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5.7.5.1  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;

5.7.5.2  prudential support provided in accordance with sections 5.7.2.3 and
5.7.2.5 shall be obligations reflected in a written instrument in a form

acceptable to the 7ESC;

5.7.5.3  prudential support provided in accordance with sections 5.7.2.1,
5.7.2.3 and 5.7.2.5 shall constitute valid and binding unsubordinated
obligations to pay to the /ESO amounts in accordance with its terms
which relate to the obligations of the relevant market participant
under the market rules, and

5.7.5.4  prudential support provided in accordance with sections 5.7.2.1 to
5.7.2.5 shall permit drawings or claims by the JESO on demand to a

stated certain amount.

5.8 Reductions in Prudential Support Obligations for

Physical Transactions

5.8.1 Subject to section 5.8.2, the prudential support obligation for physical
transactions of a rated market participant, other than a distributor, may be
reduced relative to the market participant’s maximum net exposure for physical
transactions by an amount equal to the monetary value prescribed, by the table
below, to a credit rating from a major bond rating agency identified in the list
referred to in section 5.8.7 issued and in effect in respect of the market

participant.

Credit Rating Category using Standard and
Poor’s Rating Terminology

Allowable Reduction in Prudential Support

AA- and above or equivalent

100% of maximum net exposure

A-, A, A+ or equivalent

Greater of 90% of maximum net exposure or
$37,500,000

BBB-, BBB, BBB+ or equivalent

Greater of 65% of maximum net exposure or
$15,000,000

BB-, BB, BB+ or equivalent

Greater of 30% of maximum net exposure or
$4,500,000

Below BB- or equivalent

0

5.8.1A Subject to section 5.8.2, the prudential support obligation for physical
transactions of a rated distributor may be reduced relative to the market
participant’s maximum net exposure for physical transactions by an amount
equal to the monetary value prescribed, by the table below, to a credit rating
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from a major bond rating agency identified in the list referred to in section 5.8.7
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

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

A-, A, A+ or equivalent Greater of 95% of maximum net exposure or
$45,000,000

BBB-, BBB, BBB+ or equivalent Greater of 80% of maximum net exposure or
$22,500,000

BB-, BB, BB+ or equivalent Greater of 55% of maximum net exposure or
$7,500,000

Below BB- or equivalent 0

5.8.2 Any recommendation to move a market participant to “credit watch negative” by

any of the major bond rating agencies identified in the list referred to in

section 5.8.7 shall be deemed to automatically result in a one-notch reduction in
terms of the credit rating (for example, from BBB+ to BBB) of that market
participant for the purpose of determining the market participant’s prudential
support obligation.

5.8.3 Subject to section 5.8.6, the prudential support obligation for physical
transactions of a market participant may be reduced relative to the market
participant’s maximum net exposure for physical transactions, by an amount
equal to the monetary value ascribed, in accordance with section 5.8.4 or 5.8.5,
to the market participant’s historical good payment history in Ontario, which shall
be assessed by the 7ESO on the basis of:
5.8.3.1  evidence provided by the market participant as to the continuous
purchase of electricity by the market participant prior to the effective
date of the JESO-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 section 5.8.3.1 by the /£SO,
and

5.8.3.3  the market participant’s payment history in the JESO-administered
markets provided that the market participant’s payment history
includes no event of default.

5.8.4 The IESO shall determine the dollar amount of any allowable reduction in the
prudential support obligation for physical transactions of an unrated market
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participant, other than a distributor, by an amount equal to the monetary value

prescribed, by the table below:

Good Payment History Categories for Non-
Distributors

Allowable Reduction in Prudential Support

=6 years

Lesser of 50% of maximum net exposure or
$12,000,000

>5 years, <6 years

Lesser of 30% of maximum net exposure or
$7,500,000

>4, <5 years Lesser of 25% of maximum net exposure or
$6,000,000
>3, <4 years Lesser of 20% of maximum net exposure or
$4,500,000
>2, <3 years Lesser of 15% of maximum net exposure or
$3,000,000
<2 years 0
5.8.5 If the market participant is an unrated distributor, the IESO shall determine the

dollar amount of any allowable reduction in the market participant’s prudential
support obligation for physical transactions by an amount equal to the monetary

value prescribed, by the table below:

Good Payment History Categories for
Distributors

Allowable Reduction in Prudential Support

=6 years

Lesser of 80% of maximum net exposure or
$14,000,000

>5 years, <6 years

Lesser of 65% of maximum net exposure or
$9,000,000

>4, <5 years Les$s7er5 8{) 4:)500(/)0 of maximum net exposure or
23, <4 years Les$s€§=,,r0 88 ,3050060 of maximum net exposure or
22, <3 years Les$s4e,r5 8{) ,20%060 of maximum net exposure or
<2 years 0 —

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
subsection 145(1) of the Electricity Act, 1998 shall be deemed to include the

historical payment history of the distributor whose licence has been transferred
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5.8.6

5.8.7

5.8.8

SA.

to the transferee under such by-law. For purposes of this section 5.8.5, the
historical payment history of a distributor that is the successor at law to two or
more distributors, shall be deemed to include the historical payment history of
the predecessor distributors.

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, 5.8.1A, and 5.8.3:

5.8.6.1  subject to the last paragraph of section 5.8.5, a market participant
shall not be entitled to a reduction in its prudential support obligation
pursuant to section 5.8.3 using the payment history of an affiliate;

5.8.6.2  a market 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 a reduction in its prudential support obligation under
section 5.8.3; and

5.8.6.3 an energy trader shall not receive a reduction to its prudential support
obligation for physical transactions pursuant to section 5.8.1 until the
energy trader has conducted transactions for energy in the IESO-
administered markets for at least three previous energy market billing
periods.

For the purposes of this chapter, the JESO shall establish, maintain, update as
required and publish a list of major bond rating agencies eligible to provide the
credit ratings mentioned throughout.

The JESO shall reduce the prudential support obligation for physical transactions
of a distributor by an amount equal to 60% of the distributor’s collection of
prudential support, in the forms specified in section 5.7.2.1, 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, the distributor shall provide the ZESO with an
affidavit attesting to the amount of prudential support 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-bills held as prudential support. The IESO shall first deduct the
distributor’s collection of prudential support from the distributor’s customers
before applying any other prudential support obligation deductions in respect of
physical transactions.

[Intentionally Left Blank — Section
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SB.

5B.1

5B.1.1

5B.1.2

5B.2

5B.2.1

5B.2.2

5B.2.3

5B.2.4

Deleted]

Capacity Prudential Requirements

Purpose

This section 5B sets forth the nature and amount of capacity prudential support
that must be provided by market participants that are either capacity auction
participants or capacity market participants as a condition of delivering on a
capacity obligation, and the manner in which such market participants must
provide and maintain capacity prudential support on an on-going basis, in order
to protect the JESO and market participants from payment defaults.

The IESO shall review the capacity prudential support requirements set out in
this chapter at least once every three years, as part of the review of the
prudential support requirements pursuant to section 5.1.2.

Market Participant Obligations

Each market participant shall initially and continually satisfy the obligations set
forth in this section 5B.2 with regard to the provision of capacity prudential
support as a condition of delivering on a capacity obligation.

No market participant that is required to provide capacity prudential support shall
participate in the day-ahead market or real-time market or cause or permit
electricity to be conveyed into, through or out of the JESO-controlled grid unless
that market participant satisfies the requirements of this section 5B.2.

Each market participant shall provide to the /ESO, on an ongoing basis, such
information as the ZJESO may reasonably require for the purpose of determining
that market participant’s capacity prudential support obligation.

If capacity prudential support previously provided to the JESO by a market
participantis due to expire or terminate, and upon expiry or termination of the
existing capacity prudential support, the total capacity prudential support held by
the ZESO in respect of that market participant will be less than the market
participant’s capacity prudential support obligation, then at least ten business
days prior to the time at which the existing security is due to expire or terminate,
the market participant must provide to the JESO replacement capacity prudential
support which will become effective no later than the expiry or termination of the
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5B.2.5

5B.2.6

5B.2.7

5B.3

5B.3.1

5B.3.2

existing collateral, such that the total capacity prudential support provided is at
least equal to the market participant’s capacity prudential support obligation.

Where a market participant’s capacity prudential support obligation has been
reduced pursuant to section 5B.5 and the relevant credit rating is revised or the
relevant payment history has changed, such as to result in an increase in the
market participant’s capacity prudential support obligation, then within five
business days, the market participant must provide to the /£SO additional
capacity prudential support such that the total capacity prudential support
provided is at least equal to the market participant’s capacity prudential support
obligation when calculated on the basis of the revised credit rating or payment
history.

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

If the JESO draws upon part or all of a market participant’s capacity prudential
supportin accordance with MR Ch.3 s.6.3.3.2 and the remaining capacity
prudential support held by the JESO in respect of that market participant is less
than the market participant’s capacity prudential support obligation, the market
participant must, within five business days of receiving notice from the /£SO,
provide the JESO with additional capacity prudential support such that the total
capacity prudential support provided is at least equal to the market participant’s
capacity prudential support obligation.

Calculation of Capacity Prudential Support Obligations

The JESO shall determine, in accordance with the applicable market manual, for
each market participant, a capacity prudential support obligation for each
obligation period, based on a percentage of the highest monthly availability
payment, less any allowable reductions pursuant to section 5B.5.

The IESO shall review the capacity prudential support obligation of each market
participant as follows:

5B.3.2.1 prior to the start of each obligation period,

5B.3.2.2 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 capacity prudential support was
last calculated; or
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5B.3.2.3 as a result of either a change in or loss of a market participant’s credit
rating or good payment history reduction calculated in accordance
with section 5B.5.

5B.3.3 The JESO may change the capacity prudential support obligation for a market
participant at any time as a result of a review conducted pursuant to section
5B.3.2, and shall promptly notify the market participant of any such change. Any
change to a market participant’s capacity prudential support obligation shall
apply with effect from such time, not being earlier than the time of notification of
the change to the market participant, as the JESO may specify in the notice. The
market participant must supply the JESO, within five business days of the
effective date of the change, any additional capacity prudential supportthat may
be required as a result of an increase in the market participant’s capacity
prudential support obligation that results from such change.

5B.4 Obligation to Provide Capacity Prudential Support

5B.4.1 Each market participant must provide to the JESO and maintain capacity
prudential support, the value of which is at least equal to the market participant’s
capacity prudential support obligation. The aggregate value of the capacity
prudential support shall be equal to the value of the undrawn or unclaimed
amounts of capacity prudential support provided by the market participant.

5B.4.2 A market participant’s capacity prudential support obligation must be met
through the provision to the JESO and the maintenance of capacity prudential
support in the following form:

5B.4.2.1 a guarantee or irrevocable commercial letter of credit, which in both
cases must be in a form acceptable to the /£SO and provided by:

a. abank named in a Schedule to the Bank Act, S.C. 1991, c.46 with
a minimum long-term credit rating of “"A” from an JESO acceptable
major bond rating agency as identified in the list referred to in
section 5B.5.7; or

b. a credit union licensed by the Financial Services Commission of
Ontario with a minimum long-term credit rating of “A” from an
ITESO acceptable major bond rating agency as identified in the list
referred to in section 5B.5.7.

5B.4.3 The following provisions shall apply to a guarantee or irrevocable letter of credit
provided in section 5B.4.2.1:

5B.4.3.1 the letter of credit shall provide that it is issued subject to either The
Uniform Customs and Practice for Documentary Credits, 2007
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5B.4.4

5B.4.5

Revision, ICC Publication No. 600 or The International Standby
Practices 1998;

5B.4.3.2 the IESO shall be named as beneficiary in each letter of credit, each
letter of credit shall be irrevocable, 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 be in the face amount of at least
the amount specified by the JESG;

5B.4.3.3 the only conditions on the ability of the JESO to draw on the letter of
credit shall be the occurrence of an event of default by or in respect
of the market participant and a certificate of an officer of the JESO
that the Z/ESO s entitled to draw on the letter of credit, in accordance
with the provisions of the market rules in the amount specified in the
certificate as at the date of delivery of the certificate;

5B.4.3.4 the letter of credit shall either provide for automatic renewal (unless
the issuing bank advises the 7ESO at least thirty days prior to the
renewal date that the letter of credit will not be renewed) or be for a
term of at least one (1) year. In either case it is the responsibility of
the market participant to maintain the requisite amount of capacity
prudential support. Where the IESO 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 arrange for and deliver alternative capacity
prudential support within the time frame mandated by the market
rules so as to enable the market participant to be in compliance with
the market rules, and

5B.4.3.5 by including a letter of credit as part of its capacity prudential
support, the market participant represents and warrants to the /ESO
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.

For the purpose of section 5B.4.2.1, the JESO shall establish, maintain, and
publish a list of organizations eligible to provide the capacity prudential support
referred to in section 5B.4.2.1 and shall establish for each such eligible capacity
prudential support provider, an aggregate limit of the capacity prudential support
that may be provided by that capacity prudential support provider to market
participants. If aggregate limits are reached for any of these eligible
organizations, market participants will be required to obtain capacity prudential
support from other eligible organizations that are still within their respective
capacity prudential support limits.

In the event that the capacity prudential support provided by a market
participantis a greater amount than required by the market rules, the IESO shall,
upon written request by the market participant, return to the market participant
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5B.4.6

5B.4.7

5B.4.8

5B.4.9

an amount equal to the difference between the value of capacity prudential
support held by the IESO and the capacity prudential support obligation of the
market participant at that time. The 7E£SO 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 all circumstances, the ZESO shall return capacity prudential
supportonly after all payments and charges for the final month of a commitment
period have been settled.

The minimum terms and conditions that shall be included in the capacity
prudential support in accordance with section 5B.4.2.1 shall be as follows:

5B.4.6.1 capacity prudential support shall be obligations in writing;

5B.4.6.2 capacity prudential support shall constitute valid and binding
unsubordinated obligations to pay to the /£SO amounts in accordance
with its terms which relate to the obligations of the relevant market
participant under the market rules, and

5B.4.6.3  capacity prudential support shall permit drawings or claims by the
ITESO on demand to a stated certain amount, including partial
drawings or claims.

Upon the occurrence of an event of default, the IESO 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 capacity prudential support provided by the market
participant, include setting-off and applying any and all capacity prudential
support held against the indebtedness, obligations and liabilities of the market
participant to the JESO in respect of the participation by the market participant in
the day-ahead market or the real-time market, including the costs, charges,
expenses and fees described in section 5B.4.9.

Each of the remedies available to the JESO under the market rules or at law or in
equity is intended 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
IESO. The rights and remedies expressly specified in the market rules or at law
or in equity are cumulative and not exclusive. The JESO 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 capacity
prudential support provided by the market participant or any other remedy
available to the JESO 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.

The market participant agrees to pay to the /£SO forthwith on demand all
reasonable costs, charges, expenses and fees (including, without limiting the
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generality of the foregoing, legal fees on a solicitor and client basis) of or
incurred by or on behalf of the JESO in the realization, recovery or enforcement
of the capacity prudential support provided by the market participant and
enforcement of the rights and remedies of the JESO 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 the real-time market.

5B.5

5B.5.1

Reductions in Capacity Prudential Support Obligations

Subject to section 5B.5.2, the JESO may reduce the capacity prudential support

obligation of a rated market participant, other than a distributor, by an amount
equal to the monetary value prescribed by the table below, resulting from a

credit rating from a major bond rating agency identified in the list referred to in
section 5B.5.7 issued and in effect in respect of the capacity market participant.

Credit Rating Category using Standard and
Poor’s Rating Terminology

Allowable Reduction in Prudential Support

AA- and above or equivalent

100% of the capacity prudential support
obligation before allowable reductions

A-, A, A+ or equivalent

Greater of 90% of the capacity prudential support
obligation before allowable reductions or
$37,500,000

BBB-, BBB, BBB+ or equivalent

Greater of 65% of the capacity prudential support
obligation before allowable reductions or
$15,000,000

BB-, BB, BB+ or equivalent

Greater of 30% of the capacity prudential support
obligation before allowable reductions or
$4,500,000

Below BB- or equivalent

0

5B.5.1A

Subject to section 5B.5.2, the JESO may reduce the capacity prudential support

obligation of a rated distributor by an amount equal to the monetary value
prescribed by the table below, resulting from a credit rating from a major bond
rating agency identified in the list referred to in section 5B.5.7 issued and in
effect in respect of the capacity market participant.

Credit Rating Category using Standard and
Poor’s Rating Terminology

Allowable Reduction in Prudential Support

AA- and above or equivalent

100% of the capacity prudential support
obligation before allowable reductions
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Credit Rating Category using Standard and
Poor’s Rating Terminology

Allowable Reduction in Prudential Support

A-, A, A+ or equivalent

Greater of 95% of the capacity prudential support
obligation before allowable reductions or
$45,000,000

BBB-, BBB, BBB+ or equivalent

Greater of 80% of the capacity prudential support
obligation before allowable reductions or
$22,500,000

BB-, BB, BB+ or equivalent

Greater of 55% of the capacity prudential support
obligation before allowable reductions or
$7,500,000

Below BB- or equivalent

0

Any recommendation to move a market participant to “credit watch negative” by

any of the major bond rating agencies identified in the list referred to in

section 5B.5.7, shall be deemed to automatically result in a one-notch reduction
in terms of the credit rating (for example, from BBB+ to BBB) of that market
participant for the purpose of determining the market participant’s capacity

Where a market participant’s capacity prudential support obligation reflects a

reduction by reason of the market participant’s credit rating from a major bond
agency identified in the list referred to in section 5B.5.7, the market participant

shall advise the 7ESO in writing immediately upon the market participant
becoming aware of either a change in or loss of the then current credit rating or
the decision of the bond rating agency to place the market participant on “credit

Subject to section 5B.5.6, the JESO may reduce the market participant’s capacity
prudential support obligation in accordance with sections 5B.5.5 or 5B.5.5A
based on the market participant’s historical good payment history in the ZESO-
administered markets, provided that the market participant’s payment history

5B.5.2

prudential support obligation.
5B.5.3

watch status” or equivalent.
5B.5.4

includes no event of default.
5B.5.5
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Good Payment History Categories for Non-
Distributors

Allowable Reduction in Prudential Support

=6 years

Lesser of 50% of the capacity prudential support
obligation before allowable reductions or
$12,000,000

=5 years, <6 years

Lesser of 30% of the capacity prudential support
obligation before allowable reductions or
$7,500,000

>4, <5 years

Lesser of 25% of the capacity prudential support
obligation before allowable reductions or
$6,000,000

23, <4 years

Lesser of 20% of the capacity prudential support
obligation before allowable reductions or
$4,500,000

22, <3 years

Lesser of 15% of the capacity prudential support
obligation before allowable reductions or
$3,000,000

<2 years

0

5B.5.5A  The JESO shall determine the dollar amount of any allowable reduction in the
capacity prudential support obligation of an unrated distributor by an amount
equal to the monetary value prescribed, by the table below:

Good Payment History Categories for
Distributors

Allowable Reduction in Prudential Support

=6 years

Lesser of 80% of the capacity prudential support
obligation before allowable reductions or
$14,000,000

=5 years, <6 years

Lesser of 65% of the capacity prudential support
obligation before allowable reductions or
$9,000,000

>4, <5 years

Lesser of 45% of the capacity prudential support
obligation before allowable reductions or
$7,500,000

>3, <4 years

Lesser of 35% of the capacity prudential support
obligation before allowable reductions or
$6,000,000

>2, <3 years

Lesser of 25% of the capacity prudential support
obligation before allowable reductions or
$4,500,000

<2 years

0
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5B.5.6 The following restrictions shall apply to the provision of reductions in a market
participant’s capacity prudential support obligation as provided for under
sections 5B.5.1, 5B.5.1A, and 5B.5.4:

5B.5.6.1 a market participant shall not be entitled to a reduction in its capacity
prudential support obligation pursuant to section 5B.5.4 using the
payment history of an affiliate;

5B.5.6.2 a market participant that has a credit rating from a major bond rating
agency identified in the list referred to in section 5B.5.7 shall not be
entitled to a reduction in its capacity prudential support obligation
under section 5B.5.4; and

5B.5.6.3 a market participant’s reduction for either a credit rating or good
payment history reduction shall be reduced by the amount of any
reductions already granted to the market participant under section
5.8.

5B.5.7 For the purposes of this chapter, the /£SO shall establish, maintain, and publish
a list of major bond rating agencies eligible to provide the credit ratings
mentioned in this section 5B.

5C. Virtual Transactions

5C.1 Calculation of Participant Trading Limit, Default
Protection Amount and Maximum Net Exposure for
Virtual Transactions

Maximum Net Exposure

5C.1.1 The JESO shall determine, for each virtual trader, a maximum net exposure for
virtual transactions as the sum of the virtual trader’s trading limit for virtual
transactions and the virtual trader’s default protection amount for virtual
transactions.

Maximum Daily Trading Limit

5C.1.2 Each virtual trader intending to conduct virtual transactions shall determine and
submit to the ZESO, using forms and procedures as may be established by the
IESO in the applicable market manual, the absolute value of its maximum daily
trading limit (in MWh).

5C.1.3 The maximum daily trading limit submitted by a virtual trader under section
5C.1.2 shall be applicable for the current and all future billing periods until a
revised maximum daily trading limitis submitted by that virtual trader to the
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IESO in accordance with section 5C.1.2. If a virtual trader submits a maximum
daily trading limit pursuant to section 5C.1.2, that maximum daily trading limit
shall, subject to section 5C.1.4, supersede any previous maximum daily trading
limit, and the previous maximum daily trading limit shall not be applicable to any
such future billing periods.

5C.1.4 A virtual trader’s revised maximum daily trading limit submitted in accordance
with section 5C.1.3 shall take effect once the JESO confirms receipt of any
additional prudential support, as would be required based on the virtual trader’s
revised maximum daily trading /limit pursuant to the market rules.

Minimum Trading Limit

5C.1.5 The IESO shall establish a minimum trading limit for virtual transactions for each
virtual trader equal to the JESO’ estimate of the virtual trader’s net settlement
amounts, assuming two days of participation in the day-ahead market. The IESO
may use a greater number, up to and including seven days of participation in the
day-ahead market for the determination of a virtual trader’s minimum trading
limit for virtual transactions, if that virtual trader was subject to more than one
margin call per billing period.

Establishing Trading Limits for Virtual Transactions

5C.1.6 For virtual transactions, the IESO established minimum trading limit determined
in accordance with section 5C.1.5 shall be the trading limit for virtual
transactions for that virtual trader for the current or upcoming billing period.

Establishing Default Protection Amounts for Virtual Transactions

5C.1.7 The IESO shall, for each energy market billing period, establish a default
protection amount for virtual transactions for each virtual trader equal to the
IESO’ estimate of the virtual trader’s net settlement amounts, assuming seven
days of participation in the day-ahead market.

Requirement to Provide Prudential Support

5C.1.8 If a virtual trader’s maximum net exposure for virtual transactions, as calculated
by the IESQ, is zero or negative, the virtual trader is not required to provide any
form of prudential support for virtual transactions to the IESO. If a virtual
trader’s maximum net exposure for virtual transactions, as calculated by the
IESQ, is positive, the virtual trader must provide an amount of prudential support
to the JESO equal to its prudential support obligation for virtual transactions.
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Price Delta Used for Determining Minimum Trading Limit and Default Protection
Amount

5C.1.9 For purposes of calculating the minimum trading limit for virtual transactions and
the default protection amount for virtual transactions, the IESO shall determine
the price delta (A DAPyr, ARTPyr) as follows:

5C.1.9.1 The price delta (A DAPyr, ARTPyr) will be determined as the value
that is the percentile set out in the applicable market manual of the
following values ranked from lowest to highest:

a. In respect of all virtual transaction zones, the absolute value
of the difference between the day-ahead market virtual zonal
price and the hourly average real-time market virtual zonal
price of the same settlement hours for all settlement hours
within the immediately preceding three-year period.

5C.1.9.2 Until three years of historical data is available, the price delta (A
DAPyr, ARTPyr) shall be estimated by the 7/ESO based on relevant
proxies and deemed to mean the “interim price delta” (A DAPyr1,
ARTPyr1). The interim price delta may consider, but will not be limited
to the following:

a. shadow prices from the day-ahead commitment process and the
real-time market,

b. price delta information from day-ahead markets and real-time
markets in neighbouring electricity systems;

c. temporal weightings of the data used to calculate the price deltas
(ADAPvt, ART Pyt ).

5C.1.10 The JESO shall review the price delta referred to in section 5C.1.9, at least once
annually. The JESO shall modify the applicable price delta if it has increased or
decreased by 15% or more from the price delta used by the 7ESO.

5C.1.11  The IESO shall publish annually the price delta described in section 5C.1.9.

Reviewing and Modifying Trading Limits, Default Protection Amount and
Maximum Net Exposure

5C.1.12 The IESO may review the minimum trading limit, trading limit, default protection
amount and maximum net exposure, for virtual transactions, of each virtual
trader in circumstances that include:

5C.1.12.1 prior to the start of each energy market billing period:
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5C.1.13

5C.1.12.2 within two business days after a virtual trader’s actual exposure for
virtual transactions exceeds the virtual trader’s trading limit for virtual
transactions;

5C.1.12.3 within two business days after it receives notice of any changes to the
status of a virtual trader as compared to such status that was in
effect when the virtual trader’s maximum net exposure for virtual
transactions was last calculated if the JESO determines that the
change in such status would have a material impact on the virtua/
trader’s maximum net exposure for virtual transactions;,

5C.1.12.4 when the JESO has adjusted a virtual trader’s minimum trading limit,
if the virtual trader was subject to more than one margin call per
energy market billing period, pursuant to section 5C.1.4; and

5C.1.12.5 when the JESO has adjusted the price delta under section 5C.1.9.

5C.1.12.6 when a virtual trader submits a revised maximum daily trading limitin
accordance with section 5C.1.3.

The IESO may change the minimum trading limit, trading limit, default protection
amount, maximum net exposure or the prudential support obligation, for virtual
transactions, for a virtual trader at any time as a result of a review conducted
pursuant to section 5C.1.12 and shall promptly notify the virtual trader of any
such change. Any change to a virtual trader’s minimum trading limit, trading
limit, default protection amount, maximum net exposure or prudential support
obligation for virtual transactions 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 for virtual transactions to the virtual trader, as the IESO may
specify in the notice. The virtual trader must supply the ZESO, within five
business days of the effective date of the change, any additional prudential
support for virtual transactions that may be required as a result of an increase in
the virtual trader’s prudential support obligation that results from such change.

5C.2 Monitoring of Actual Exposure and Trading Limit for
Virtual Transactions

5C.2.1

If at any time the actual exposure for virtual transactions of a virtual trader that
is not authorized to conduct physical transactions, is equal to or exceeds 70%
and is less than 100% of the virtual trader’s trading limit for virtual transactions,
the ZESO shall inform the virtual trader of that fact. The virtual trader 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 its
trading limit. No interest shall be paid on any such payment.
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5C.2.2 If at any time the actual exposure for virtual transactions of a virtual trader that
is not authorized to conduct physical transactions, equals or exceeds the virtual
trader’s trading limit for virtual transactions, the IESO shall issue to the virtual
trader a margin call in respect of virtual transactions. Upon issuance of a margin
call, the IESO shall reject subsequent virtual trader bids and offers for virtual
transactions until the virtual trader satisfies the margin callin accordance with
section 5C.4.1;

5C.3 Calculation of Actual Exposure for Virtual Transactions

5C.3.1 For the purposes of sections 5C.2 and 5D.2.2, a virtual trader’s actual exposure
for virtual transactions shall be a dollar amount determined by the JESO each
business day, in accordance with the applicable market manual, and shall be
equal to:

5C.3.1.1 the aggregate of:

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

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

5C.3.1.2 less the aggregate of:

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

b. the JESO’s reasonable estimate of the aggregate hourly and non-
hourly settlement amounts payable to the virtual trader in respect of
virtual transactions which have already occurred in the current billing
period.

5C.3.2 The IESO shall publish daily, a price delta for the purposes of calculating the
daily cumulative actual exposure for virtual transactions. This price delta will be
determined as the value that is the percentile set out in the applicable market
manual of the following values ranked from lowest to highest:
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5C.3.2.1 Inrespect of each virtual transaction zone, the absolute value of the
difference between the day-ahead market virtual zonal price and the
hourly average real-time market virtual zonal price of the same
settlement hours for all settlement hours within the following days:

a. the 30 days immediately prior to trading day for which the price
delta is being published;

b. the trading day that is exactly 1 year prior to the trading day for
which the price delta is being published]

C. the 30 days immediately prior to and the 30 days immediately
following the trading day referred to in subsection b;

d. the trading day that is exactly 2 years prior to the trading day for
which the price delta is being published; and

e. the 30 days immediately prior to and the 30 days immediately
following the trading day referred to in subsection d.

5C.3.3 Notwithstanding section 5C.3.2, until the requisite amount of historical data is
available, the price delta shall be determined by the /£SO using the same
methodology as described in section 5C.3.2 except using shadow prices from the
day-ahead commitment process and the rea/-time market as necessary to ensure
the requisite amount of data is included in the determination of the price delta.

5C.4. Margin Call Requirements for Virtual Transactions

5C.4.1 A virtual trader that is not also authorized to conduct physical transactions must
satisfy a margin call in respect of virtual transactions within the time prescribed
in section 5C.4.3 by paying a portion of the amount payable or which will
become payable in respect of the previous or current energy market billing
period, in accordance with MR Ch.9, in an amount sufficient to reduce the virtual
trader’s actual exposure for virtual transactions to no more than the dollar
equivalent of 75% of the virtual trader’s trading limit for virtual transactions. No
interest shall be paid on such payments.

5C4.2 The time within which a margin call in respect of virtual transactions must be
satisfied under section 5C.4.1 shall be by 4:00 pm on the second business day
following the date of the margin call.

5C4.3 For the purposes of the market rules, a payment made pursuant to
section 5C.4.2 shall be applied first to the amount outstanding for virtua/
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 virtual transactions in respect of which there
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5C.4.4

is an amount outstanding under the market rules and so on until there is no
excess.

Upon receipt of a margin call payment in respect of virtual transactions in
accordance with section 5C.4.1, the JESO shall reinstate the virtual trader’s
ability to conduct virtual transactions.

5C.5 Obligation to Provide Prudential Support for Virtual
Transactions

5C.5.1

5C.5.2

5C.5.3

Each virtual trader must meet its obligation under this section 5C to provide and
maintain prudential support for virtual transactions by providing to the /£SO and
maintaining prudential support, the value of which is equal to the virtual trader’s
prudential support obligation for virtual transactions.

A virtual trader’s prudential support obligation for virtual transactions must be
met through the provision to the JESO and the maintenance of prudential
supportin one or more of the following forms:

5C.5.2.1 a guarantee or irrevocable commercial letter of credit, which in both
cases must be in a form acceptable to the /£SO and provided by:

a. a bank named in a Schedule to the Bank Act, S.C. 1991, c.46
with a minimum long-term credit rating of “"A” from a major
bond rating agency as identified in the list referred to in
section 5C.5.3; or

b. a credit union licensed by the Financial Services Regulatory
Authority of Ontario with a minimum long-term credit rating of
“A” from a major bond rating agency as identified in the list
referred to in section 5C.5.3.

For the purposes of sections 5C.5.2.1, the JESO shall establish, maintain, update
as required and publish a list of organizations eligible to provide the prudential
support referred to in sections 5C.5.2.1 and shall establish, for each such eligible
prudential support provider, an aggregate limit of the prudential support that
may be provided by that prudential support provider to virtual traders. If
aggregate limits are reached for any of these eligible organizations, virtual
traders will be required to obtain prudential support from other eligible
organizations that are still within their respective prudential support limits.

5C.6 Reductions in Prudential Support Obligations for Virtual
Transactions
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5C.6.1 Subject to the 7ESO’s approval, a virtual trader that is a market creditor based on
its physical transactions as a generator, that has achieved market creditor status
in its most recent six energy market billing periods, may receive a reduction to its
prudential support obligation for virtual transactions as calculated by the 7ESO,
by an amount up to 75% of the average amount that the JESO owes to the
virtual trader during the relevant six billing periods.

5D. Prudential Support for Market Participants Authorized to
Conduct Both Physical Transactions and Virtual Transactions

5D.1 Purpose and Application

5D.1.1 This section 5D shall apply to a market participant that is authorized to conduct
both physical transactions and virtual transactions.

5D.2 Calculation of Consolidated Actual Exposure and
Consolidated Trading Limit

5D.2.1 The consolidated actual exposure of a market participant shall be the sum of the
market participant’s actual exposure for physical transactions in accordance with
section 5.5 and the actual exposure for virtual transactions in accordance with
section 5C.3.

5D.2.2 The consolidated trading limit of a market participant shall be the sum of the
market participant’s trading limk for physical transactions in accordance with
section 5.3 and the trading limit for virtual transactions in accordance with
section 5C.1.5.

5D.3 Monitoring of Consolidated Actual Exposure and
Consolidated Trading Limit

5D.3.1 If at any time the consolidated actual exposure of a market participant is equal
to or exceeds 