy referred to in section8.2.3.6.

8.24 The first notice of default levy shall be issued at least ten days prior to the date on
which the invoice imposing the first default levy on non-defaulting mar ket
participantsisissued by the IMO in accordance with section8.6.2.

8.3 Calculation of Default Amount and First Default Levy
831 For the purposes of section 8.2.3.3, the market participant’s default amount shall
be the aggregate of:
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8.3.1.1 thenet invoice amount payable by the defaulting market participant
for the billing period in respect of which payment has not been
received within the time specified in section8.2.2, exclusive of any
amounts payable on account of financial penalties or damages; and

8.3.1.2  any default interest payable in respect of the amount referred to in
section 8.3.1.1 that has accrued since the market participant payment
date referred to in section8.2.1 in accordance with section6.14.3 of
Chapter 9.

8.3.2 For the purposes of section8.2.3.4, the amount of the first default levy shall be:
8321  theaggregate of:

a. thedefaulting market participant’s default amount, calculated in
accordance with section8.3.1; and

b. any costs and expenses reasonably incurred to the date of issuance
of the first notice of default levy by the IMO in investigating the
default in payment to which the default levy relates, in realizing on
any applicable prudential support held in respect of the defaulting
market participant and in implementing the default levy;,

| 8.3.2.2 lessthe aggregate unclaimed or undrawn dollar amount of the

| applicable aH-prudential support held in respect of the defaulting
market participant the right to realization of which istriggered by the
default in payment at issue.

8.3.3 The first default levy shall be apportioned amongst and invoiced to non-defaulting
| market participantsin accordance with sections 8.6.1 and-8.6.2-and 8.6A as

applicable.

8.4 Notice of Second Default Levy

84.1 Unless the amount of the first default levy is equa to the defaulting mar ket
participant’s default amount the IMO shall, on the seventh business day following
the issuance of invoices imposing the first default levy, issue a second notice of
default levy in accordance with section8.4.2.

8.4.2 The second notice of default levy shall be issued to each non-defaulting mar ket
participant on whom afirst default levy has been imposed and shall identify:

8.4.2.1  thename of the defaulting market participant;

8.4.22  thelMO-administered market, type of transaction, and the billing
period in respect of which the default in payment by the defaulting
market participant has occurred;
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8.4.2.3  thedefaulting market participant’s residual default amount, calculated
in accordance with section8.5.1;

8.4.24  theamount of the first default levy;,

8.4.25  theamount of any prudential support held in respect of the defaulting
market participant that has been realized;

8.4.2.6  theamount of any prudential support held in respect of the defaulting
mar ket participant the right to realization of which istriggered by the
default in payment at issue and that remains to be realized;

8.4.2.7  the amount of the second default levy, calculated in accordance with
section8.5.2; and

8.4.2.8  thenon-defaulting market participant’s share of the second default
levy, calculated in accordance with:

section 8.6.1 in the case of physical transactions:; and,

section 8.6A.1 in the case of virtual transactions.

8.4.3 The second notice of default levy shall be issued at least ten days prior to the date
on which the invoice imposing the second default levy on non-defaulting market
participantsisissued by the IMO in accordance with section8.6.2.

8.4.4 Subject to section 8.4.5, a non-defaulting market participant’s share of a default
levy shall be included in or with the first invoice scheduled to be issued to the
non-defaulting market participant pursuant to Chapter 9 following the expiry of
the time noted in section 8.2.4 or 8.4.3, as the case may be, in respect of each
IMO-administered market to which the default |evy rel ates.

8.4.5 Where, for any reason, no invoice is scheduled to be issued to a non-defaulting
mar ket participant to whom a second notice of default levy has been issued under
section 8.4.2, the IMO shall issue an invoice to that non-defaulting mar ket
participant’s share of the second default levy. Any such non-defaulting market
participant shall pay to the IMO the invoice amount on the second business day
following receipt of the invoice.

8.5 Calculation of Residual Default Amount and Second
Default Levy

85.1 For the purposes of section8.4.2.3, the defaulting market participant’ s residual
default amount shall be;

8.5.1.1 theaggregate of:
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a. _the net invoice amount payable by the defaulting-rarket
participant defaulting market participant for the billing period
billing period in respect of which payment has not been received as
of the date of issuance of the second notice of default levy,
exclusive of any amounts payable on account of financial penalties
or damages; and

b. any default interest payable in respect of the amount referred to in
section 8.5.1.1(a) that has accrued since the date of issuance of the
first notice of default levy in accordance with section6.14.3 of
Chapter 9;

8.5.1.2 lessthe aggregate of:

a. theamount of the first default levy; and

b. any amount that has been recovered by the IMO since the date of
| issuance of the first notice of default levy under any-the applicable
prudential support held in respect of the defaulting market
participant.

852 For the purposes of section8.4.2.7, the amount of the second default levy shall be
the aggregate of:

85.21  thedefaulting market participant’ sresidual default amount, calculated
in accordance with section8.5.1; and

8.5.2.2  any costs and expenses reasonably incurred by the IMO in
investigating the default in payment to which the default levy relates,
in realizing any applicable prudential support and in implementing the
default levy since the date on which the first default levy was
calculated.

8.5.3 The second default levy shall be apportioned and invoiced to non-defaulting
market participantsin accordance with: sections-8-6-1-and-8-6-2-

8.5.3.1 section 8.6.1 in the case of physical transactions; and,

8.5.3.2 section 8.6A.1 in the case of virtual transactions.

8.6 Apportionment and Invoicing of Default Levy for
physical transactions

8.6.1 For the purposes of sections 8.2.3.7 and 8.4.2.8, the amount of a default levy shall
be apportioned amongst all non-defaulting market participantsto whom a notice
of default levy has been issued in accordance with sections 8.2.3 or 8.4.2 by
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allocating to each non-defaulting market participant a share of the default levy
calculated as follows:

8.6.1.1 inthe caseof adefault levy imposed in respect of adefault in the real- |
thre-marketphysical transactions, the share allocated to each non- |
defaulting market participant shall be determined on the basis of the
following formula:

[default amount x (absolute value | divided by net physical transaction |
of the non-defaulting mar ket dollar amount
participant’ s net invoice amount,
exclusive of any amounts payable
on account of virtual transactions, |
financid penalties or damages, in
the IMO-Administered markets for |
the market billing period to which
the default in payment by the
defaulting market participant
relates)]

Where the net physical transaction dollar amount is:

3 the absolute value, in dollars, | Minus the absolute value, in dollars,
of each market participant’s net of t?e_defatgln ngt mar ket
invoice amount, for the market par |cr|1{)?n S nh mvoilgte
billing period to which the amount for such mar

default in payment by the b_||||ng penodn_etﬂy
defaulting market participant virtual transaction settlement
relates net of any virtual amounts;
transaction settlement amounts

8.6.2 [Intentlonally Ieft blank sectlon del eted ]Subwet—te—seehen&@%—&nen—

thedefauLt—Le\,@LFeLa&s[lntmtlonally Ieft bIank]
8.6.3 [Intentionally left blank — section deleted.]
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8.6A  Apportionment and Invoicing of Default Levy for virtual
transactions
8.6A.1 For the purposes of sections 8.2.3.7 and 8.4.2.8, the amount of adefault |evy shall
be apportioned amongst all non-defaulting market participantsto whom a notice
of default levy has been issued in accordance with sections 8.2.3 or 8.4.2 by
alocating to each non-defaulting market participant a share of the default levy
calculated as follows:
8.6A.1.2 inthe case of adefault levy imposed in respect of adefault in the
energy-forward-marketvirtual transactions the share allocated to each
non-defaulting market participant shall be determined on the basis of
the following formula:
[default amount x (absolute value | divided by net virtual transaction dollar
of the non-defaulting mar ket amount
participant’ snet invoice amount,
exclusive of any amounts
payable on account of physical
transactions, financial penalties
or damages, in the IMO-
Administered markets for the
market billing period to which
the default in payment by the
defaulting market participant
relates
Where the net virtual transaction dollar amount net-transaction-MWh-ameunt-is:
& the absolute value, in dollars, | minus the absolute value, in dollars,
of each market participant’s net of th.e.defalflt' ng _market
invoice amount for virtual participant s net invoice
transactions, for the real-time amount for such virtual
market billing period to which transactions for market
the default in payment by the billing period net of any
defaulting market participant physical transaction
relates net of any physical settlement amountst
transaction settlement amounts
8.6A.2 In any monthly billing period in whichadefault levy is issued in respect of virtual
transactions the IMO shall only apply the default levy issued in respect of virtual
transactions in such a manner that no single market participant shall bear a
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portion of such default levy that is greater than fifty percert of its prudential
support obligation for virtual transactions, and any residual amounts of the
default levy shall be allocated in the manner described in section 8.6.1.1 to al
mar ket participants eligible to receive adefault levy in respect of physical
transactions.

8.7 Allocation of Default Levy

8.7.1 The IMO shall allocate amounts received from non-defaulting market participants
in respect of adefault levy:

8.7.1.1  firdt, to repay any short-term funds borrowed by the IMO pursuant to
section 6.14.4 of Chapter 9 on account of the defaulting mar ket
participant’s default in payment; and

8.7.1.2 [Intentionaly left blank]

8.7.1.3  second, to the payment of amounts owed by the defaulting market
participant to the IMO on account of the IMO administration charge.

8.7.2 Amounts received from non-defaulting market participantsin respect of a default
levy to cover the reasonable costs and expenses referred to in sections 8.3.2.1 and
8.5.2.2 shall be used to offset the IMO administration charge.

PART 5—1M O BOARD COMMENTS

Insert Text Here
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Electricity
Market Qperatot

'M O independent Market Rule Amendment Proposal

PART 1 — M ARKET RULE INFORMATION

Identification No.: MR-00274-R02

Subject: Day-Ahead Market

Title: Prudential Security

Nature of Proposal: X Alteration [ ] Deetion [] Addition
Chapter: 3 Appendix:

Sections: | 6.3

Sub-sections proposed for amending: 6.3.1, 6.3.3.2, 6.3.3A, 6.3.3.C (new), 6.3.4, 6.3.4A (new),
6.3.8A (new), 6.3.9

PART 2 — PROPOSAL HISTORY — PLEASE REFER TO M R-00274-R00

Version Reason for Issuing Version Date

Approved Amendment Publication Date:

Approved Amendment Effective Date:
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PART 3 — EXPLANATION FOR PROPOSED AMENDMENT

Provide a brief description of the following:

The reason for the proposed amendment and the impact on the IMO-administered markets if the
amendment is not made

Alternative solutions considered

The proposed amendment, how the amendment addresses the above reason and impact of the proposed
amendment on the IMO-administered markets.

Summary of Proposed Market Rule Amendments
It is proposed to revise section 6.3 of Chapter 3 in the following manner:

Amend section 6.3.1 to include the non-payment of a margin call as an event of default.

Insert section 6.3.3.C to apply a specific remedy in circumstances where a market participant has
failed to fully satisfy avirtua transaction margin call (an event of default). In such cases, a cease
trading order isissued in order to prevent any further virtual transaction bids or offers from being
submitted into the day-ahead market until the event of default is resolved.

Insert section 6.3.4A to specify that if a market participant has caused an event of default, and- has
defaulted in payment of amounts owing for both virtual and physical transactions and has provided
only apartia payment, this payment shall be allocated between the amounts owing for physical
transactions and virtual transactions on a pro-rata basis on the relative size of the invoice amount
for each type of transaction.

Insert section 6.3.8A to specify that the IMO shall lift a cease trading order if the event that
triggered its issuance is remedied and authorizes the IMO to impose additional conditions on the
market participant’s virtual transactions. These would include imposing: alower trading limit; a
more frequent continuing schedule of payments; and/or a more stringent prudentia support
obligation.

Amend section 6.3.9 to authorize the IMO to give effect to a suspension order once issued by
rejecting any physical transaction bid or physical transaction offer.

Background

Section 6.3 of Chapter 3 specifies IMO and market participant authorities and permissions in respect of
market rule enforcement. There is a need to amend this section of the market rules to include
enforcement actions which may be undertaken by the IMO with respect to market participants
conducting virtua transactions. For more information please refer to MR-00270-R00 and The DAM
detailed design document, “Prudentia Security” (IMO_DES 0019).

PART 4 — PROPOSED AMENDMENT
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6.3 Suspension Orders-and-, Disconnection Orders and
Orders to Cease Trading in Virtual Transactions

6.3.1 Each of the following is an event of default in relation to amarket participant:

6.3.1.1  themarket participant does not pay money due for payment by it
under the market rules by the appointed time on the due date including |
without limitation in respect of amargin call;

6.3.1.2  theIMO does not receive payment in full of any amount claimed by
the IMO under any prudential support in respect of the market
participant within one business day in the jurisdiction of the market
participant after the due time for payment of that claim;

6.3.1.3  themarket participant failsto provide prudential support required to
be supplied under the market rules within the time required;

6.3.1.4 it becomes unlawful for the market participant to comply with any of
its obligations under the market rules or any other obligation owed to
the IMO or it is claimed to have become so by the market participant;

6.3.1.5 it becomes unlawful for any person who has provided prudential
support in relation to the market participant (a“prudential support
provider”) to comply with any of its obligations under the market rules
or any other obligation owed to the IMO or it is claimed to have
become so by the market participant’s prudential support provider;

6.3.1.6  alicence (including a licence), permit or other authorization necessary
to enable the market participant or the market participant’s prudential
support provider to carry on their respective principal business or
activities is suspended, revoked or otherwise ceases to be in full force
and effect, provided that where a market participant holds more than
one licence and only one such licence has been suspended, revoked or
otherwise ceases to bein full force and effect, the event of default and
any action taken by the IMO with respect thereto shall relate only to
such licence;

6.3.1.7  themarket participant or the market participant’s prudential support
provider ceases or threatens to cease to carry on its business or a
substantial part of its business;

6.3.1.8  the market participant or the market participant’s prudential support
provider enters into or takes any action to enter into an arrangement,
composition or compromise with, or an assignment for the benefit of,
all or any class of their respective creditors or members or a
moratorium involving any of them;
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6.3.1.9  themarket participant or the market participant’s prudential support
provider statesthat it is unable to pay from its own money its debts
when they fall due for payment;

6.3.1.10 areceiver or receiver and manager or person having a similar or
analogous function under the laws of any relevant jurisdiction is
appointed in respect of any property of the market participant or the
market participant’s prudential support provider which is used in or
relevant to the performance by the market participant or the market
participant’s prudential support provider of its obligations under the
market rules or its licence;

6.3.1.11 an administrator, liquidator, trustee in bankruptcy or person having a
similar or analogous function under the laws of any relevant
jurisdiction is appointed in respect of the market participant or the
market participant’s prudential support provider, or any action is
taken to appoint such person;

6.3.1.12 an application is made for the winding up or dissolution or aresolution
is passed or any steps are taken to pass a resolution for the winding up
or dissolution of the market participant or the market participant’s
prudential support provider;

6.3.1.13 the market participant or the market participant’s prudential support
provider iswound up or dissolved, unless the notice of winding up or
dissolution is discharged;

6.3.1.14 the market participant or the market participant’s prudential support
provider is taken to be insolvent or unable to pay its debts under any
applicable legidation;

6.3.1.15 the market participant ceases to satisfy any material requirement
imposed upon it as a condition of its authorization to participate in the
IMO-administered marketsor to cause or permit electricity to be
conveyed into, through or out of the IMO-controlled grid.

6.3.2 A market participant shal notify the IMO immediately upon the earlier of
becoming aware of any circumstance that may give rise to or of the occurrence of:

6.3.2.1 an event of default referred to in sections 6.3.1.4 t0 6.3.1.15; and

6.3.2.2  arecelver or receiver and manager or person having a similar or
analogous function under the laws of any relevant jurisdiction being
appointed in respect of any property of the market participant or the
market participant’s prudential support provider.

6.3.3 Where an event of default has occurred in relation to a market participant, the
IMO:
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6.3.3.1  shdl, unless a default notice has been issued, issue to the market
participant a notice specifying the event of default and of the IMO's
intent to commence suspension proceedings unless the market
participant remedies the event of default within 5 days or 2 business
days, whichever is longer;

6.3.3.2  may issueto the market participant a default notice specifying the
event of default and requiring the market participant to remedy the
event of default within such time as may be specified in the default
notice, which time shall not be more than:

a 5 days, or
b. 2 business days,_and |

6.3.3.3  may, if it has not aready done so, make claim upon any prudential
support held in respect of the obligations of the market participant for
such amount as the IMO determines represents the amount of any
money actually or contingently owing by the market participant to the
IMO under the market rules.: ‘

6.3.3A  Where the IMO issues a default notice to amarket participant pursuant to section
6.3.3.2, the IMO shall when applicable, notify the OEB and the transmitter or |
distributor to whose facilities the market participant is connected:

6.3.3A.1 of the issuance of the default notice;

6.3.3A.2 of the time within which the market participant may remedy the event
of default as specified in the default notice; and

6.3.3A.3 where applicable, once the event of default specified in the default
notice has been remedied by the market participant.

6.3.3B  Where the IMO issues either a notice of the IMO's intent to commence suspension
proceedings in accordance with section 6.3.3.1 or a default notice in accordance
with section 6.3.3.2 to:

6.3.3B.1 asdling market participant, such notice or default notice shall be
deemed to congtitute arevision to any physical bilateral contract
guantities that relate to that selling market participant for the period
from the time the notice or default notice is issued until the event of
default is remedied pursuant to section 6.3.4, such that the physical
bilateral contract quantities that relate to such period shall be
considered by the IMO to be zero; or

6.3.3B.2 amarket participant that has been allocated metering data pursuant to
section 2.4.5 of Chapter 9, such notice or default notice shall be
deemed to constitute arevision to any physical allocation data that
relate to the period from the time the notice or default notice is issued
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until the event of default is remedied pursuant to section 6.3.4, such
that any alocation to that market participant that relates to such period
shall be considered by the IMO to be zero.

6.3.3.C Where an event of default has occurred in respect of a market
participant’ s virtual transactions, the IMO may issue to the market
participant a cease trading order. From and after the issuance of a
cease trading order and until it has been lifted by the IMO, the market
participant shall not be entitled to submit virtual transaction bids or
offers into the day-ahead market and the IMO shall ensure that no
virtual transaction bids or offers submitted into the day-ahead market
by that market participant shal be input into any operations of the
DAM calculation engine subseguent to the time that the cease trading
order comes into effect.

6.34 A market participant may remedy an event of default by:

6.34.1  satisfying, or causing to be satisfied, the outstanding financial or other
obligations which gave rise to the event of default, including paying
any applicable default interest calculated in accordance with Chapter 9
and any costs and expenses reasonably determined by the IMO to have
been incurred by the IMO by reason of the event of default;or

6.3.4.2  proving to the reasonable satisfaction of the IMO that the facts or
circumstances which constituted the event of default no longer exist.

6.3.4A Where a market participant:

6.3.4A.1 hascaused an event of default to occur in respect of net amounts
owing to the IMO for both physical transactions and virtual
transactions on the same monthly invoice;

6.3.4A.2 hasdefaulted in payment of amounts owing ona monthly invoice that
includes both physical transactions and virtual transactions; and

6.3.4A.3 the market participant has only provided a partial payment to remedy
the default

any partial payments that may be made in respect of such invoice shall be
alocated between the amounts owing for physical transactions and virtual
transactions on a pro-rata basis on the relative size of the invoice amount for each
type of transaction.

6.3.5 [Intentionally left blank]

6.3.6 Notwithstanding that the event of default may have been remedied by the market
participant, the IMO may, where it considers that it is in the interests of
preserving the integrity of the IMO-administered markets impose such conditions
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on the authorization of a market participant to participate in the IMO-
administered marketsor to cause or permit electricity to be conveyed into,
through or out of the IMO-controlled grid as the IMO determines appropriate
including, but not limited to, the conditions noted in sections 6.3.8.1 to 6.3.8.3.

6.3.7 If an event of default is not remedied within the time specified in the notice issued
by the IMO pursuant to section 6.3.3.1 or the default notice issued pursuant to
section 6.3.3.2 or within such longer period as may be agreed to in writing by the
IMO, the IMO may issue to the market participant a notice indicating the IMO’s
intention to issue:

6.3.7.1  asuspension order to the market participant suspending or restricting
all or any of the market participant’s rights to participate in the IMO-
administered markets or to cause or permit electricity to be conveyed
into, through or out of the IMO-controlled grid; or

6.3.7.2  thesuspension order referred to in section 6.3.7.1 and a disconnection
order to the transmitter to whose facilities the market participant is
connected directing the transmitter to disconnect the relevant facilities
or equipment of the suspended market participant,

and shall provide a copy of such natice to the OEB and to the transmitter or
distributor to whose facilities the market participant is connected.

6.3.7A A notice issued pursuant to section 6.3.7 indicating the IMO's intention to issue a
suspension and/or disconnection order under sections 6.3.7.1 or 6.3.7.2 shall
specify the right of the market participant to request, within 5 days or 2 business
days, whichever is the longer, a hearing before the IMO Board or a committee
established by the IMO Board for that purpose, as the case may be, to show cause
why the suspension order, the disconnection order, or both, as the case may be,
should not be issued.

6.3.7B  Wherethe market participant has:
6.3.7B.1 not requested a hearing pursuant to section 6.3.7A; or

6.3.7B.2 notified the IMO that it does not intend to request a hearing pursuant to
section 6.3.7A,

the IMO may:

6.3.7B.3 issue asuspension order to the market participant suspending or
restricting all or any of the market participant’s rights to participate in
the IMO-administered markets or to cause or permit electricity to be
conveyed into, through or out of the IMO-controlled grid;

6.3.7B.4 issuethe suspension order referred to in section 6.3.7B.3 and issue,
with notice to the market participant, a disconnection order to the
transmitter to whose facilitiesthe market participant is connected
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directing the transmitter to disconnect the relevant facilities or
equipment of the suspended market participant; or

6.3.7B.5 make such other order as the IMO considers appropriate,

and the IMO shall, if it has not aready done so, issue a default notice to the
market participant, make claim upon any prudential support held in respect of the
obligations of the market participant for such amount as the IMO determines
represents the amount of any money actually or contingently owing by the mar ket
participant to the IMO under the market rules and shall notify the OEB and the
transmitter or distributor to whose facilities the suspended market participant is
connected accordingly.

Where the market participant has requested a hearing pursuant to section 6.3.7A,
the IMO Board or a committee of the IMO Board established for that purpose
shall, within 7 days of the date of receipt of such request, commence a hearing
providing the market participant with a reasonable opportunity to show cause as
to why the suspension order, the disconnection order or both should not be issued
against it. In such case, the IMO shall not issue either the suspension order or the
disconnection order until such hearing has been held.

Upon conclusion of the hearing referred to in section 6.3.7C, the IMO Board or
the committee of the IMO Board established for that purpose, as the case may be,

may:

6.3.7D.1 issueasuspension order to the market participant suspending or
restricting all or any of the market participant’s rights to participate in
the IMO-administered markets or to cause or permit electricity to be
conveyed into, through or out of the IMO-controlled grid;

6.3.7D.2 issuethe suspension order referred to in section 6.3.7D.1 and issue,
with notice to the market participant, a disconnection order to the
transmitter to whose facilities the market participant is connected
directing the transmitter to disconnect the relevant facilities or
equipment of the suspended market participant; or

6.3.7D.3 make such other order as the IMO Board or the committee of the IMO
Board considers appropriate and direct the IMO if it has not aready
done so, to issue a default notice to the market participant and make
claim upon any prudential support held in respect of the obligations of
the market participant for such amount as the IMO determines
represents the amount of any money actually or contingently owing by
the market participant to the IMO under the market rules,

and shall direct the IMO to notify the OEB and the transmitter or distributor to
whose facilities the suspended market participant is connected accordingly.
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6.3.8 The IMO shall lift a suspension order if the event which triggered its issuance is
remedied and there are no other events of default in existence with respect to the
suspended market participant and may, as a condition of lifting a suspension
order, impose such conditions on the authorization of the market participant to
participate in the IMO-administered marketsor to cause or permit electricity to be
conveyed into, through or out of the IMO-controlled grid as the IMO determines
appropriate including, but not limited to:

6.3.8.1  establishing alower trading limit in respect of the market participant
than would otherwise be the case under section’5.4 of Chapter 2,

6.3.8.2  establishing a more frequent cortinuing schedule of payments than
would otherwise be the case under Chapter 9; or

6.3.8.3  imposing more stringent prudential requirements than would otherwise
be the case under section5 of Chapter 2,

and shall notify the OEB and the transmitter or distributor to whose facilities the
suspended market participant is connected accordingly.

6.3.8A The MO shall lift aceasetrading order if the event that triggered its issuance is
remedied and there are no other events of default then outstanding with respect to
the market participant. When lifting a cease trading order, the IMO may impose
such conditions on the ability of the market participant to participate in the day-
ahead market by way of virtual transactions as the IMO determines appropriate
including, but not limited to:

6.3.8.1 establishing a lower trading limit for virtual transactions in respect of
the market participant than would otherwise be the case under
section5A.1.1 of Chapter 2;

6.3.8.2 establishing a more frequent continuing schedule of payments than
would otherwise be the case under Chapter 9; or

6.3.8.3 imposing more stringent prudential support obligations than would
otherwise be the case under section5A of Chapter 2,

6.3.9 Following the issuance of a suspension order, the IMO may do one or more of the
following to give effect to the suspension order:

6.3.9.1 rgectany bid, offer, physical transaction bid, physical transaction
offer, TR bid or TR offer submitted by the suspended market
participant;

6.3.9.2  withhold the payment of any amounts otherwise due to the suspended
market participant under the market rules; or
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6.3.9.3 [Intentionaly left blank]

6.3.9.4  make such further order or issue such directions to the suspended
market participant asthe IMO determines appropriate.

6.3.9A  Wherethe IMO issues a suspension order:

6.3.9A.1 against a selling market participant, such suspension order shall be
deemed to constitute arevision to any physical bilateral contract
guantities that relate to the period during which the suspension order
isin effect, including any period during which its operation is stayed
pursuant to section 6.3.10, such that the physical bilateral contract
guantities that relate to such period shall be considered by the IMO to
be zero; or

6.3.9A.2 against amarket participant to which metering data has been allocated
pursuant to section 2.4.5 of Chapter 9, such suspension order shall be
deemed to congtitute arevision to any physical allocation data that
relates to the period during which the suspension order isin effect,
including any period during which its operation is stayed pursuant to
section 6.3.10, such that any allocation to that market participant that
relates to such period shall be considered by the IMO to be zero.

6.3.9B A transmitter that receives a disconnection order from the IMO pursuant to
section 6.3.7B or 6.3.7D shall, subject only to section 3.4.1.5 of Chapter 5, on the
date and at the time specified in the disconnection order, disconnect the facilities
or equipment of the suspended market participant referred to in the disconnection
order. Thetransmitter shall not reconnect such facilities or equipment until such
time as it receives the notice referred to in section 6.3.10A, and shall reconnect
such facilities or equipment on the date and at the time specified in such notice.

6.3.10 The IMO may at any time and upon notice to the suspended market participant,
extend, stay the operation of or lift a suspension order or modify the conditions of
any suspension order, and shall notify the OEB and the transmitter or distributor
to whose facilities the suspended market participant is connected accordingly.

6.3.10A  Where the IMO lifts or stays the operation of a suspension order issued to a
suspended market participant in respect of whom a disconnection order was
issued pursuant to section 6.3.7B or 6.3.7D, the IMO shall at the same time lift or
stay the operation, as the case may be, of the disconnection order and shall advise
the suspended market participant, the OEB and the transmitter or distributor to
whose facilities the suspended market participant is connected accordingly.

6.3.10B  Where the IMO extends a suspension order issued to a suspended mar ket
participant in respect of whom a disconnection order was issued pursuant to
section 6.3.7B or 6.3.7D, the IMO may at the same time extend the disconnection
order for acorresponding period of time and shall advise the suspended mar ket
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participant, the OEB and the transmitter or distributor to whose facilities the
suspended market participant is connected accordingly.

6.3.11 The IMO shall, immediately following the issuance of a suspension order, issue a
public announcement that the rights of the suspended market participant to
participate in the IMO-administered markets or to cause or permit electricity to be
conveyed into, through or out of the IMO-controlled grid have been suspended or
restricted, including details of the suspension or restriction and whether a
disconnection order has also been issued in respect of the suspended mar ket
participant. The IMO shall issue a public notice promptly after a suspension order
and, where applicable, a disconnection order, is lifted, extended, modified or
stayed.

6.3.12 From the time the IMO issues a suspension order to a market participant, the
suspended market participant is ineligible to trade or enter into any transaction in
the IMO-administered markets or to cause or permit electricity to be conveyed
into, through or out of the IMO-controlled grid to the extent specified in the
suspension order, until such time that the IMO notifies the suspended mar ket
participant and al other market participants that the suspension order has been
lifted or stayed.

6.3.13 The suspended market participant shall comply with the terms of the suspension
order issued to it. A suspended market participant shall aso comply with any
order relating to it, including any directions or arrangements which may be made
for the purpose of giving effect to the suspension order, made by the IMO
pursuant to section6.3.9.

6.3.14 A suspended market participant shall remain liable for al of its obligations as a
market participant other than as expressly provided in its suspension order,
including but not limited to the payment of any monies to the IMO in respect of
any energy withdrawn from the IMO-controlled grid by the suspended market
participant while the suspension order isin effect. Issuance of a suspension order
shall not affect any liability or obligation of a suspended market participant for
the payment of any monies to the IMO or any other person including, but not
limited to, a liability under section8 of Chapter 2, which was incurred or arose
under the market rules:

6.3.14.1 prior to the date on which the suspension order was issued; or

6.3.14.2 during any period in which the operation of the suspension order has
been stayed,

regardless of the date on which any claim relating thereto may be made.
6.3.15 [Intentionally left blank]
6.3.16 [Intentionally left blank]
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PART 3 — EXPLANATION FOR PROPOSED AMENDMENT

Provide a brief description of the following:

The reason for the proposed amendment and the impact on the IMO-administered markets if the
amendment is not made
Alternative solutions considered
The proposed amendment, how the amendment addresses the above reason and impact of the
proposed amendment on the IMO-administered markets.

Summary of Proposed Market Rule Amendments

Consequential to the amendments proposed in MR-00270-00 there is a need to amend Appendix 2.3 of
Chapter 2. This appendix specifies additiona provisions in the market rules regarding prudential

support.
It is proposed to revise Appendix 2.3 of Chapter 2 in the following manner:

Amend section 1.1 to ensure it applies to both the day-ahead market and the real-time market.
Amend section 1.2 by sub-dividing al references to the provision of prudentia support between
physical transactions and virtua transactions.

Amend section 1.3 by prefacing this section as only applying to physical transactions.

Amend section 1.4 by prefacing this section as only applying to physical transaction activity.
Amend section 1.5 by prefacing this section as only applying to physical transaction activity.
Amend section 1.9 to ensure it applies to both the day-ahead market and the real-time markets.
Amend section 2.1 by sub-dividing al references to the provision of prudential support between
physical and virtua transactions and replace references to participation in the real-time markets
with separate references to DAM and rea-time markets.

Amend section 3.4 by replacing references to participation in the real-time markets with separate
references to DAM and real-time markets.

For further information please refer to MR-00270-R00.
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PART 4 — PROPOSED AMENDMENT

Appendix 2.3 — Prudential Support

1. Additional Provisions Regarding
Prudential Support

1.1 Determination of Prudential Support Obligations

Prior to participating in the real-time markets or day-ahead market s, the IMO |
shall deliver to each market participant a schedule, in the form set forth in the
applicable market manual, setting out the determination by the IMO of that

mar ket participant’s prudential support obligations, which shall be completed by
the IMO on the basis of the determinations referred to in Section5 of Chapter 2.
Such schedule shall be effective until amended and replaced in accordance with

this Appendix.

1.2 Provision of Prudential Support

Prior to participating in the real-time markets, or the day-ahead market, each |
market participant shall deliver to the IMO:

121 a schedule, in the form set forth in the applicable market manuals completed by
the market participant setting out the prudential support with which the market
participant has elected to satisfy its prudential support obligation in respect of |
either or both of physical transactions or virtual transactions as set out in the |
schedule delivered to it by the IMO referred to in section 1.1; and

1.2.2 the prudential support as set out in that schedule.

In the event that the sum of all prudential support provided by the market |
participant to the IMO is a greater amount than required by the market rules, the
IMO shall, upon written request by the market participant, return (or direct the
custodian to return) to the market participant an amount equal to the difference
between the value of all prudential support then held by or on behalf of the IMO

and the prudential support obligation of the market participant at that time; |

The IMO shall return such amount within five business days of the receipt of the
request for the return of the amount from the market participant. In the event the
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market participant has posted one or more different types of prudential support,
the IMO shall return the type of prudential support as directed by the market
participant. Upon the return by the IMO to the market participant of the amount
of any prudential support, any security interest or lien granted on such prudential
support will be released immediately and, to the extent possible, without any
further action by either party.

1.3 Reduction of Physical Transaction Prudential Support
Obligation for Credit Rating

Where the market participant’s prudential support obligation for physical
transactions reflects a reduction by reason of the market participant’s credit
rating from a major bond rating agency identified in the list of such agencies
published by the IMO, the market participant covenants and agrees to advise the
IMO in writing immediately upon the market participant becoming aware of
either achangein or loss of the then current credit rating or the decision of the
bond rating agency to place the market participant on “credit watch status’ or
equivalent. Where, as aresult of either any such change or loss in the then current
rating or the placing of the market participant on “credit watch status’, the market
participant is no longer entitled under the market rules to the same reduction by
way of credit rating, the IMO shall deliver to the market participant an amended
schedul e setting out the market participant’s revised prudential support
obligation for physical transactions.

1.4 Physical Transaction Prudential Support by way of a
Third Party Guarantee

Prudential support for physical transactions in the form of a guarantee provided
by athird party pursuant to sectiors 5.7.2.2 or 5.7.2.4 of Chapter 2 shall provide
for payment by the guarantor to the IMO on demand up to the amount stated in
the guarantee. The only conditions on the ability of the IMO to draw on the
guarantee shall be the delivery of copies of an unpaid invoice previously issued to
the market participant and a certificate of an officer of the IMO that a specified
amount is owing by the market participant to the IMO and that, in accordance
with the provisions of the market rules, the IMO is entitled to payment of that
specified amount as of the date of delivery of the certificate. Where the market
participant’s prudential support for physical transactions includes a guarantee
provided by athird party that has a credit rating from a major bond rating agency
identified in the list of such agencies published by the IMO, the mar ket
participant covenants and agrees to advise the IMO in writing immediately upon
the market participant becoming aware of a change in or loss of the then current
credit rating issued to the guarantor. Where as aresult of the loss of such credit
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rating, the market participant is no longer entitled to meet its prudential support
obligation for physical transactions in whole or in part through the provision of |
such a guarantee, the market participant must provide alternative prudential

support for physical transactions within the time frame mandated in section5.2 of |
Chapter 2.

Reduction of Physical Transaction Prudential Support
Obligation for Payment History

Where the market participant’s prudential support obligation for physical
transactions reflects a reduction by reason of evidence of the market participant’s
good payment history determined in accordance with sections 5.8.4 or 5.8.5 of
Chapter 2 and, for any reason, the market participant is no longer entitled under
the market rules to the same amount of reduction by way of good payment

history, the IMO shall deliver to the market participant an amended schedule
setting out the market participant’s revised prudential support obligation for
physical transactions

Prudential Support by way of Letter of Credit

Where a portion of the market participant’s prudential support isin the form of a
letter of credit pursuant to section 5.7.2.1 of Chapter 2, the following provisions

shall apply:

the letter of credit shall provide that it is issued subject to either The Uniform
Customs and Practice for Documentary Credits, 1993 Revision, ICC Publication
No. 500 or The International Standby Practices 1998;

the IMO shall be named as beneficiary in each letter of credit, each letter of credit
shall beirrevocable, partial draws on any letter of credit shall not be prohibited
and the letter of credit or the aggregate amount of all letters of credit shall bein
the face amount of at least the amount specified in its then current schedule;

the only conditions on the ability of the IMO to draw on the letter of credit shall
be the delivery of copies of an unpaid invoice previously issued to the market
participant and a certificate of an officer of the IMO that a specified amount is
owing by the market participant to the IMO and that, in accordance with the
provisions of the market rules, the IMO is entitled to payment of that specified
amount as of the date of delivery of the certificate;

the letter of credit shall either provide for automatic renewal (unless the issuing
bank advises the IMO at least thirty days prior to the renewal date that the letter of
credit will not be renewed) or be for aterm of at least one (1) year. In ether case
it isthe responsibility of the market participant to maintain the requisite amount
of prudential support. Wherethe IMO is advised that a letter of credit is not to be
renewed or the term of the letter of credit is to expire, the market participant shall
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arrange for and deliver aternative prudential support within the time frame
mandated by the market rules so as to enable the market participant to bein
compliance with the market rules; and

1.6.5 by including a letter of credit as part of its prudential support, the market
participant represents and warrants to the IMO that the issuance of the letter of
credit is not prohibited in any other agreement, including without limitation, a
negative pledge given by or in respect of the market participant.

1.7 Prudential Support by way of Cash

Where a portion of the market participant’s prudential support isin the form of
cash pursuant to section 5.2.2.3 of Chapter 2, the provision of such prudential
support shall be reflected in awritten instrument and the following provisions

shall apply:

1.7.1 at the market participant’s option, cash may include treasury bills issued by the
Government of Canada. Any such treasury bills shall be valued at their current
market value from time to time less two (2%) percent to take into account the
potential eroding effects of interest rate increases on the value of such treasury
bills;

1.7.2 the IMO shall retain the services of a custodian which shall retain the cash or
treasury bills as agent for the IMO and not the market participant; and

1.7.3 the IMO shall direct the custodian to deposit cash with a bank to which the Bank
Act (Canada) applies. There shall be added to the market participant’s prudential
support any and all interest earned on the cash so deposited or accretion
amount(s) received in respect of the treasury bills.

1.8 Replacement Schedules

The IMO and the market participant may or, where required to enable the market
participant to be in compliance with the market rules, shall from time to time
deliver to one another one or more additional schedules, which schedules shall be
in the form approved by the IMO from time to time. Where the IMO delivers to
the market participant an additional schedule, each such schedule shall replace
the preceding schedule , and shall be effective from the date of its delivery to the
market participant for al purposes thereafter until such time as a subsequent
amended schedule is delivered by the IMO to the market participant. Where any
such amended schedule shows an increase in the market participant’s prudential
support obligation relative to the preceding schedule or requires the provision of
aternative prudential support, the market participant shall deliver such additional
or aternative prudential support as may be required so as to enable the market
participant to be in compliance with the market rules. Where the market
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participant delivers an amended schedule , modified to reflect additional or
aternative forms of, such amended schedule, provided that it is accompanied by
such additional or alternative, shall replace the preceding schedule and shall be
binding on the market participant for all purposes thereafter until such time asa
subsequent amended schedule is delivered to the IMO by the market participant.

Dispute Resolution

If the market participant disagrees with the determination by the IMO of any of
the amounts of prudential support obligations set out on a schedule and such
dispute cannot be resolved by the market participant and the IMO, then the
market participant shall submit the matter to dispute resolution under section 2 of
Chapter 3. Notwithstanding the initiation of the dispute resolution process, the
mar ket participant shall provide such additional prudential support as may be
required in order to continue participating in the day-ahead market or real-time
market based on the determination by the IMO until the matter has been resolved.

Pledge of Prudential Support in the
form of Cash or Treasury Bills

Pledge

Prudential support in the form of cash or treasury bills provided as part of the

mar ket participant’s prudential support obligation in respect of the market
participant’s participation in the day-ahead market or real-time market shal be |
held by or on behalf of the IMO (together with all accretions thereto, all income
therefrom and proceeds thereof) and the market participant shall assign to the

IMO dll of its present and future right, title and interest in and to such cash and
treasury bills as general and continuing collateral security and as a pledge to

Secure:

subject to section 13 of Chapter 1, all indebtedness, obligations and liabilities of

any kind, now or hereafter existing, direct or indirect, absolute or contingent, joint
or several, of the market participant to the IMO in respect of the market
participant’s participation in the day-ahead market or real-time market; and |

all reasonable costs, charges, expenses and fees (including, without limiting the
generality of the foregoing, reasonable legal fees on a solicitor and client basis)
incurred by or on behalf of the IMO, in the enforcement of its rights under the
market rules in respect of the participation by the market participant in thereal

time markets or day-ahead market . ‘
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3. Exercise of Rights and Remedies to Prudential Support

3.1 Exercise of Rights

Upon the occurrence of an event of default, the IMO shall be entitled to exercise
its rights and remedies as set out in the market rules, or provided for at law or in
equity. Without limiting the generality of the foregoing, such rights and remedies
shall, in respect of the prudential support provided by the market participant,
include setting-off and applying any and all prudential support, held in the form
of cash or treasury bills or proceeds of either cash or treasury bills against the
indebtedness, obligations and liabilities of the market participant to the IMO in
respect of the participation by the market participant in the day-ahead market or
real-time markets When the IMO is reasonably certain that it will be issuing a
first notice of default levy it shall publish the name of the defaulting market
participant.

3.2 Remedies Cumulative

Each of the remedies available to the IMO under the market rules or at law or in
equity isintended to be a separate remedy and in no way is a limitation on or
substitution for any one or more of the other remedies otherwise available to the
IMO. The rights and remedies expressly specified in the market rules or at law or
in equity are cumulative and not exclusive. The IMO may in its sole discretion
exercise any and all rights, powers, remedies and recourses available under the
market rules or under any document comprising the prudential support provided
by the market participant or any other remedy available to the IMO howsoever
arising, and whether at law or in equity, and such rights, powers and remedies and
recourses may be exercised concurrently or individually without the necessity of
any election.

3.3 Application of Prudential Support against Actual
Exposure

Except as may be otherwise provided in the market rules, all moneys received in
respect of the realization of the prudential support provided by the market
participant may, notwithstanding any appropriation by the market participant or
any other person, be appropriated to such parts of the market participant’s or
actual exposure or its other obligations (as applicable), any interest thereon owing
pursuant to the market rules or the costs, charges, expenses and fees referred to in
section 3.4 and in such order as the IMO sees fit, and the IMO shall have the right
to change any appropriation at any time.
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3.4 Payment of Expenses

The market participant agrees to pay to the IMO forthwith on demand all

reasonable costs, charges, expenses and fees (including, without limiting the
generality of the foregoing, legal fees on a solicitor and client basis) of or incurred
by or on behalf of the IMO in the realization, recovery or enforcement of the |
prudential support provided by the market participant and enforcement of the

rights and remedies of the IMO under the market rules or at law or in equity in
respect of the participation by the market participant in the day-ahead market or |
real-time markets.

3.5 Deficiency

If the proceeds of the realization of any prudential support provided by the
market participant are insufficient to pay all of the actual exposure of the market
participant or its other obligations to the IMO, the market participant shall
forthwith pay or cause to be paid to the IMO any such deficiency. The IMO shall
provide a calculation of any such deficiency to the market participant.

PART 5—1M O BOARD COMMENTS

Insert Text Here
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