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Sub-sections proposed for amending: 5.3.8A, 5.3B8R10, 5.3.10A, 5.3.10B, and 5.3.11
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

Provide a brief description of the following:

* The reason for the proposed amendment and the trapabelESO-administered markeifsthe
amendment is not made.

» Alternative solutions considered.

* The proposed amendment, how the amendment addtess@sove reason and impact of the
proposed amendment on lEESO-administered markets

Summary

This amendment proposes to modify the prudentigbstt obligations for Market Participants in
accordance with the recommendations containedm@ki-23 Prudential Review Report as approved
by the IESO Board at its meeting on April 26, 2007.

The specific amendments in this proposal are to:

« Obligate the IESO to establish and review its pbiasis used to calculate maximum net
exposure on an annual basis, taking into considergtice information published by the OEB

« Obligate the IESO to modify its price basis if tirderlying reference price changes by 159
or more from the previous value used by the IES€atoulate prudentials.

o

« Permit a metered market participant, under spekcdanditions, to request the IESO modify
their minimum trading limit and default protectiamount reflecting physical bilateral
contracts registered with the IESO

« Obligate the IESO, provided the metered markeigpant has met specified conditions, to
incorporate the impact of physical bilateral coatsavhich have been registered with the
IESO on the calculation of the minimum trading limnd default protection amount for
investment grade market participants.

All of the above amendments are contained within-B0R12-R00.

» Give the IESO discretion over the terms of a bamkgntee, and define acceptable institutions
as a bank named in a Schedule to the Bank Actcoedit union licensed by the Financial
Services Commission of Ontario (FSCO), in eithesedaaving a specified minimum long-teqm
credit rating from an IESO approved credit ratiggracy. (Please refer to MR-00212-R01)

* Increase the maximum amount for affiliate guaramfee both distributors and non-
distributors, consistent with the revised unsecuaredit limits in section 5.8. (Please refer t
MR-00212-R01)

A=)

* Increase the unsecured credit limits for credihgs and good payment history for both
distributors and non-distributors. (Please refdvi®-00212-R02)

These proposed changes in this specific amendmertha related amendments MR-00212-R01-R02
will result in net savings to market participant$600,000 as outlined in the SE-23 Prudential Bev

Report.
It is also proposed to add sub-headings to impreader understanding of this section of the market
rules.
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

Background

In 2006, as part of the IESQO’s continuing effodgeduce the financial burden to those participgitin
the IESO administered-markets (IAM), a review (Rex) of the physical market prudential framewark
was initiated. The Review was undertaken to assbssher the current prudential requirements are
reasonable and whether there are opportunitiesdiace the prudential burden while not unduly
exposing market participants to risk.

The finding of the Review is that the current pmiid system requires market participants to previd
more prudential support than is reasonably necgssar

At its meeting on April 26, 2007 the IESO Board:
» Approved the recommendations made in the SE-23dPtiad Review Report;

» Directed IESO Management to amend or develop mauket consistent with those
recommendations for IESO Board of Director appr@tdheir September 7, 2007 meeting;

» Directed IESO Management to amend market manudlsnaplement the recommendations |n
2007,

» Directed IESO Management to conduct a review oRbal-time Market prudential
framework at least once every three years; and

» Directed IESO Management to undertake a reviemeHRinancial Market prudential
framework as part of the Day-Ahead Market undentgkir separately as warranted.

The final report on the Review can be found onlE#&O web-site at the following location:

http://www.ieso.ca/imoweb/pubs/consult/se23/se237P2313-Prudential-Review-Report.pdf

In accordance with the IESO Board’s approval ofrtfmmmendations contained within the SE-23
Prudential Review Report it is proposed to modify market rules in Section 5 Chapter 2.

For further information please refer to MR-002126Q0
Discussion

In order to implement the IESO Board’s policy dawison the provision of prudential support in
IESO-administered markets it is proposed that theket rules be modified in the following manner:

Amend Chapter 2, section 5.3 (Calculation of Pgodiet Trading Limit, Default Protection Amount
and Maximum Net Exposure) by:

* Inserting section 5.3.8A to permit a metered magaaticipant with a credit rating of BBB- ¢
higher to request that their minimum trading liraitd default protection amount reflect physical
bilateral contracts registered with the IESO predidhey submit to the IESO the quantity and
duration of the applicable physical bilateral caotrand that they notify the IESO immediately
upon a change in the quantity or duration of thesmal bilateral contract including its
termination. Immediate notification is required tat the IESO can review and, if necessary
adjust the market participant’'s minimum tradingitiand default protection amount.

=

* Inserting section 5.3.8B to specify that provided tonditions of section 5.3.8A are met the IESO
would be obligated to determine the metered mapketicipant’s prudential support obligation
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

assuming all energy injected or withdrawn is trated through the real-time market net of engrgy
quantities associated with the physical bilatemitacts but ignoring any assignments of hourly
uplift components for those contracts.

These rules are a result of recommendation 7 13aI5E-23 report.

The Report is not explicit in the application oisthecommendation to metered market
participants (MMPs) only because of how the pruidéstipport obligation (PSO) calculation
methodology is applied specifically to the minimtnading limit of a MMP versus a non-
metered market participant (NMMP).

For a MMP the IESO determines the minimum trading limitdsgimating the net settlement
amounts (total of payments owed by the MMP lessaangunts owed to the MMP by the
IESO) incurred in the real-time market assuming (@ays of market activity and (ii) that all
energy injected or withdrawn is transacted throtinghreal-time market. This means that the
impact of any physical bilateral contract or phgsigllocation data is NOT included in the
determination of the minimum trading limit. The nmmum trading limit is based on the
expected energy withdrawals or injections as showthe revenue wholesale meter.

« Whereas, for a NMMRvhere metered data is not available, such as ketesr the minimum
trading limit is determined as 25% of the estimatetisettlement amounts for the upcoming
billing period where the settlement amounts aretam the average of the three most recent
billing periods If the NMMP has a physical bilateral contractstanding it will be reflected in
those settlement amounts and thus the PSO goimgufdiwill accurately reflect the exposure
to the IESO administered market. Therefore, the NMdlready experiences the benefit of
reduced PSO as a result of PBC’s, albeit on a thbgsis.

* Modify section 5.3.10 to include reference to thiegbases derived in accordance with the
proposed new section 5.3.10A. The proposed seBta0A is critical to the IESO’s estimation of
net settlement amounts for market participantseasnibed in section 5.3.10;

* Inserting section 5.3.10A obligating the IESO te etectricity price information published by the
OEB to establish the IESO price basis for calcntathe minimum trading limit and default
protection amount (recommendation 5.3 — 3 of S|R&fort);

* Inserting section 5.3.10A.1 to specify which OERerence price the IESO should use as its price
basis for a metered market participant that isandistributor (recommendation 5.3 — 2 of SE-23
Report);

* Inserting section 5.3.10A.2 to specify which OERerence price the IESO should use as its price
basis for a metered market participant that issaiidutor (recommendation 5.3 — 1 of SE-23
Report);

* Inserting section 5.3.10B to obligate the IESOddgrm an annual review of the price basis used to
calculate the minimum trading limit and the defqutitection amount. The IESO would also be
obligated to modify its price basis if it has chaddy 15% or more from the previous price basis
used by théESOto calculate the minimum trading limit and defguibtection amount
(recommendation 5.3 — 4 of SE-23 Report).

* Insert section 5.3.11.5 to specify another conaitinder which the IESO is obligated to review a
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

market participant’s: minimum trading limit (wheapplicable); the trading limit; the default
protection amount; and maximum net exposure. ifhdase the additional condition is when the
IESO has adjusted its price basis under sectiat @33

Although the OEB’s forecast is available semi-attiguthe IESO believes an annual review is
sufficient to manage the risk exposure and thatfiegjuent reviews will save market participants
administrative burden including associated coBts. the same reason, small adjustments to the pr
basis should also be avoided; thus, the recommiendaftthe 15% materiality threshold. Throughou
the consultation, stakeholders expressed full sumbdess frequent changes to their prudentiapsuip
obligation wherever possible. The IESO did noeree any written feedback to the contrary.

—~ O
()

PART 4—PROPOSEDAMENDMENT
5.3 Calculation of Participant Trading Limit, Default
Protection Amount and Maximum Net Exposure

5.3.1 TheESOshall determine, for eacharket participantsubject to section 5.6.5, a
maximum net exposues the sum of thearket participant’drading limitand
themarket participant’default protection amount

Self-Assessed Trading Limit

5.3.2 Subject to section 5.3.3, eawhrket participanshall determine and submit to the
IESQ using forms and procedures as may be establshdte|ESOin the
applicablemarket manualthe amount of itself-assessed trading linat least 7
business daygrior to the start of angnergy market billing perigceven if that
self-assessed trading lim# zero.

5.3.2.1 [Intentionally left blank]

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

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

5.3.2A.1 [Intentionally left blank]

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

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

5.3.3 Theself-assessed trading lindubmitted by anarket participanunder section
5.3.2 shall be applicable for all futueeergy market billing periodsntil a
revisedself-assessed trading lim& submitted by thaharket participanto the
IESOin accordance with the provisions of section 5.3fzamarket participant
submits aself-assessed trading linpursuant to section 5.3.2, tlsaif-assessed
trading limit shall, as of the nex@nergy market billing perigdsupersede any
previousself-assessed trading limdnd the previouself-assessed trading limit
shall not be applicable to any such futarergy market billing periods

Minimum Trading Limit

5.34 Subject to section 5.6.5, tiEeSOshall establish eninimum trading limifor each
market participants follows:

5.3.4.1  thaninimum trading limifor ametered market participashall be
equal to thdESO’sestimate of thenetered market participantiset
settlement amountsexcluding estimatesettlement amounts
associated with thenergy forward markeind estimatedettlement
amountsassociated with @ansmission rightassuming 7 days of
participation in theeal-time markeand assuming a#nergyinjected
or withdrawn is transacted through tleal-time market ThelESO
may use a greater number, up to and including 48, dd
participation in theeal-time markefor the determination of metered
market participant'sminimumtrading limitif that metered market
participantwas subject to more than omargin callperenergy
market billing period provided that any suahargin callis not the
result of a price spike;

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

5.3.4.2  thaninimum trading limifor amarket participanthat is not a
metered market participashall be equal to 25% of thESO’s
estimate of thenarket participant’netsettlement amounter the
upcomingenergy market billing periadin estimating this net
settlement amounthelESOshall, subject to section 5.3.4.3, use an
average of the actual nettlement amounter the 3 most recent
energy market billing perioda which thatmarket participanhas
transacted in theeal-time market ThelESOmay use a greater
percentage, up to and including 100%, of the esédraarket
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participant’snetsettlement amountsr the determination of market
participant’s minimum trading limiif that market participanivas
subject to more than omeargin callperenergy market billing periqd
provided that any suatmargin callis not caused by a price spike; and
a. [Intentionally left blank]

b. [Intentionally left blank]

5.3.4.3  thaminimum trading limifor amarket participanthat is not a
metered market participamtho has not transacted for at least
3 months in theeal-time marketshall be equal to 25% of thearket
participant’sestimate of its netettlement amourfior the upcoming
energy market billing periadSuch amarket participanshall provide
to thelESQ an estimate of its neettlement amourior the upcoming
energy market billing periodt least business daygrior to the start
of applicableenergy market billing periadThelESOmay adjust the
market participant’s minimum trading limatt any time if thamarket
participant’sactual nesettlement amounter the currenbilling
periodare projected to differ significantly from the eséte provided.

5.3.4A  [Intentionally left blank]
5.3.4A.1 [Intentionally left blank]

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

5.3.4B [Intentionally left blank]
5.3.4B.1 [Intentionally left blank]

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

ii. [Intentionally left blank]

d. [Intentionally left blank]
e. [Intentionally left blank]
i. [Intentionally left blank]

ii. [Intentionally left blank]

5.3.4B.2 [Intentionally left blank]
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a. [Intentionally left blank]

o

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

ii. [Intentionally left blank]

o

[Intentionally left blank]

@

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

ii. [Intentionally left blank]

[Intentionally left blank]

Establishing Market Participant Trading Limit

5.3.5 Upon receipt of market participant’s self-assessed trading liomtder section
5.3.2, thdESOshall use the greater of the following two amodatghatmarket
participant’s trading limitfor the upcomingenergy market billing periad
5.3.5.1  thamarket participant’'s minimum trading limfior thatenergy market

billing periodas determined pursuant to section 5.3.4; or
5.3.5.2  thamarket participant’s self-assessed trading lisubmitted under
section 5.3.2.

5.3.6 If amarket participantdoes not provide self-assessed trading limitithin the
timelines specified in section 5.3.2, tiEESOshall use the greater of the following
two amounts for thanarket participant’s trading limitor the upcomingenergy
market billing period
5.3.6.1  thamarket participant’'s minimum trading limfior thatenergy market

billing periodas determined pursuant to section 5.3.4; or
5.3.6.2  thamarket participant’s trading limiin effect for the currergnergy
market billing period
5.3.6.3 [Intentionally left blank]
5.3.6.4 [Intentionally left blank]
5.3.6.5 [Intentionally left blank]

5.3.6A [Intentionally left blank]
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Once anarket participant’s trading limihas been established pursuant to section

5.3.5 or 5.3.6, thaharket participanis not permitted to change or request a
change to thatrading limit during the upcomingnergy market billing periad

Establishing Market Participant Default Protection Amount

5.3.8

TheESOshall, for eaclenergy market billing perigdestablish aefault
protection amountor eachmarket participants follows:

5.3.8.1  for anetered market participanits default protection amoursthall be
equal to thdESO’sestimate of thenetered market participantiset
settlement amounter thatenergy market billing perigeexcluding
estimatedsettlement amountssociated with thenergy forward
marketand estimatedettlement amountssociated with a
transmission rightassuming 21 days of participation in teal-time
marketand assuming aénergyinjected or withdrawn is transacted
through theeal-time marketand

5.3.8.2  for anarket participanthat is not anetered market participanthe
default protection amoursthall be equal to th@inimum trading limit
for thatmarket participantor thatenergy market billing periods

determined by thEESOpursuant to section 5.3.4.2 or section 5.3.4.3,

as applicable.

Adjusting Trading Limit and Default Protection Amou nt for Physical Bilateral Contracts

5.3.8A

A metered market participantith a credit rating of BBB- or higher, subject to

5.3.8B

any adjustment under section 5.8.2, may requestiitsnum trading limitand
default protection amourtte calculated removing tlemergyquantities associated
with the participant’sphysical bilateral contractsegistered with théESO
provided it submits to thEESOthe quantity and duration of the applicable
physicalbilateral contractsand it notifies theESOimmediately upon a change i
the quantity or duration of thghysical bilateral contractscluding the
termination of any of the contracts.

If the conditions of 5.3.8A are met iEESOshall determine thmetered market

participant’s minimum trading limianddefault protection amourgssuming all
enerqyinjected or withdrawn is transacted throubb real-time marketet of
energyguantities associated with thgsieysical bilateral contracts

Requirement to Provide Prudential Support

5.3.9

If amarket participant’s maximum net exposuas calculated by tHESQ is
zero or negative, thmarket participants not required to provide any form of

prudential supporto thelESQ If a market participant’'s maximum net exposure

as calculated by tH&SQ is positive, thenarket participanmust provide an
amount ofprudential supporto thelESOequal to itrudential support
obligation
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Price Bases Used for Determining Minimum Trading Lmit and Default Protection Amount

5.3.10

5.3.10A

ThdESOshall estimate the nsettlement amounfer amarket participant
referred to in sections 5.3.4 and 5.3.8 initialsed on information provided to
thelESOby themarket participantn its application for authorization to
participateand subsequently using such information asE$Omay reasonably
require for that purpose and, in each case, opribe bases referred to in
5.3.10A, and théESO'’s estimated market pricés all other applicable charges
for the relevanenergy market billing periad

Whencalculating theminimum trading limitand thedefault protection amourfior

5.3.10B

metered market participanis sections 5.3.4.3.8and 5.3.8Bespectively, the
IESOshallestablish andiseas its price basis the following

5.3.10A.1 for anetered market participamther than alistributor, the
applicableRequlatedPrice Plan supply cost or its equivalent published
by theOEB; or

5.3.10A.2 for anetered market participaniat is adistributor, theapplicable
Requlated Price Conventional Meter Tier 1 pricé®equivalent
published by th®©EB.

ThdESOshall annually review each price basis referreit ®ection 5.3.10A

ThelESOshall modifythe applicable price badisit has increased or decreased
by 15% or more from the price basis used byiEHE£O.

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

5.3.11

Exposure

ThdESOshall review theninimum trading limitvhere applicable, and the
trading limit, default protection amour@ndmaximum net exposuoé each
market participangs follows:

5.3.11.1 prior to the start of eaehergy market billing perigd

5.3.11.2 within twdbusiness dayafter amarket participant’s actual exposure
exceeds th&ading limit for thatmarket participarit

5.3.11.3 within twdbusiness dayafter it receives notice of any changes to the
status of anarket participantas compared to such status that was in
effect when thenarket participant’s maximum net exposwas last
calculated if theESOdetermines that the change in such status would
have a material impact on thearket participant’s maximum net
exposureand

5.3.11.4 when thEESOhas adjusted market participant’s minimum trading
limit pursuant to section 5.3.4.3nd

5.3.11.5 when th#=ESOhas adjusted its price basis under section 5.3.10B
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5.3.12 ThdESOmay change theinimum trading limittrading limit, default protection
amount maximum net exposuce theprudential support obligatiofor amarket
participantat any time as a result of a review conductedyamntsto section
5.3.11 and shall promptly notify tmearket participanof any such change. Any
change to anarket participant’s minimum trading limirading limit, default
protection amountmaximum net exposuce prudential support obligatioshall
apply with effect from such time, not being eartiean the time of notification of
the changednhinimum trading limittrading limit, default protection amount
maximum net exposucg prudential support obligatioto themarket participant
as thdESOmay specify in the notice. Timearket participaninust supply the
IESQ within five business daysf the effective date of the change, any additiona
prudential supporthat may be required as a result of an increatieeimarket
participant’sprudential support obligatiothat results from such change.

PART 5—IESO BOARD DECISION RATIONALE

The changes will reduce the credit carrying castsrfarket participants while maintaining an
acceptable risk of the imposition of a default levy
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Market Rule Amendment Proposal

PART 1-MARKET RULE INFORMATION

Identification No.: MR-00212-R0O1

Subject: | Prudential Support

Title: Revisions to Prudential Support Obligations
Nature of Proposal: X Alteration [ ] Deletion [ ] Addition
Chapter: 2 Appendix:

Sections: 5.7

Sub-sections proposed for amending:

5.7.2.1,28.,75.7.3A, 5.7.4, 5.7.4A

PART 2—-PROPOSAL HISTORY —PLEASE REFER TO MR-00212-R00

Version Reason for Issuing

Version Date

Approved Amendment Publication Dat

1%

Approved Amendment Effective Date:
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

Provide a brief description of the following:

* The reason for the proposed amendment and the trapabelESO-administered markeifsthe
amendment is not made.

» Alternative solutions considered.
* The proposed amendment, how the amendment addtess@sove reason and impact of the
proposed amendment on lEESO-administered markets

Summary

This amendment proposes to modify the prudentigbstt obligations for Market Participants in
accordance with the recommendations containedmik-23 Prudential Review Report.

The changes are to permit the IESO to have discretver the terms of a bank guarantee, and define
acceptable institutions as a bank named in a Sthéalthe Bank Act, or a credit union licensed g 1
Financial Services Commission of Ontario (FSCOgkither case having a specified minimum long-
term credit rating from an IESO approved creditigagency.

In addition it is also proposed to cap the amotiat guarantee that can provided to a market
participant, which is not a distributor, by an kde and to specify in a separate section theicgige
affiliate guarantee caps for a market participhat ts a distributor.

Background

For further information please refer to MR-002120Rhd/or the SE-23 Prudential Review Report
which can be found at the following link:

http://www.ieso.ca/imoweb/pubs/consult/se23/se23-20070313-Prudential-Review-Report.pdf

Discussion
It is proposed to amend section 5.7.2 in the falhgamanner:

* Modify section 5.7.2.1 to obligate the market mapint to provide a guarantee in a form
which is acceptable to the IESO; market participame currently obligated to provide a lette
of credit in a form acceptable to the IESO. Thifoivs recommendation 12.3 from the SE-23
report.

=

* Modify section 5.7.2.1 to specify that a bank watlong-term credit rating of A from a major
bond rating agency is an acceptable provider oheket participant’s prudential support. This
was identified in recommendation 9.3 from the SHR2port.

-

* Modify section 5.7.2.1 to include credit unionstthave a minimum long-term credit rating d
“A” from a major bond rating agency as being eligito provide a market participant’s
prudential support. This was identified in recomuategtion 9.3 from the SE-23 Report

Page 14 of 29 Public IMO-FORM-1087 v.11.0
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

The amount that a guarantor can guarantee is degdrin exactly the same manner as a publicly rated
market participant’s reduction in prudential sugp®determined; by its credit rating and assodiate
reductions under the market rules. Therefore, whermmount of an allowable reduction changes fpr
any category of credit rating for market particifgaiso must a commensurate change occur for a
guarantor. The SE-23 Report did not directly agsltbe need to adjust the guarantor caps, however,
these changes are a direct result of the SE-23rRepecommendations on the need to modify the
reductions in prudential support obligations pesihie for credit ratings.

In accordance with the above it is also proposexhtend section 5.7.4 of the market rules in the
following manner:

* Modify the table in section 5.7.4 for market papants who are not distributors to ensure that
the amount that a guarantor can guarantee is ne amaro less than a publicly rated market
participant receives as a reduction. This sectiast be amended to reflect any changes made
to Section 5.81. and 5.8.1A (please see MR-00212-R0

* Insert a new section 5.7.4A to specify for markatipipants who are distributors that the
amount that a guarantor can guarantee is no mdes®than a publicly rated market
participant receives as a reduction. This newi@ed$ consistent with the SE-23 Report in
regard to the conclusion that local distributiompanies should continue to be treated
differently from other aspects of the prudentiahfiework. For further information on the
proposed changes to credit ratings please refdR@0212-R02.

PART 4 — PROPOSEDAMENDMENT

5.7 Obligation to Provide Prudential Support

5.7.1 Eachmarket participantmust meet its obligation under this section 5 wvjte
and maintairprudential supporby providing to thdESOand maintaining
prudential supportthe value of which is equal to thearket participant’s
prudential support obligation

5.7.2 Amarket participant’s prudential support obligatiomust be met through the
provision to thdESOand the maintenance pfudential supportn one or more
of the following forms:

5.7.2.1  aguarantee or irrevocable commercialrlefteredit
in a form acceptable to thHESOand;-provided by

a bank named in a Schedule to Bank Act S.C. 1991, c.48
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5.7.2.2  aguarantee in a form acceptable tdEB® provided by a person,
other than asffiliate of themarket participanthaving a credit rating
from a major bond rating agency identified on tisereferred to in
section 5.8.7;

5.7.2.3  marketable securities in the form of Caaadbovernment treasury
bills. Such treasury bills shall be valued as adheir current market
value less 2 percent to take into account the piatearoding effects of
interest rate increases;

5.7.2.4  subject to section 5.7a4d 5.7.4\, a guarantee in a form acceptable to
the[ESOprovided by a person that is affiliate of themarket
participantand that has a credit rating from a major bonchgati
agency identified on the list referred to in sectt8.7; and/or

5.7.2.5  cash deposits made with B8EODby or on behalf of thenarket
participant provided that thatharket participanimeets the following
criteria:

a. themarket participantvas already meeting ifgudential support
obligationin whole or in part through a cash deposit on
November 4, 2004; and

b. themarket participant’s prudential support obligatievas less
than or equal to $200,000 on November 4, 2004 amains less
than or equal to $200,000 thereafter.

5.7.3 For the purposes of sections 5.7.2.1 an@.2,thelESOshall establish,
maintain, update as required goublisha list of organizations eligible to provide
the prudential supporteferred to in sections 5.7.2.1 and 5.7.2.2 amadl sh
establish, for each such eligilpeudential supporprovider, an aggregate limit of
the prudential supporthat may be provided by thptudential supporprovider
to market participantslf aggregate limits are reached for any of thegghdé
organizationsgnarket participantsill be required to obtaiprudential support
from other eligible organizations that are stiltlum their respectiverudential
supportlimits.

5.7.3A  Where anarket participant’grudential support obligatiors reduced pursuant to
| section 5.8.1r 5.8.1A, thelESOshall not accept a guarantee fromediliate of
themarket participanpursuant to section 5.7.2.4, unlessrtierket participant
provides a letter from the applicable major bortthgpagency identified in the
list referred to in section 5.8.7, stating thatttlve ratings are not directly linked
and are stand alone ratings in relation to eacéroth

5.7.3B ThelESOshall not accept a guarantee fromadfiliate of themarket participant
pursuant to section 5.7.2.4 if th#iliate is also anarket participantand has
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obtained a reduction of its owmudential support obligatiopursuant to section
5.8.1.

5.7.4 For market participantsother than aistributor, Subjeetsubjectto sections
5.7.3A and 5.7.3B thE=ESOshall not accept a guarantee fronratedaffiliate of
themarket participanpursuant to section 5.7.2.4 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 Terminology by Affiliate
AAA-and-above-oreguivalent 100% ofmaximum-het-exposuai-albmarket

U7 ekl
AA- FAA-AA+oreguivaleniind above or Greaterof85%00% of maximum net exposure
equivalent or-$25,000,000f all market participants

guaranteed bwgffiliate

A-, A, A+ or equivalent Greater of/585% of maximum net exposuog
$12,500,0025,000,000f all market participant
guaranteed bgiffiliate

\v2)

BBB-, BBB, BBB+ or equivalent Greater 05060% of maximum net exposuog
$510,000,000 of almarket participants
guaranteed bwgffiliate

Below BBB-oreguivaleri3B-, BB, BB+ or OGreater of 25% afmaximum net exposuoe

equivalent $3,000,000 of alinarket participantguaranteed
by affliate

Below BB- or equivalent 0

5.7.4A Fordistributors subject to sections 5.7.3A and 5.7.3BI#80shall not accept a
quarantee from eatedaffiliate of themarket participanpursuant to section
5.7.2.4 where the value of the guarantee exceedslibwing:

Credit Rating Cateqgory of Affiliate using Maximum Amount which May be Guaranteed
Standard and Poor’s Rating Terminology by Affiliate

AA- and above or equivalent 100% ofmaximum net exposuod all market
participantsquaranteed baffiliate

A-, A, A+ or equivalent Greater of 90% ofnaximum net exposuos
$30,000,000 of alnarket participantguarantee

by affiliate

BBB-, BBB, BBB+ or equivalent Greater of 75% ofmaximum net exposuos
$15,000,000 of alinarket participantgjuarantee
by affiliate

BB-, BB, BB+ or equivalent Greater of 50% ofnaximum net exposuos
$5,000,000 of alinarket participantguaranteed

o

()
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by affiliate

| Below BB- or equivalent 0

5.7.5

The minimum terms and conditions that shalincluded in thgrudential
supportshall be as follows:

5.7.5.1 prudential supporprovided in accordance with sections 5.7.2.1,
5.7.2.2 and 5.7.2.4 shall be obligations in wrifing

5.7.5.2  prudential supporprovided in accordance with sections 5.7.2.3 and
5.7.2.5 shall be obligations reflected in a writtestrument in a form
acceptable to thE=SQ

5.7.5.3 prudential supporprovided in accordance with sections 5.7.2.1,
5.7.2.3 and 5.7.2.5 shall constitute valid and inigdinsubordinated
obligations to pay to thEESOamounts in accordance with its terms
which relate to the obligations of the relevardrket participanunder
themarket rulesand

5.7.5.4 prudential supporprovided in accordance with sections 5.7.2.1 to
5.7.2.5 shall permit drawings or claims by tB&Oon demand to a
stated certain amount.

PART 5—IESO BOARD DECISION RATIONALE —PLEASE REFER TO MR-00212-R00
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

Provide a brief description of the following:

* The reason for the proposed amendment and the trapabelESO-administered markeifsthe
amendment is not made.

» Alternative solutions considered.

* The proposed amendment, how the amendment addtess@sove reason and impact of the
proposed amendment on lEESO-administered markets

Summary

This amendment proposes to modify the prudentigbstt obligations for Market Participants in
accordance with the recommendations containedmik-23 Prudential Review Report.

Specifically it is proposed to modify the crediting reductions permissible for market participants
who are not distributors and modify the creditngtieductions permissible for market participant®y
are distributors.

<

Also, it is proposed to modify the IESO’s obligatito deem automatically the reduction of a market
participant’s credit rating upon the recommendat@émove a market participant to credit watch statu
by any of the major bond rating agencies recogniZéds was not referenced in the SE-23 Prudential
Review Report therefore a discussion on this isspeovided below.

For further information please refer to MR-002120R0

Background

For further information please refer to MR-002120Rhd/or the SE-23 Prudential Review Report
which can be found at the following link:
http://www.ieso.ca/imoweb/pubs/consult/se23/se23-20070313-Prudential-Review-Report.pdf

Discussion

It is proposed to amend section 5.8.1 by speciftinag the table for reductions in prudential suppor
obligations for credit ratings is applicable to keirparticipants who are not distributors in aceock
with SE-23 Report Recommendation 6.3. It is pregdosithin the body of the table to:

» Specify that credit ratings AA- and above all reegthe same reduction which is 100% of
maximum net exposure.

» Specify that credit ratings A-, A, A+ or equivalemtl be eligible for a reduction which is the
greater of 85% of maximum of net exposure or $25 @00

* Specify that credit ratings BBB-, BBB, BBB+ or egalent will be eligible for a reduction
which is the greater of 60% of maximum of net expesr $10,000,000.

» Specify that credit ratings BB-, BB, BB+ or equieal will be eligible for a reduction which i$
the greater of 25% of maximum net exposure or $B30WD.

» Specify that credit ratings BB- or equivalent wibt be eligible for any reduction in prudentia
support.
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

It is proposed to insert a new section 5.8.1A idclg a table which will specify the permissible
reductions in prudential support obligations faedit ratings for market participants who are

distributors in accordance with SE-23 Report Recenhation 6.3. It is proposed within the body of
the table to:

» Specify that credit ratings AA- and above all reegthe same reduction which is 100% of
maximum net exposure.

» Specify that credit ratings A-, A, A+ or equivalenitl be eligible for a reduction which is the
greater of 90% of maximum of net exposure or $30,@00

» Specify that credit ratings BBB-, BBB, BBB+ or egalent will be eligible for a reduction
which is the greater of 75% of maximum of net expesr $15,000,000.

» Specify that credit ratings BB-, BB, BB+ or equigal will be eligible for a reduction which i
the greater of 50% of maximum net exposure or H0WD.

"4}

» Specify that credit ratings BB- or equivalent wiit be eligible for any reduction in prudentia
support.

It is also proposed to amend section 5.8.2 to §pdw conditions under which the IESO shall be
obligated to automatically reduce a market paréict{s credit rating by “one-notch” rather than by
“one category”. This amendment is not a recommioilancluded in the Report. The term “one
category” is not the correct term to use in thisecand has resulted in the IESO having to apply far
stricter sanctions than was originally intendedon® category reduction due to being placed onitcred
watch negative can result in a participant havangdst up to 50% more prudential support until the
credit rating agency makes it final determinatidm.most cases, a credit rating agency moves cred
ratings by notches (i.e. from BBB to BBB-) not bjele categories. The IESO believes the existing
rule is not appropriate and it could create mateegative implications for market participants.

—

It is also proposed to modify sections 5.8.4 ai@d®by converting the existing obligations,
permissions, and authorities into an easy-to-rabk twhich is comparable to the tables found in
sections 5.8.1 and 5.8.1A. During the stakehaleeiew process it was suggested to the IESO that
these sections could be easily converted into sablenake it easier for the reader to understarat wh
the rules actually say. The IESO strongly agreéls aur stakeholders and thus has modified this
section to also include format changes as well.

It is proposed to amend section 5.8.6 to referéme@ew proposed table in section 5.8.1A. The
restrictions stated in section 5.8.6 should alquyaip the new table in section 5.8.1A.

It is also proposed to amend section 5.8.7 to §pdwt for all purposes set out in this chaptethef
market rules the IESO shall establish, maintaialatg as required and publish a list of major bond
rating agencies eligible to provide the creditrrgs.

PART 4—PROPOSEDAMENDMENT
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5.8 Reductions in Prudential Support Obligations

5.8.1 Subject to section 5.8.2, threidential support obligationf aratedmarket
participant other than alistributor,may be reduced relative to thearket
participant's maximum net exposurg an amount equal to the monetary value

| aprescribed, by the tablgetforthbelow, to a credit rating from a major bond
rating agency identified in the list referred tosection 5.8.7 issued and in effect
in respect of thenarket participant

Credit Rating Category using Standard and Allowable Reduction in Prudential Support

Poor’s Rating Terminology

AAA-and-above-oreguivalent 100% ofmaxdmum-net-exposure

AA--AA-AA+or and above oequivalent 100% ofmaximum net exposuéereater-of-85%
of maximum-net-exposume-$25.000.000

A-, A, A+ or equivalent Greater 0f/5%85% of maximum net exposuce
$12,500,0025,000,000

BBB-, BBB, BBB+ or equivalent Greater 050%60% of maximum net exposuce
$5,000,0000,000,000

BB-, BB, BB+ or equivalent Greater of 25% ofmaximum net exposuce
$3,000,000

BelowBBB- or equivalent 0

5.8.1A Subject to section 5.8.2, tbeudential support obligationf arateddistributor
may be reduced relative to thmrket participant’s maximum net exposbgean
amount equal to the monetary vaprescribed, by the table below, to a credit
rating from a major bond rating agency identifiadhe list referred to in
section 5.8.7 issued and in effect in respect ®frthrket participant

Credit Rating Cateqgory using Standard and Allowable Reduction in Prudential Support

Poor’s Rating Terminology

AA- and above or equivalent 100% ofmaximum net exposure

A-, A, A+ or equivalent Greater of 90% ofmaximum net exposupe
$30,000,000

BBB-, BBB, BBB+ or equivalent Greater of 75% ofmaximum net exposupe
$15,000,000

BB-, BB, BB+ or equivalent Greater of 50% ofmaximum net exposupe
$5,000,000

Below BB- or equivalent 0
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5.8.2 Any recommendation to movenarket participanto “credit watch
statugegativé by any of the major bond rating agencies ideatifin the list |
referred to in section 5.8.7 shall be deemed toraatically result in a one-
notchrating-categoy reduction in terms of the credit ratifigr examplefrom
BBB+ to BBB) of thatmarket participanfor the purpose of determining the
market participant’s prudential support obligation

5.8.2A  The operation of section 5.8.2 shall be endpd fodistributorsas of
November 19, 2002, until February 14, 2003 or wsudh other date as may be
determined by a resolution of tHeSO Board The management of thESO
shall monitor and report to tHESO Boardon the credit situation afistributors
and othemarket participantand thdESO Boardshall modify the suspension of
section 5.8.2 (or, if appropriate, shall expandstepe of the suspension) if the
credit situation changes in a way that makes suntifination desirable.

5.8.3 Subject to section 5.8.6, ghreidential support obligatiof amarket participant
may be reduced relative to thearket participant’s maximum net exposare
where applicable, relative to the otherwise appliearudential support
obligationcalculated in accordance with section 5.3.4B, bgmount equal to
the monetary value ascribed, in accordance wittiseb.8.4 or 5.8.5, to the
market participant’shistorical good payment history in Ontario, whgitall be
assessed by tHESOon the basis of:

5.8.3.1  evidence provided by thearket participants to the continuous
purchase of electricity by thmarket participanprior to the effective
date of thdESO-administered marketsiring which time no call for
collateral was issued to thaarket participanto protect the supplier
from the risk of a payment default by tmaarket participant;

5.8.3.2  verification of the evidence referred teattion 5.8.3.1 by th&SQ,
and

5.8.3.3  thamarket participant’spayment history in thlEESO-administered
marketsprovided that thenarket participant'gpayment history
includes ncevent of default

5.84 TheESOshall determine the dollar amount of any allowakuction in the
prudential supporbbligationof an unratedmarket participantother than a
distributor, ir-accordance-with-the-fellewindpy an amount equal to the monetaty
valueprescribed, by the table below:

Good Payment History Categories for Non- Allowable Reduction in Prudential Support
Distributors
>6 years Lesser of 40% ofmaximum net exposunE
$6,000,000
>5 years <6 years Lesser of 25% ofnaximum net eXposuoE
$5,000,000
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>4, <5 years Lesser of 20% ofnaximum net exposuce
$4,000,000

>3, <4 years Lesser of 15% ofnaximum net eXpoSsuos
$3,000,000

>2, <3 years Lesser of 10% ofnaximum net eXposuns
$2,000,000

<2 years 0

5.8.5 If themarket participants an unrateddistributor, thelESOshall
determine the dollar amount of any allowable reiducin themarket
participant’s prudential suppombligationby an amount equal to the

monetary valu@rescribed, by the table below:accordance-with-the

tobomemay
Good Payment History Categories for Allowable Reduction in Prudential Support
Distributors
>6 years Lesser of 70% ofmaximum net exposunE
$7,000,000
>5 years, <6 years Lesser of 60% ofmaximum net exposunE
$6,000,000
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>4, <5 years Lesser of 40% ofmaximum net exposunE
$5,000,000

>3, <4 years Lesser of 30% ofnaximum net eXposunE
$4,000,000

>2, <3 years Lesser of 20% ofhaximum net eXposune
$3,000,000

<2 years 0

For purposes of this section 5.8.5, the histopegiment history of distributor
that is the transferee under a transfer by-law npaglsuant to subsection 145(1)
of theElectricity Act, 199&hall be deemed to include the historical payment

history of thedistributor whose license has been transferred to the traesfer
under such by-law. For purposes of this secti@mb5the historical payment
history of adistributor that is the successor at law to two or mdigtributors
shall be deemed to include the historical paymestoty of the predecessor
distributors
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5.8.6 The following restrictions shall apply to fm@vision of reductions in market
participant’s prudential support obligatioas provided for under sections 5,8.1
5.8.1A, and 5.8.3:

5.8.6.1 subject to the last paragraph of sectiBrbbamarket participanshall
not be entitled to a reduction in pisudential support obligation
pursuant to section 5.8.3 using the payment hisitbanaffiliate; and

5.8.6.2  amarket participanthat has a credit rating from a major bond rating
agency identified in the list referred to in sent®8.7 shall not be
entitled to a reduction in ifgrudential support obligationnder
section 5.8.3.

| 5.8.7 For the purposes séection5-#-2.2,-5-7-2-4,5-84nrd-5:8-this chapterthelESO
shall establish, maintain, update as requiredparudisha list of major bond
rating agencies eligible to provide the creditrrgsimentioned throughouit.

5.8.8 TheESOshall reduce thprudential support obligationf adistributor by an
amount equal to 60% of thkéstributor’s collection ofprudential supportin the
forms specified in section 5.7.2.1, 5.7.2.2, 53.8r 5.7.2.4, from the
distributor'scustomers. In order to qualify for this reductiomprudential
support obligatiorthedistributor shall provide théESOwith an affidavit
attesting to the amount pfudential supporbf the types specified in this section
which thedistributor has collected from its customers attached to whictvay
of exhibits shall be copies of bank statements &mgpany cash deposits and any
applicable letters of credit, guarantees, or Gawemt of Canada T-bills held as
prudential support ThelESOshall first deduct thdistributor’s collection of
prudential supportrom thedistributor’s customers before applying any other
prudential support obligatiodeductions.

PART 5—1ESO BoARD DECISION RATIONALE —PLEASE REFER TO MR-00212-R00
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

Provide a brief description of the following:

* The reason for the proposed amendment and the trapabelESO-administered markeifsthe
amendment is not made.

» Alternative solutions considered.

* The proposed amendment, how the amendment addtess@sove reason and impact of the
proposed amendment on lEESO-administered markets

Summary

This amendment proposes to create an obligatiothéolESO to review the prudential support
requirements at least once every three years.

At its meeting on April 26, 2007 the IESO Boardedted IESO Management to conduct a review o
the Real-time Market prudential framework at leaste every three years. This recommendation i
not contained directly in the SE-23 Prudential RevReport. The Stakeholder Advisory Committe
(SAC) at its April 4, 2007 meeting reviewed the ZBEReport and recommended to the IESO Boar
that a review of the prudential requirements shé@ldonducted by the IESO every two to three years.

(D0 ==

Background

For further information please refer to MR-002120R{hd/or the SE-23 Prudential Review Report
which can be found at the following link:
http://www.ieso.ca/imoweb/pubs/consult/se23/se23-20070313-Prudential-Review-Report.pdf

Discussion

In order to implement the IESO Board’s directiorisitproposed to insert a new subsection 5.1.2 to
specify that the IESO shall review the prudentigdport requirements at least once every three years
and that the first review shall be completed nerlétan September 1, 2010.
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PART 4 — PROPOSEDAMENDMENT

5.1 Purpose

51.1 This section 5 sets forth the nature and atnaiprudential supporthat must be
provided bymarket participants@s a condition of participation in tiheal-time
marketsor of causing or permitting electricity to be ceged into, through or out
of thelESO-controlled gridand the manner in whiaharket participantsnust
provide and maintain sugirudential supporbn an on-going basis in order to
protect thdESOandmarket participantsrom payment defaults.

5.1.2 ThelESOshall review therudential supporteqguirements set out in this chaptef at
least once every three years. The first revievil Beacompleted no later than

September 30, 2010.

PART 5—1ESO BoARD DECISION RATIONALE —PLEASE REFER TO MR-00212-R00
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