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Electricity
Market Operator

’M o Independent Market Rule Amendment Submission

Thisformisused to request an amendment to, or clarification of, the Market Rules. Please complete
thefirst four parts of thisform and submit the completed form by email or fax to the following:

Email Address. Rule.Amendments@thelMO.com
Fax No.: (416) 506-2847 Attention: Market Rules Group

Subject: Market Rule Amendment Submission

All information submitted in this process will be used by the IMO solely in support of its obligations
under the Electricity Act, 1998, the Ontario Energy Board Act, 1998, the Market Rules and associated
policies, standards and procedures and its licence. All submitted information will be assigned the
confidentiality classification of “public” upon receipt. Y ou should be aware that the IMO will publish
this amendment submission if the Technical Panel determines it warrants consideration and may
invite public comment.

Terms and acronyms used in this Form that are italicized have the meanings ascribed thereto in
Chapter 11 of the Market Rules.

PART 1 -SUBMITTER’'SINFORMATION

Please enter contact information in full

Name: IMO Staff.

(if applicable) Market Participant / Market Participant Class:
Metering Service Provider No. *:

Telephone: 416-506-2801 Fax: 416-506-2847

Email Address: rule.amendments@theimo.com

PART 2 — MARKET RULE AMENDMENT SUBMISSION | NFORMATION

Subject: Prudential Requirements

Title: Limit Use of Cash to Meet Prudential Support Obligation

Nature of request (pleaseindicatewith X): _X Alteration___Deletion___Addition
Clarification

Chapter: 2 Appendix: Sections: 5.7.2

Sub-sections proposed for amending/clarifying: 5.7.2; 5.7.5

! This number is a maximum of 12 characters and does not include any spaces or underscore.
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PART 3 — DESCRIPTION OF THE | SSUE

Provide a brief description of the issue and reason for the proposed amendment. If possible, provide a
gualitative and quantitative assessment of the impacts of the issue on you and the IMO-administered
markets. Include the Chapter and Section number of the relevant market rules.

The Technical Panel hasidentified that accepting cash to satisfy a prudential support obligation
(“PSO”) isnot a secure form of collateral and thus poses afinancial risk to the electricity marketplace
and its participants. Specifically, in the event of a bankruptcy of a market participant that provided
cash to satisy its PSO, the IMO could be forced to return the cash collateral to the bankrupt participant
or itscreditors. This could result in adefault levy to the marketplace for the equivalent amount only if
the billsremain unpaid. Furthermore, such other costs as legal and staff time would be incurred to
attempt recovery of the cash. These costs would also be borne by all participants.

Currently, there are 28 participants posting $13.2 million of cash collateral to satisfy atotal PSO to the
market of $25.2 million (the difference is satisfied through other forms of acceptable). The IMO has
spoken with each of the 28 participants asking specifically if they would be able to use an dternative
means to satisfy their obligation. For the majority, aletter of credit or treasury bills would not be
particularly difficult. However, approximately half the group cited that they would either not be ableto
post anything other than cash or that it would cause undue burden to them. Many of these participants
are quite small (PSO under $200,000) and they are not normally involved with sophisticated financia
arrangements. For example, one participant’s PSO is $418, and another’sis $2,140. All of these
factors were taken into consideration when developing solutions to mitigate the risk.

The IMO considered not accepting cash from any participant but eliminated this solution on the basis
that it could be costly for the smaller MPs and that some would simply not be able to comply. The
IMO also considered continuing to accept cash from all participants but would mitigate the risk by
“perfecting” its security interest in the cash. This solution was investigated but was also eliminated due
to the very significant administrative cost and burden for participants and the IMO. Thefina
recommended sol ution blends some aspects of the two aforementioned aternatives arriving at a
compromise that ba ances risk mitigation and the needs of certain participants.

The IMO recommends that it grandfather the existing rule that allows cash to be posted as collateral to
ONLY those participants who are currently using cash as ameans to satisfy their PSO | F their PSO is
and remains $200,000 or less. The $200,000 level was chosen for three important reasons. The first
being that it captures those participants that we believe would suffer undue burden and/or would not be
able to comply with market rules that would not allow the use of cash. Secondly, the probability is
very small that all participants within this group would become insolvent at the same time therefore
should a default occur and the monies not be available to the IMO, the default levy would be limited to
$200,000 to be shared by all remaining participants. And finally, the aggregate exposure would be
significantly reduced and capped at approximately $1.3 million. Grandfathering to current cash users
only allows the obvious benefit of not increasing the risk to the market in future years.
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PART 4 — PROPOSAL (BY SUBMITTER)

Provide your proposed amendment. If possible, provide suggested wording of proposed amendment.

In order to reduce the market risk associated with accepting cash as a means of meeting prudential
support obligation, the market rules should be amended to only permit market participants that meet al
of the following criteriato be able to provide cash to meet their prudential support obligation:

The market participant currently provides cash to meet their prudential support obligation; and

The market participant’s prudential support obligation currently is, and remainsin the future, less
than or equal to $200,000.

PART5—-FoRIMOUSE ONLY

Technical Panel Decision on Rule Amendment Submission
MR number: MR-00280-Q00

Date submitted to Technical Panel: August 24, 2004

Accepted by Technical Panel as.__X General___Urgent Date: August 24, 2004
Minor ’ '
(please indicate with X)

Criteriafor acceptance: It identifieswaysto smplify the market and/or reduce participant or
IMO costs. Inthe event of a bankruptcy of a market participant that provided cash to satisfy its
Prudential Support Obligation, thismarket rule amendment reduces the probability and the size
of a default levy being applied to the marketplace.

Priority: Medium

Criteriafor assigning priority: The pervasiveness of the problem. Theimplications of the IMO
not being ableto draw upon a cash deposit from a market participant in the event of a payment
default by the participant potentially impacts all market participants because of an increasing
risk of a need for theimposition of a default levy.

Not accepted (please indicate with X):

Clarification/inter pretation required (please indicate with X):

Technical Panel minutesreference: IMOTP 148-1

Technical Panel Comments:
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