
 

41858937.7  
41862144.1  

  

 

Attachment 1 

 

EXHIBIT IA  

ISO NEW ENGLAND FINANCIAL ASSURANCE POLICY FOR  MARKET 

PARTICIPANTS  

 

Table of Contents 

 

VII.  ACCEPTABLE FORMS OF FINANCIAL ASSURANCE ..............................................83 

 A. Cash Deposit ..........................................................................................................83 

B. Letter of Credit .......................................................................................................85 

C. Corporate Guaranty ................................................................................................85 

1. Requirements for Non-Foreign Guarantors ...............................................89 

2. Requirements for Foreign Guarantors .......................................................91 

D. United States Treasury Obligations .................................................................... 93A 

 



 

41858937.7  
41862144.1  

- 2 -  

 

EXHIBIT IA  

 

ISO NEW ENGLAND FINANCIAL ASSURANCE POLICY FOR  

MARKET PARTICIPANTS  

 

II.  FINANCIAL ASSURANCE REQUIREMENTS FOR NON -MUNICIPAL 

APPLICANTS AND N ON-MUNICIPAL MARKET PARTICIPANTS  

A. Proof of Financial Viability for Non -Municipal Applicants  

Each Non-Municipal Applicant must, with its membership application and at its own 

expense, submit proof of financial viability, as described below, satisfying the ISO requirements 

to demonstrate the Non-Municipal Applicantôs ability to meet its obligations.  Each Non-

Municipal Applicant that intends to establish a Credit Limit of greater than $0 under Section 

II.B.2 below must submit to the ISO: (i) all current rating agency reports from Standard and 

Poorôs (ñS&Pò), Moodyôs and/or Fitch (collectively, the ñRating Agenciesò); and (ii) audited 

financial statements for the two most recent years, or the period of its existence, if less than two 

years, and unaudited financial statements for its last concluded fiscal quarter if they are not 

included in such audited annual financial statements.  These unaudited statements must be 

certified as to their accuracy by a Senior Officer
1
 of such Non-Municipal Applicant and must 

include in each case, but are not limited to, the following information: balance sheets, income 

statements, statements of cash flows and notes to financial statements, annual and quarterly 

reports, and 10-K, 10-Q and 8-K Reports.
2
  Each Non-Municipal Applicant, whether or not it 

intends to establish a Credit Limit, must submit to the ISO:  (i) at least one (1) bank reference 

                                                 
1
 For purposes of this Policy, ñSenior Officerò means an officer of the subject 

Applicant or Market Participant with the title of vice president (or similar office) or higher, or 

another officer designated in writing to the ISO by that officer. 
2
 If any of the above-mentioned financial statements are available on the Internet, 

the Applicant may provide instead a letter to ISO stating where such statements may be located 

and retrieved by ISO or its designee. 
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and three (3) utility company credit references, or in those cases where a Non-Municipal 

Applicant does not have three (3) utility company credit references, three (3) major trade payable 

vendor references may be substituted; and (ii) relevant information as to any known or 

anticipated material lawsuits, as well as any prior bankruptcy declarations by the Non-Municipal 

Applicant, or by its predecessor(s), if any; and (iii) a completed ISO credit application.  In the 

case of certain Non-Municipal Applicants, some of the information and documentation described 

in items (i) and (ii) of the immediately preceding sentence may not be applicable or available, 

and alternate requirements may be specified by the ISO or its designee in its sole discretion.  The 

ISO will not begin its review of a Non-Municipal Market Participantôs credit application or the 

accompanying material described above until it receives that Non-Municipal Market 

Participantôs application fee. 

The ISO shall prepare a report, or cause a report to be prepared, concerning the financial 

viability of such Non-Municipal Applicant. In its review of each Non-Municipal Applicant, the 

ISO or its designee shall consider all of the information and documentation described in the 

immediately preceding paragraph.  All costs incurred by the ISO in its review of the financial 

viability of a Non-Municipal Applicant shall be borne by such Non-Municipal Applicant and 

paid at the time that such Non-Municipal Applicant is required to pay its first annual fee under 

the Participants Agreement.  The report for each Non-Municipal Applicant shall be completed 

within three (3) weeks of the ISOôs receipt of that Non-Municipal Applicantôs completed 

application and application fee and shall be provided to the Participants Committee or its 

designee and the affected Non-Municipal Applicant. 
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C. Financial Assurance Requirement for Non-Municipal Market Participant  

Each Non-Municipal Market Participant that provides the ISO with financial assurance pursuant 

to this Section II must provide the ISO with financial assurance in one of the forms described in 

Section VII below and in an amount equal to the amount required in order to avoid suspension 

under Section II.D below (the ñNon-Municipal Financial Assurance Requirementò).  A Non-

Municipal Market Participantôs Non-Municipal Financial Assurance Requirement shall remain in 

effect as provided herein until the later of (a) 120 days after termination of the Non-Municipal 

Market Participantôs membership or (b) the end date of all FTRs awarded to the Non-Municipal 

Market Participant and the final satisfaction of all obligations of the Non-Municipal Market 

Participant providing that financial assurance; provided, however that financial assurances 

required by this Policy related to potential billing adjustments chargeable to a terminated Non-

Municipal Market Participant shall remain in effect until such billing adjustment request is 

finally resolved in accordance with the provisions of the ISO New England Billing Policy.  

Furthermore and without limiting the generality of the foregoing, (i) any portion of a financial 

assurance provided under this Policy that relates to a Disputed Amount (as defined in the ISO 

New England Billing Policy) shall not be terminated or returned prior to the resolution of such 

dispute, even if the Non-Municipal Market Participant providing such financial assurance is 

terminated or voluntarily terminates its MPSA and otherwise satisfies all of its obligations to the 

ISO and (ii) the ISO shall not return or permit the termination of any financial assurance 

provided under this Policy by a Non-Municipal Market Participant that has terminated its 

membership or been terminated to the extent that the ISO determines in its reasonable discretion 

that that financial assurance will be required under this Policy with respect to an unsettled 

liability or obligation owing from that Non-Municipal Market Participant. 
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D. Credit Test Calculations, Notice and Suspension from the New England 

Markets 

1. Credit Test Calculations and Notices 

b. 90 Percent Test 

When a Non-Municipal Market Participantôs Obligations equal 90 percent (90%) of that 

Non-Municipal Market Participantôs Credit Test Amount, then, in addition to the actions to be 

taken when the Non-Municipal Market Participantôs Obligations equal 80 percent (80%) of its 

Credit Test Amount, the ISO shall issue notice thereof to such Non-Municipal Market 

Participant, and if such condition continues to exist five Business Days after the date of such 

notice, the ISO shall issue notice thereof to the NEPOOL Budget and Finance Subcommittee and 

to all members and alternates of the Participants Committee. 

c. 100 Percent Test 

When a Non-Municipal Market Participantôs Obligations equal 100 percent (100%) of that Non-

Municipal Market Participantôs Credit Test Amount, then, in addition to the actions to be taken 

when the Non-Municipal Market Participantôs Obligations equal 80 percent (80%) and 90 

percent (90%) of its Credit Test Amount, (i) the ISO shall issue notice thereof to such Non-

Municipal Market Participant, (ii) that Non-Municipal Market Participant shall be immediately 

suspended from submitting Increment Offers and Decrement Bids until such time that its 

Obligations are less than its Credit Test Amount, and (iii) if such condition continues to exist 

through 12:00 p.m. Eastern Time on the next Business Day, (a) the event shall be a Financial 

Assurance Default (defined in Section VII below); (b) the ISO shall issue notice thereof to such 

Non-Municipal Market Participant, to the NEPOOL Budget and Finance Subcommittee, and to 

all members and alternates of the Participants Committee and the New England governors and 
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utility regulatory agencies, and (c) such Non-Municipal Market Participant shall be suspended 

from: (1) the New England Markets, as provided below; (2) receiving transmission service under 

any existing or pending arrangements under the Tariff or scheduling any future transmission 

service under the Tariff; (3) voting on matters before the Participants Committee and NEPOOL 

Technical Committees; (4) entering into any future transactions in the FTR system; and (5) 

submitting an offer of NewNon-Commercial Capacity (as defined in Section V below) in any 

Forward Capacity Auction or any reconfiguration auction in the Forward Capacity Market (each 

a ñReconfiguration Auctionò), in each case until, in the case of activity in New England Markets, 

the scheduling and receipt of transmission service, entering future transactions in the FTR 

system, and submitting offers of NewNon-Commercial Capacity in Forward Capacity Auctions 

and Reconfiguration Auctions, such Non-Municipal Market Participantôs Obligations are less 

than 100% of its Credit Test Amount; provided, however, (i) if any Non-Municipal Market 

Participantôs Obligations reach 100 percent of its Credit Test Amount solely because its 

Investment Rating or the Investment Rating of its Guarantor (as hereinafter defined) is 

downgraded by one grade, then (x) for five Business Days after such downgrade, such 

downgrade shall not by itself cause a change to such Non-Municipal Market Participantôs Credit 

Test Amount and (y) no notice shall be sent and none of the other actions described in this 

Section II.D.1.c. shall occur with respect to such downgrade if such Non-Municipal Market 

Participant cures such default within such five Business Day period; and (ii) if any Non-

Municipal Market Participantôs Obligations reach 100 percent of its Credit Test Amount solely 

because the rating of the bank issuing a letter of credit on its behalf hereunder is downgraded 

below the requisite corporate debt rating, then (x) for ten Business Days after such downgrade, 

such downgrade shall not by itself cause a change to such Non-Municipal Market Participantôs 
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Credit Test Amount and (y) no notice shall be sent and none of the other actions described in this 

Section II.D.1.c.shall occur with respect to such downgrade if such Non-Municipal Market 

Participant cures such default within such ten Business Day period. 

2. Suspension from the New England Markets 

a. General 

The suspension of a Non-Municipal Market Participant, and any resulting annulment, 

termination or removal of OASIS reservations, removal from the settlement system and the FTR 

system, suspension of the ability to offer NewNon-Commercial Capacity in the Forward 

Capacity Market, forfeiture of FTRs, drawing down of financial assurance and rejection of 

Increment Offers and Decrement Bids, shall not limit, in any way, the ISOôs right to invoice or 

collect payment for any amounts owed (whether such amounts are due or becoming due) by such 

suspended Non-Municipal Market Participant under the Transmission, Markets and Services 

Tariff. or the ISOôs right to administratively submit an offer of a Market Participantôs Non-

Commercial Capacity in any Forward Capacity Auction or any Reconfiguration Auction.  

In addition to the notices provided herein, the ISO will provide any additional 

information required under the ISO New England Information Policy. 

Each notice issued by the ISO pursuant to this Section D shall indicate whether the 

subject Non-Municipal Market Participant has a registered load asset.  If the ISO has issued a 

notice pursuant to this Section D and subsequently the subject Non-Municipal Market 

Participantôs Obligations fall below the applicable percentage of its Credit Test Amount, such 

Non-Municipal Market Participant may request the ISO to issue a notice stating such fact.  

However, the ISO shall not be obligated to issue such a notice unless, in its sole discretion, the 
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ISO concludes that such Non-Municipal Market Participantôs Obligations fall below the 

applicable percentage of its Credit Test Amount.   

Notwithstanding the foregoing, if a Non-Municipal Market Participantôs Obligations 

equal or exceed 90 percent (90%) of its Credit Test Amount as a result of one or more Increment 

Offers or Decrement Bids submitted by that Non-Municipal Market Participant and, but for such 

Increment Offers and/or Decrement Bids, such Non-Municipal Market Participant would be in 

compliance with this Policy, a notice will not be issued.  

If a Non-Municipal Market Participantôs Obligations equal or exceed 100 percent (100%) 

of its Credit Test Amount as a result of one or more Increment Offers or Decrement Bids 

submitted by that Non-Municipal Market Participant and, but for such Increment Offers and/or 

Decrement Bids, such Non-Municipal Market Participant would be in compliance with this 

Policy, a notice will be issued only to such Non-Municipal Market Participant, and such Non-

Municipal Market Participant shall be ñsuspendedò as described below.  

Any such suspension as a result of one or more Increment Offers or Decrement Bids 

submitted by a Non-Municipal Market Participant shall take effect immediately upon submission 

of such Increment Offers and/or Decrement Bids to remain in effect until such Non-Municipal 

Market Participant is in compliance with this Policy, notwithstanding any provision of this 

Section D to the contrary. 

If a Non-Municipal Market Participant is suspended from the New England Markets in 

accordance with the provisions of this Policy, then the provisions of this Section D shall control 

notwithstanding any other provision of the Transmission, Markets and Services Tariff to the 

contrary.  A suspended Non-Municipal Market Participant shall have no ability so long as it is 

suspended (i) to be reflected in the ISOôs settlement system, including any Bilateral 
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Transactions, as either a purchaser or a seller of any Market Products (other than (A) 

ExistingCommercial Capacity and (B) NewNon-Commercial Capacity during the NewNon-

Commercial Capacity Cure Period, as defined in Section V below) that cause such Suspended 

Non-Municipal Market Participant to incur a financial obligation in the ISOôs settlement system 

or any liability to the ISO, NEPOOL, or the Market Participants, (ii) to submit Demand Bids, 

Decrement Bids or Increment Offers in the New England Markets, or (iii) to submit Newoffers 

for Non-Commercial Capacity offers in any Forward Capacity Auction or Reconfiguration 

Auction.  Any transactions, including Bilateral Transactions with a suspended Non-Municipal 

Market Participant (other than transactions for (A) ExistingCommercial Capacity and (B) 

NewNon-Commercial Capacity during the NewNon-Commercial Capacity Cure Period) that 

cause such suspended Non-Municipal Market Participant to incur a financial obligation in the 

ISOôs settlement system or any liability to the ISO, NEPOOL, or the Market Participants and any 

Demand Bids, Decrement Bids and Increment Offers submitted by a suspended Non-Municipal 

Market Participant shall be deemed to be terminated for purposes of the Day-Ahead Market 

Clearing and the ISOôs settlement system.  Solely for purposes of this Policy, reductions to the 

Capacity Supply Obligations of a suspended Non-Municipal Market Participant that result from 

cleared demand bids in a Forward Capacity Auction or Reconfiguration Auction or from a 

Bilateral Transaction will be first applied to the Commercial Capacity of the Resources of that 

suspended Non-Municipal Market Participant and then, when all such Commercial Capacity has 

been cleared, to the Non-Commercial Capacity of the Resources of that suspended Non-

Municipal Market Participant. 
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III.  FINANCIAL ASSURANCE PRO VISIONS FOR MUNICIPAL APPLICANTS  

AND MUNICIPAL MARKET PARTICIPANTS  

A. Proof of Financial Viability  

Each Municipal Applicant must with its application submit a credit application and proof 

of financial viability, as described below, satisfying the ISO requirements to demonstrate the 

Municipal Applicantôs ability to meet its obligations, or must provide prior to its membership 

becoming effective financial assurance in one of the forms described in Section VII below.  A 

Municipal Applicant that chooses to provide such financial assurance will not be required to 

provide financial information to the ISO..  The ISO will not begin its review of a Municipal 

Market Participantôs credit application or the accompanying material described above until it 

receives that Municipal Market Participantôs application fee. 

D. Other Financial Assurances for Municipal Market Participants 

Municipal Applicants or Municipal Market Participants that do not satisfy the rating 

requirement for Qualifying Municipal Market Participants and Qualifying Municipal Market 

Participants that are subject to Section III.E below must provide financial assurance in the form 

and amount required by this Policy. Each financial assurance provided hereunder, unless 

replaced in accordance with the terms hereof or no longer required pursuant to the terms hereof, 

shall remain in effect until the later of (a) 120 days after termination of the Municipal Market 

Participantôs membership or (b) the end date of all FTRs awarded to the Municipal Market 

Participant and the final satisfaction of all obligations of the Municipal Market Participant 

providing that financial assurance; provided, however that financial assurances required by this 

Policy related to potential billing adjustments chargeable to a terminated Municipal Market 

Participant shall remain in effect until such billing adjustment request is finally resolved in 
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accordance with the provisions of ISO New England Billing Policy..  In addition, the ISO shall 

not return or permit the termination of any financial assurance provided under this Policy by a 

Municipal Market Participant that has terminated its membership or been terminated to the 

extent that the ISO determines in its reasonable discretion that that financial assurance will be 

required under this Policy with respect to an unsettled liability or obligation owing from that 

Municipal Market Participant. 

V. ADDITIONAL FINANCIAL ASSURANCE PROVISIONS FOR FORWARD 

CAPACITY MARKETS  

Any Market Participants transacting in any Forward Capacity Auctions, Reconfiguration 

Auctions and or Bilateral Transactions for capacity that areis otherwise required to provide 

additional financial assurance under this Policy (each a ñDesignated FCM Participantsò) areis 

required to provide additional financial assurance meeting the requirements of Section VII below 

in the amounts described in this Section V (such amounts being referred to in this Policy as the 

ñFCM Requirementsò). 

A. ExistingCommercial Capacity 

A Designated FCM Participant offering Existing Capacity into athe capacity of a 

Resource that (i) has been declared commercial and successfully tested for its capacity rating by 

the ISO and (ii) has not elected to be treated as, and is not required to be treated as, a New 

Generating Capacity Resource in connection with new investment in that Resource pursuant to 

the Market Rules (ñCommercial Capacityò) into an upcoming Forward Capacity Auction or aan 

upcoming Reconfiguration Auction or providing ExistingCommercial Capacity during any 

Commitment Period must generally comply with the requirements of this Policy with respect to 

such transactions; provided, however, that for any Resource representing ExistingCommercial 
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Capacity that has been permitted to retire at the end of a current Commitment Period under 

Section I.3.9 of the ISO Tariff and whose obligation to provide all of such ExistingCommercial 

Capacity during that Commitment Period has not been transferred to another Resource, the 

Designated FCM Participant for such Resource shall provide, at least five (5) Business Days 

prior to the applicable Commitment Period, additional financial assurance equal to two and one-

half (2.5) times the monthly FCM Payment due to such Designated FCM Participant with respect 

to such ExistingCommercial Capacity during the applicable Commitment Period.   

A Designated FCM Participant that seeks to transfer its obligation to provide 

ExistingCommercial Capacity to another Market Participant or DRP-Only Customer in a 

Reconfiguration Auction must provide prior to the start of that Reconfiguration Auction and 

thereafter maintain additional financial assurance equal to the positive difference, if any, between 

(x) the product of (i) the maximum price offered by that Designated FCM Participant in that 

Reconfiguration Auction multiplied by (ii) the Capacity Supply Obligation offered by that 

Designated FCM Participant in that Reconfiguration Auction and (y) the amount that Designated 

FCM Participant would have received for its obligation to provide that ExistingCommercial 

Capacity.  If that Designated FCM Participant is successful in transferring its obligation to 

provide ExistingCommercial Capacity to another Market Participant or DRP-Only Customer in 

such a Reconfiguration Auction, the amount of the additional financial assurance required from 

that Designated FCM Participant with respect to that transferred obligation shall be reduced to 

the positive difference, if any, between (x) the remainingproduct of (i) the awarded price to be 

paid by that Designated FCM Participant as a result of that Reconfiguration Auction multiplied 

by (ii) the Capacity Supply Obligation transferred by that Designated FCM Participant in that 

Reconfiguration Auction and (y) the remaining amount that Designated FCM Participant is to 
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receive in market settlement for its obligation to provide that Existingtransferred Commercial 

Capacity. 

A Designated FCM Participant that transfers its obligation to provide 

ExistingCommercial Capacity to another Market Participant or DRP-Only Customer in a 

Bilateral Transaction must, prior to the effectiveness of that Bilateral Transaction, (1) pay, or 

cause another entity to pay on its behalf, any penalties assessed with respect to that obligation 

through the date of such transfer and (2) provide and thereafter maintain additional financial 

assurance equal to the positive difference, if any, between (x) the unpaid amount to be paid by 

that Designated FCM Participant in that Bilateral Transaction and (y) the remaining amount that 

Designated FCM Participant is to receive in market settlement for its obligation to provide that 

Existingtransferred Commercial Capacity.   

A Designated FCM Participant with an obligation to provide ExistingCommercial 

Capacity shall also provide additional financial assurance satisfying the requirements of this 

Policy in the amount of any penalties assessed to that Designated FCM Participant for a failure to 

deliver that ExistingCommercial Capacity as required. 

B. NewNon-Commercial Capacity 

1. FCM Deposit 

A Designated FCM Participant offering New Capacity into anythe capacity of a Resource 

that (i) has not been declared commercial and successfully tested for its capacity rating by the 

ISO or (ii) has elected to be treated as, or is required to be treated as, a New Generating Capacity 

Resource in connection with new investment in that Resource pursuant to the Market Rules 

(ñNon-Commercial Capacityò) into any upcoming Forward Capacity Auction or any upcoming 

Reconfiguration Auction or seeking to enter into a Bilateral Transaction to provide NewNon-
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Commercial Capacity must provide, within ten (10) Business Days after its qualification for such 

auction or Bilateral Transaction under the Market Rules, a deposit in one of the forms of 

financial assurance described in Section VII below in an amount equal to $2/kW times the 

number of kilowatts of Non-Commercial Capacity qualified as New Capacity for such Forward 

Capacity Auction or Reconfiguration Auction or for a Bilateral Transaction by such Designated 

FCM Participant (the ñFCM Depositò).  If a Designated FCM Participantôs offer of such 

NewNon-Commercial Capacity is accepted in such Forward Capacity Auction or 

Reconfiguration Auction or the Designated FCM Participant enters into such Bilateral 

Transaction, the FCM Deposit will be applied to the Designated FCM Participantôs FCM 

Requirements (as described below) with respect to such NewNon-Commercial Capacity.  If the 

Designated FCM Participantôs offer of NewNon-Commercial Capacity is not accepted in such 

Forward Capacity Auction or Reconfiguration Auction or the Designated FCM Participant does 

not enter into such Bilateral Transaction, the FCM Deposit will be returned to the Designated 

FCM Participant providing it, within four (4) Business Days after the ISO receives a written 

request for that FCM Deposit from such Designated FCM Participant. 

2. NewNon-Commercial Capacity in Forward Capacity Auctions 

A Designated FCM Participant that had its offer of NewNon-Commercial Capacity 

accepted in a Forward Capacity Auction must provide and thereafter maintain additional 

financial assurance at the following times and in the following amounts: 

(i) within five (5) Business Days following announcement of the winning offerors in 

that Forward Capacity Auction, an amount that, when combined with the Designated FCM 

Participantôs FCM Deposit, is equal to the Cost of New Entry (on a $/kW-month basis) for the 

Capacity Zone that each Resource offering Non-Commercial Capacity is qualified within and for 
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the Commitment Period for that Forward Capacity Auction multiplied by the number of kW of 

capacity awarded to that Designated FCM Participant in that Forward Capacity Auction (such 

amount being referred to herein as the ñNewNon-Commercial Capacity FA Amountò);  

(ii)  at least fifteen (15) days prior to the next annual Forward Capacity 

Auction after the Forward Capacity Auction in which such offer was accepted, an additional 

amount required to make the total financial assurance provided with respect to that NewNon-

Commercial Capacity equal to two (2) times the NewNon-Commercial Capacity FA Amount; 

and  

(iii)  at least fifteen (15) days prior to the second annual Forward 

Capacity Auction after the Forward Capacity Auction in which such offer was accepted, an 

additional amount required to make the total financial assurance provided with respect to that 

NewNon-Commercial Capacity equal three (3) times the NewNon-Commercial Capacity FA 

Amount. 

3. New  Non-Commercial Capacity in Reconfiguration Auctions and Bilateral 

Transactions 

 

A Designated FCM Participant that has its offer of NewNon-Commercial Capacity 

accepted in a Reconfiguration Auction or enters into a valid Bilateral Transaction to provide 

NewNon-Commercial Capacity in the Forward Capacity Market must provide and thereafter 

maintain additional financial assurance within five (5) Business Days following the 

announcement of its winning offer or the entry into a Bilateral Transaction for NewNon-

Commercial Capacity in an amount equal to (a) the Cost of New Entry (on a $/kW-month basis) 

for the Capacity Zone that each Resource offering Non-Commercial Capacity is qualified within 

and for the Commitment Period for that Reconfiguration Auction or Bilateral Transaction 

multiplied by (b) the number of kW of capacity awarded to that Designated FCM Participant in 
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that Reconfiguration Auction or Bilateral Transaction (the product of the amounts described in 

clauses (a) and (b) being referred to herein as the ñReconfiguration FA Amountò) multiplied by 

(c) (i) two (2) if there is one Forward Capacity Auction scheduled before the Commitment 

Period applicable to such winning offer or such Bilateral Transaction or (ii) three (3) if there are 

no Forward Capacity Auctions scheduled before the Commitment Period applicable to such 

winning offer or such Bilateral Transaction.  At least fifteen (15) days prior to any Forward 

Capacity Auction immediately preceding the applicable Commitment Period, the Designated 

FCM Participant must provide an additional amount required to make the total financial 

assurance provided with respect to that NewNon-Commercial Capacity equal three (3) times the 

Reconfiguration FA Amount.  

A Designated FCM Participant that seeks to transfer its obligation to provide NewNon-

Commercial Capacity to another Market Participant or DRP-Only Customer in a Reconfiguration 

Auction must provide prior to the start of the Reconfiguration Auction and thereafter maintain 

additional financial assurance equal to the positive difference, if any, between (x) the product of 

(i) the maximum price offered by that Designated FCM Participant in that Reconfiguration 

Auction multiplied by (ii) the Capacity Supply Obligation offered by that Designated FCM 

Participant in that Reconfiguration Auction and (y) the amount that Designated FCM Participant 

would have received for its obligation to provide that NewNon-Commercial Capacity.  If that 

Designated FCM Participant is successful in transferring its obligation to provide NewNon-

Commercial Capacity to another Market Participant or DRP-Only Customer in such a 

Reconfiguration Auction, the amount of the additional financial assurance required from that 

Designated FCM Participant with respect to that transferred obligation shall be reduced to the 

positive difference, if any, between (x) the remainingproduct of (i) the awarded price to be paid 
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by that Designated FCM Participant as a result of that Reconfiguration Auction multiplied by (ii) 

the Capacity Supply Obligation transferred by that Designated FCM Participant in that 

Reconfiguration Auction and (y) the remaining amount that Designated FCM Participant is to 

receive in market settlement for its obligation to provide that Newtransferred Non-Commercial 

Capacity. 

A Designated FCM Participant that transfers its obligation to provide NewNon-

Commercial Capacity to another Market Participant or DRP-Only Customer in a Bilateral 

Transaction must, prior to the effectiveness of that Bilateral Transaction, (1) pay, or cause 

another entity to pay on its behalf, any penalties and default charges assessed with respect to that 

obligation through the date of such transfer and (2) provide and thereafter maintain additional 

financial assurance equal to the positive difference, if any, between (x) the unpaid amount to be 

paid by that Designated FCM Participant in that Bilateral Transaction and (y) the remaining 

amount that Designated FCM Participant is to receive in market settlement for its obligation to 

provide that Newtransferred Non-Commercial Capacity.   

The amount of any additional financial assurance provided by a Designated FCM 

Participant with respect to NewNon-Commercial Capacity shall be increased, in accordance with 

the provisions of this Policy, by the amount of any penalties and default charges assessed to that 

Designated FCM Participant with respect to that NewNon-Commercial Capacity. 

4. Load Response Resources 

Notwithstanding the foregoing, for a Load Response Resource that constitutes NewNon-

Commercial Capacity and is comprised of a number of discrete load response projects, (a) the 

FCM Deposit required to be provided on any date will be calculated based on the portions of the 

total NewNon-Commercial Capacity that has been qualified by the ISO for such Load Response 



 

41858937.7  
41862144.1  

- 18 -  

 

Resource on such date and (b) the NewNon-Commercial Capacity FA Amount and the 

Reconfiguration FA Amount will be based on the kW of capacity awarded to the Designated 

FCM Participant with respect to that Load Response Resource in the applicable auction or 

Bilateral Transaction.   

5. Return of Financial Assurance  

Once a Resource being awarded an offer as NewNon-Commercial Capacity in any 

Forward Capacity Auction or Reconfiguration Auction or entering into a Bilateral Transaction 

for NewNon-Commercial Capacity is declared commercial and successfully tested for its 

capacity rating by the ISO or otherwise becomes a Resource meeting the definition of 

ñCommercial Capacityò above, that Resource shall no longer be considered NewNon-

Commercial Capacity under this Policy and will instead become subject to the provisions of this 

Policy relating to ExistingCommercial Capacity.  The ISO shall return any additional financial 

assurance to the applicable Designated FCM Participant that is in excess of the amount required 

hereunder within four (4) Business Days after the ISO receives a request to do so in writing from 

that Designated FCM Participant. 

For any Load Response Resource that is comprised of a number of discrete load response 

projects, was awarded an offer as, or entered into a Bilateral Transaction to provide, NewNon-

Commercial Capacity, and has achieved the milestones under the Market Rules for at least 

seventy-five percent (75%) of the capacity awarded to it, the ISO will return to the Designated 

FCM Participant for that Load Response Resource the portion of the financial assurance 

provided by that Designated FCM Participant attributable to the portion of the Load Response 

Resource that has satisfied those milestones, within four (4) Business Days after receipt of a 

written request by such Designated FCM Participant.  In the event that any financial assurance is 
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returned to a Designated FCM Participant under the immediately preceding sentence and the 

applicable Load Response Resource subsequently fails to achieve seventy-five percent (75%) of 

all of its milestones and seventy-five percent (75%) of previously achieved milestones, that 

Designated FCM Participant will reinstate the full amount of additional financial assurance 

required for such Load Response Resource being treated as NewNon-Commercial Capacity 

hereunder within four (4) Business Days after the ISO provides notice to that Designated FCM 

Participant. 

6. Credit Test Amount Consequences 

If a Provisional Member is required to provide additional financial assurance under this 

Policy solely in connection with (A) an offer of NewNon-Commercial Capacity into any 

Forward Capacity Auction or Reconfiguration Auction or a Bilateral Transaction to provide 

NewNon-Commercial Capacity and (B) its obligation to pay Participant Expenses as a 

Provisional Member, and that Provisional Member is maintaining the amount of additional 

financial assurance required under this Policy, then the provisions of Section II.D of this Policy 

relating to the consequences of Non-Municipal Market Participantôs Obligations equaling 80 

percent, 90 percent and 100 percent of its Credit Test Amount shall not apply to that Provisional 

Member. 

  7. Financial Assurance for Multiple Auctions and Transactions 

 In the event that a Designated FCM Participant has its offer of Non-Commercial Capacity 

for a Resource accepted in multiple Forward Capacity Auctions and/or Reconfiguration Auctions 

and/or enters into one or more valid Bilateral Transactions to provide Non-Commercial Capacity 

for that Resource prior to the date on which that Resource satisfies the requirements for 

Commercial Capacity, that Designated FCM Participantôs financial assurance obligation with 
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respect to that Resource will be equal to the largest financial assurance obligation applicable to 

any of those offers or Bilateral Transactions.  To the extent that the ISO draws down that 

Designated FCM Participantôs financial assurance with respect to any such offer or Bilateral 

Transaction, that Designated FCM Participant must replenish that financial assurance to a level 

that is equal to the largest financial assurance obligation applicable to the remaining offers and  

Bilateral Transactions for that Resource. 

C. Loss of Capacity and Forfeiture of Financial Assurance 

If a Designated FCM Participant offering or awarded NewNon-Commercial Capacity in 

any Forward Capacity Auction or Reconfiguration Auction or entering into a Bilateral 

Transaction to provide NewNon-Commercial Capacity is in default under this Policy or the ISO 

New England Billing Policy and does not cure such default within the appropriate cure period, 

then:  (i) beginning with the first Business Day following the end of such cure period, (A) the 

ISO shall issue notice of such default to that Designated FCM Participant, to the NEPOOL 

Budget and Finance Subcommittee, to all members and alternates of the Participants Committee, 

and to the New England governors and utility regulatory agencies, and (B) that Designated FCM 

Participant will be assessed a default charge of one percent (1%) of its total FCM Requirements 

at that time for each Business Day that elapses until it cures such default or its NewNon-

Commercial Capacity awards and Bilateral Transactions for NewNon-Commercial Capacity are 

terminated under clause (ii) below; and (ii) if such default is not cured by 5:00 p.m. (Eastern 

Time) on the sooner of (x) the fifth Business Day following the end of such cure period or (y) the 

second Business Day prior to the start of the next scheduled Forward Capacity Auction or 

Reconfiguration Auction (such period being referred to herein as the ñNewNon-Commercial 

Capacity Cure Periodò), (A) all New Capacity (not including New Capacity declared commercial 
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and successfully tested for its capacity rating by the ISO)Non-Commercial Capacity that was 

awarded to such Designated FCM Participant in previous Forward Capacity Auctions and 

Reconfiguration Auctions and that such Designated FCM Participant contracted to provide in 

Bilateral Transactions shall be terminated, (B) the ISO will draw down the entire amount of the 

financial assurance provided by that Designated FCM Participant with respect to such terminated 

NewNon-Commercial Capacity awards or terminated Bilateral Transactions and will issue an 

Invoice to the Designated FCM Participant for any shortfall resulting from that Designated FCM 

Participantôs failure to maintain adequate financial assurance hereunder, and (C) the default 

charges described in clause (i)(B) above shall not be assessed to that Designated FCM 

Participant.  All default charges collected under this paragraph will be deposited in the Late 

Payment Account in accordance with the ISO New England Billing Policy.   

If a Designated FCM Participant:  (i) fails to meet a qualification milestone for NewNon-

Commercial Capacity under the Market Rules and does not cure such failure within the 

appropriate cure period; (ii) fails to have its NewNon-Commercial Capacity declared commercial 

and successfully tested for its capacity rating by the ISO by the deadline for the applicable 

Commitment Period (including all applicable cure periods) and does not replace that NewNon-

Commercial Capacity with other qualified capacity for the same Commitment Period, or (iii) 

otherwise takes any action or fails to take any action which, in the case of such action or failure 

to act, results in the termination of its Capacity Supply Obligation under the Market Rules, the 

ISO will terminate the relevant award of NewNon-Commercial Capacity or Bilateral Transaction 

for NewNon-Commercial Capacity in its entirety for the remaining term of the Commitment 

Period and will draw down the entire amount of the financial assurance provided by such 

Designated FCM Participant with respect to such terminated NewNon-Commercial Capacity or 
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Bilateral Transaction for NewNon-Commercial Capacity.  If the ISO determines that a Resource 

being awarded an offer with respect to NewNon-Commercial Capacity in any Forward Capacity 

Auction or Reconfiguration Auction or entering into a Bilateral Transaction to provide NewNon-

Commercial Capacity is not capable of delivering the full amount of that NewNon-Commercial 

Capacity, the ISO will either (i) bill the Designated FCM Participant for that Resource for the 

amount dueof financial assurance due (or that would have been due but for the Designated FCM 

Participantôs positive Credit Limit) with respect to that shortfall in capacity or (ii) draw down 

that amount of the financial assurance provided by the Designated FCM Participant.  If, in a 

subsequent seasonal capacity test after the initial capacity test a Resource is determined to be not 

capable of delivering the full amount of its seasonal capacity for a Commitment Period, the ISO 

will either (i) bill the Designated FCM Participant for that Resource for the amount dueof 

financial assurance due (or that would have been due but for the Designated FCM Participantôs 

positive Credit Limit) with respect to that shortfall in capacity.  If any such Invoice is not paid in 

accordance with the ISO Billing Policy, the ISO will draw down any or (ii) draw down that 

amount of the financial assurance provided by the applicableDesignated FCM Participant, and 

such failure.  Failure to pay an Invoice issued under this Section V. C. may also constitute a 

payment default under the ISOôs Billing Policy.  The cash received by the ISO as a result of the 

payment on a bill or its drawing down of any financial assurance under this Section V.C (other 

than with respect to the default charges described above) will be paid to load serving entities 

based on their capacity obligations in the applicable Commitment Period. 

D. Composite FCM Transactions 

For separate resources that seek to participate as a single composite resource in a Forward 

Capacity Auction or Reconfiguration Auction in which multiple Market Participants and/or 
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DRP-Only Customers provide that capacity (collectively, a ñComposite FCM Transactionò), the 

provisions of this Section V shall be applied as follows: 

1. All Market Participants and DRP-Only Customers participating in the 

same Composite FCM Transaction will indicate upon the submission of their composite offer to 

the ISO whether (x) the Market Participant or DRP-Only Customer providing capacity for the 

summer capacity season (the ñSummer FCM Participantò) will be responsible for providing all 

of the additional financial assurance required with respect to that Composite FCM Transaction, 

pursuant to paragraph 2 below, or (y) each Market Participant and DRP-Only Customer 

participating in that Composite FCM Transaction will be responsible for providing the additional 

financial assurance required with respect to its Resources included in that Composite FCM 

Transaction, pursuant to paragraph 3 below. 

2. If the Summer FCM Participant will be responsible for providing all of the 

additional financial assurance required with respect to the Composite FCM Transaction, then: 

a. the FCM Requirements, if any, shall be determined as if the 

Summer FCM Participant were providing all of the capacity in such Composite FCM 

Transaction, and any FCM Requirements resulting from the Composite FCM Transaction will be 

imputed solely to the Summer FCM Participant; 

b. if any Resource in the Composite FCM Transaction representing 

an Existing Generating Capacity Resource has been permitted to retire at the end of a current 

Capacity Commitment Period under Section I.3.9 of the ISO Tariff, the FCM Requirements 

under Section V.A with respect to that Resource will expire when that Resource is no longer 

responsible for providing capacity; 
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c. if the Composite FCM Transaction involves one or more 

Resources seeking to provide or providing capacity as a New GeneratingNon-Commercial 

Capacity Resource or as a New Demand Resource, the FCM Requirements under Section V.B 

will be calculated based on the maximum amount of capacityNon-Commercial Capacity 

represented by all New Generating Capacity Resources and New Demand Resources included in 

such Composite FCM Transaction in any month during the applicable Capacity Commitment 

Period; 

d. the additional financial assurance provided under Section V.B with 

respect to New GeneratingNon-Commercial Capacity Resources and New Demand Resources in 

the Composite FCM Transaction will only be returned by the ISO under Section V.B.5 when (a) 

all New Generating Capacity Resources and New Demand Resources seeking to provide or 

providing capacityNon-Commercial Capacity in such Composite FCM Transaction have been 

declared commercial and successfully tested for their capacity ratings by the ISO or have 

otherwise become Resources meeting the definition of ñCommercial Capacityò above and (b) all 

of the other requirements of Section V.B.5 have been satisfied; 

e. if the New Demand Resources included in the Composite FCM 

Transaction include one or more Load Response Resources, the provisions of Section V.B.5 

relating to the return of a portion of any financial assurance provided upon a Load Response 

Resource achieving the milestones for at least seventy-five percent (75%) of the capacity 

awarded to it shall not apply to such Composite FCM Transaction; and 

f. for purposes of Section V.C, any termination of capacity awards 

shall apply to all Market Participants and DRP-Only Customers participating in the Composite 
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FCM Transaction, and any Invoice issued thereunder will be issued to the Summer FCM 

Participant. 

3. If each Market Participant and DRP-Only Customer participating in the 

Composite FCM Transaction will be responsible for providing the additional financial assurance 

required with respect to its Resources included in that Composite FCM Transaction, then: 

 a. the FCM Requirements, if any, for each Market Participant and 

DRP-Only Customer shall be determined solely with respect to the capacity being provided, or 

sought to be provided, by that Market Participant or DRP-Only Customer; 

b. if any Resource in the Composite FCM Transaction representing 

an Existing Generating Capacity Resource has been permitted to retire at the end of a current 

Capacity Commitment Period under Section I.3.9 of the ISO Tariff, the FCM Requirements 

under Section V.A with respect to that Resource will expire when that Resource is no longer 

responsible for providing capacity; 

c. if the Composite FCM Transaction involves one or more 

Resources seeking to provide or providing capacity as a New GeneratingNon-Commercial 

Capacity Resource or as a New Demand Resource, the FCM Requirements under Section V.B 

for each Market Participant or DRP-Only Customer with respect to that Composite FCM 

Transaction will be calculated based on the maximum amount of capacityNon-Commercial 

Capacity associated with such Market Participantôs or DRP-Only Customerôs Resource in such 

Composite FCM Transaction in any month during the applicable Capacity Commitment Period; 

d. the additional financial assurance provided under Section V.B by 

each Market Participant or DRP-Only Customer with respect to each New Generating Capacity 
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Resource or New Demand Resource that it has included in the Composite FCM Transaction will 

be returned by the ISO to such Market Participant or DRP-Only Customer under Section V.B.5 

when the corresponding New Generating Capacity Resource or New Demand Resource has been 

declared commercial and successfully tested for its capacity ratings by the ISO or has otherwise 

become a Resource meeting the definition of ñCommercial Capacityò above and all of the other 

requirements of Section V.B.5 have been satisfied by that Market Participant or DRP-Only 

Customer;  

e. if the New Demand Resources included in the Composite FCM 

Transaction include one or more Load Response Resources, the provisions of Section V.B.5 

relating to the return of a portion of any financial assurance provided upon a Load Response 

Resource achieving the milestones for at least seventy-five percent (75%) of the capacity 

awarded to it shall apply to such Composite FCM Transaction; and 

f. for purposes of Section V.C, any termination of capacity awards 

shall apply only to the Market Participant and DRP-Only Customer participating in the 

Composite FCM Transaction that has failed to satisfy its obligations, and any Invoice issued 

thereunder will be issued only to that Market Participant or DRP-Only Customer. 

VII.  ACCEPTABLE FORMS OF FINANCIAL ASSURANCE  

Provided that the requirements set forth herein are satisfied, acceptable forms of financial 

assurance include a cash deposit, a letter of credit, or a corporate guaranty or deposit of United 

States Treasury obligations (except as otherwise provided herein).  All costs associated with 

obtaining financial security and meeting the provisions of this Policy are the responsibility of the 

Applicant or Market Participant.  Any Market Participant requesting a change to one of the 

model forms attached to this Policy which would be specific to such Participant (as opposed to a 
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generic improvement to such form) shall, at the time of making that request, pay a $1000 change 

fee, which fee shall be deposited into the Late Payment Account maintained under the ISO New 

England Billing Policy.  Any additional financial assurance provided by a new Market 

Participant under this Section VII must be provided to the ISO at least five Business Days before 

such Market Participant commences activity in the New England Markets. 

B. Letter of Credit  

An irrevocable standby letter of credit provides an acceptable form of financial assurance 

to the ISO.  For purposes of this Policy, the letter of credit shall be valued at $0 30 days prior to 

the termination of such letter of credit.  If the letter of credit amount is below the required level, 

the Market Participant shall immediately replenish or increase the letter of credit amount or 

obtain a substitute letter of credit.  The account party on a letter of credit must be either the 

Market Participant whose obligations are secured by that letter of credit or an Affiliate of that 

Market Participant. 

The bank issuing the letter of credit must (i) have a minimum corporate debtissuer rating 

of an ñA-ò by S&P, or ñA3ò by Moodyôs, or ñA-ò by Fitch, and (ii) be organized under the laws 

of the United States or any state thereof or be the United States branch of a foreign bank.   

D. United States Treasury Obligations 

Direct obligations of the United States Treasury maturing not later than one year from the 

date of the acquisition (ñSecurities Collateralò) purchased through or provided to, and held by, an 

ISO-approved intermediary (the ñSecurities Intermediaryò), provide an acceptable form of 

financial assurance to the ISO, provided that the Market Participant providing the Securities 

Collateral completes and executes a security and control agreement (ñSecurity and Control 

Agreementò) in the form of Attachment 4 to this Policy and is in compliance with the Security 
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and Control Agreement.  Any material variation from the form of Security and Control 

Agreement included in Attachment 4 to this Policy must be approved by the ISO after 

consultation with the NEPOOL Budget and Finance Subcommittee and filed with the 

Commission.   

Such Collateral will be held in a separate account (the ñAccountò) by the Securities 

Intermediary, pursuant to the Security and Control Agreement.  All financial assets (except cash) 

credited to the Account will be registered in the name of the Securities Intermediary and will be 

endorsed to the ISO or its designee or in blank.  In no case will any financial asset credited to the 

Account be registered in the name of the Market Participant, payable to the order of the Market 

Participant, or specially endorsed to the Market Participant unless the Securities Intermediary has 

been so directed by the ISO.  The only financial assets that will be held in the Account at any 

time will be (i) cash and (ii) Securities Collateral.  Cash held in the Account may be invested in 

Securities Collateral as set forth in the Security and Control Agreement. 

The Securities Intermediary will report daily to the ISO and the Market Participant on the 

valuation of the financial assets held in the Account.  For purposes of determining whether the 

Market Participant has satisfied its Financial Assurance Requirement, the ISO will apply a five 

percent discount factor to the valuation of the Securities Collateral provided by the Securities 

Intermediary. The ISO will not apply a discount factor to any cash held in the Account. 

All income on the Securities Collateral will be held in the Account.  To the extent any 

portion of the Securities Collateral or cash held by the Securities Intermediary is no longer 

required hereunder, the ISO shall instruct the Securities Intermediary to return such portion to 

the Market Participant providing it within five (5) Business Days of a request to do so.  A Market 
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Participant will not request the return of any cash or Securities Collateral more than once in any 

calendar week. 

If the amount of Securities Collateral and cash, when combined with any other additional 

financial assurance provided by the Market Participant under this Policy is below the required 

level, the Market Participant shall immediately replenish or increase the Securities Collateral or 

otherwise provide additional financial assurance to bring the Market Participantôs total additional 

financial assurance to the required level.  The ISO may instruct the Securities Intermediary to 

sell or otherwise liquidate the Securities Collateral at its discretion and use the proceeds thereof 

or any other cash in the Account to meet the Market Participantôs obligations to the ISO, without 

regard to any other additional financial assurance provided by the Market Participant.  In no 

event will a standing instruction from a Market Participant to pay invoices by drawing on a cash 

deposit pursuant to Section 3.1(c) of the Billing Policy require the ISO to draw on any cash held 

in the Account. 

The Market Participant shall be responsible for all fees, costs and expenses due to or incurred by 

the ISO and Securities Intermediary in connection with the Securities Collateral.  Neither the 

ISO nor NEPOOL nor the Securities Intermediary will bear any liability for any change in the 

value of any Securities Collateral or any liquidation of any Securities Collateral in accordance 

with the terms of this Policy and the Security and Control Agreement.
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ATTACHMENT 2  

SAMPLE LETTER OF CREDIT  

*  *  *  *  

THE FOLLOWING TERMS AND CONDITIONS APPLY: 

THIS LETTER OF CREDIT SHALL EXPIRE AT THE CLOSE 

OF BUSINESS [DATE]. 

THE AMOUNT WHICH MAY BE DRAWN BY YOU UNDER THIS LETTER 

OF CREDIT SHALL BE AUTOMATICALLY REDUCED BY THE AMOUNT 

OF ANY UNREIMBURSED DRAWINGS HEREUNDER AT OUR 

COUNTERS. ANY NUMBER OF PARTIAL DRAWINGS ARE PERMITTED 

FROM TIME TO TIME HEREUNDER. 

    *  *  *  *   

THIS LETTER OF CREDIT SHALL BE GOVERNED BY THE UNIFORM 

CUSTOMS AND PRACTICE FOR DOCUMENTARY CREDITS, 19932007 REVISION, 

INTERNATIONAL CHAMBER OF COMMERCE PUBLICATION NO. 500600 (THE 

ñUCPò), EXCEPT TO THE EXTENT THAT TERMS HEREOF ARE INCONSISTENT WITH 

THE PROVISIONS OF THE UCP, INCLUDING BUT NOT LIMITED TO ARTICLES 1314(b) 

AND 1736 OF THE UCP, IN WHICH CASE THE TERMS OF THE LETTER OF CREDIT 

SHALL GOVERN.  

    *  *  *  *   



 

41858937.7  
41862144.1  

- 31 -  

 

PRESENTATION OF ANY DRAWING CERTIFICATE UNDER THIS STANDBY LETTER 

OF CREDIT MAY BE SENT TO US BY COURIER, CERTIFIED MAIL, REGISTERED 

MAIL, TELEGRAM, OR FACSIMILE WITH A CONFIRMING COPY OF SUCH 

FACSIMILE SENT AFTER THE DRAWING BY CERTIFIED MAIL TO THE ADDRESS 

SET FORTH BELOW, OR SUCH OTHER ADDRESS AS MAY HEREAFTER BE 

FURNISHED BY US. OTHER NOTICES CONCERNING THIS STANDBY LETTER OF 

CREDIT MAY BE SENT BY SIMILAR COMMUNICATIONS FACILITY TO THE 

RESPECTIVE ADDRESSES SET FORTH BELOW. ALL SUCH NOTICES AND 

COMMUNICATIONS SHALL BE EFFECTIVE WHEN ACTUALLY RECEIVED BY THE 

INTENDED RECIPIENT PARTY.  

IF TO THE BENEFICIARY OF THIS LETTER OF CREDIT: 

ISO NEW ENGLAND, INC. 

ATTENTION: CREDIT DEPARTMENT 

1 SULLIVAN RD. 

HOLYOKE, MA 01040 

FAX: 413-535-4024 

IF TO THE ACCOUNT PARTY: 

[NAME]  

[ADDRESS] 

[FAX]  

[PHONE] 
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IF TO US: 

[NAME]  

[ADDRESS] 

[FAX]  

[PHONE] 
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ATTACHMENT 4  

SECURITY AND CONTROL  AGREEMENT  

SECURITY AND CONTROL AGREEMENT dated as of ______, 20__ (as amended,  

restated, supplemented and/or otherwise modified, renewed or replaced from time to time, this 

ñAgreementò) among [_____________], a [__________] [corporation] (the ñGrantorò), ISO 

NEW ENGLAND INC, a Delaware non-profit corporation, in its individual capacity and as 

agent for the entities that are Market Participants and participants from time to time in the New 

England Power Pool (the ñSecured Partyò), and [_______________], as the Securities 

Intermediary (as defined below).   

WHEREAS, the Grantor is a Market Participant under the ISO Tariff (as defined below) 

[and a Participant in the New England Power Pool] and, as such, periodically receives extensions 

of credit from the Secured Party; and 

WHEREAS, pursuant to the Financial Assurance Policy (as defined below), the Grantor 

is required to provide additional financial assurance to the Secured Party; and  

WHEREAS, the Grantor is the Entitlement Holder (as defined below) with respect to the 

Account (as defined below) and, in order to comply with the requirement of the Financial 

Assurance Policy, the Grantor has agreed to pledge, assign, hypothecate and grant to the Secured 

Party a continuing security interest in all right, title and interest of the Grantor in, to and under 

the Account, all financial assets (as defined in the UCC, as defined below) credited thereto and 

all Security Entitlements (as defined below) in respect thereof, whether now owned or existing or 

hereafter acquired or arising; and 

WHEREAS, the parties hereto are entering into this Agreement in order to create and 

perfect the Lien (as defined below) on the Account, all financial assets from time to time credited 

thereto and all Security Entitlements in respect thereof: 

NOW, THEREFORE, in consideration of the foregoing and for other good and valuable 

consideration, the receipt and sufficiency of which are hereby acknowledged by all parties 

hereto, the parties hereto agree as follows: 

Section 1.  Definitions.  All references herein to the ñUCCò refer to the Uniform Commercial 

Code as in effect from time to time in the State of New York.  To the extent not otherwise 

defined herein, terms defined in the UCC have the same meanings when used herein.  As used 

herein, the following terms shall have the following meanings: 

ñAccountò shall have the meaning set forth in Section 2. 

ñBilling Policyò shall mean the ISO New England Billing Policy included as Exhibit ID 

to the ISO Tariff, as amended, supplemented and/or restated from time to time. 

ñBook-Entry Securityò shall mean a security maintained in the form of entries (including, 

without limitation, the Security Entitlements in, and the financial assets based on, such security) 

in the commercial book-entry system of the Federal Reserve System. 
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ñCollateralò shall have the meaning set forth in Section 4. 

ñEntitlement Holderò shall mean a person that (a) is an ñentitlement holderò as defined in 

Section 8-102(a)(7) of the UCC (except in respect of a Book-Entry Security); and (b) in respect 

of any Book-Entry Security, is an ñentitlement holderò as defined in 31 C.F.R. Ä 357.2 (or, as 

applicable to such Book-Entry Security, the corresponding Federal Book-Entry Regulations 

governing such Book-Entry Security) which, to the extent required or permitted by the Federal 

Book-Entry Security Regulations, is also an ñentitlement holderò as defined in Section 8-

102(a)(7) of the UCC. 

ñEntitlement Orderò shall have the meaning set forth in Section 8-102(a)(8) of the UCC. 

ñEvent of Defaultò shall have the meaning set forth in Section 6. 

ñFederal Book-Entry Regulationsò shall mean (a) the federal regulations contained in 

Subpart B (ñTreasury/Reserve Automated Debt Entry System (TRADES)ò governing Book-

Entry Securities consisting of U.S. Treasury bonds, notes and bills) and Subpart D (ñAdditional 

Provisionsò) of 31 C.F.R. Part 357, 31 C.F.R. § 357.10 through § 357.14 and § 357.41 through § 

357.44 (including related defined terms in 31 C.F.R. § 357.2); and (b) to the extent substantially 

identical to the federal regulations referred to in clause (a) above (as in effect from time to time), 

the federal regulations governing other Book-Entry Securities. 

ñFinancial Assurance Policyò shall mean the Financial Assurance Policy for Market 

Participants included as Exhibit IA to the ISO Tariff, as amended, supplemented and/or restated 

from time to time.ñIndividual Participantò shall have the meaning set forth in the Participants 

Agreement. 

ñIndemnified Partyò shall have the meaning set forth in Section 19. 

ñInformation Policyò shall have the meaning set forth in Section 9. 

ñISO Tariffò shall mean the Secured Partyôs Transmission, Markets and Services Tariff 

as filed with the Federal Energy Regulatory Commission and as amended, supplemented and/or 

restated from time to time. 

ñLienò shall have the meaning set forth in Section 4. 

ñMarket Participantò shall mean a participant in the New England Markets that has 

executed a Market Participant Service Agreement, or on whose behalf an unexecuted Market 

Participant Service Agreement has been filed with the Federal Energy Regulatory Commission.  

ñMarket Participant Service Agreementò shall mean an agreement between the Secured 

Party and a Market Participant, in the form specified in Attachment A to the ISO Tariff. 

ñMarket Rulesò shall mean the rules for the administration of the New England Markets 

filed with the Federal Energy Regulatory Commission in accordance with the Participants 

Agreement and accepted by the Federal Energy Regulatory Commission. 
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ñNew England Control Areaò shall have the meaning set forth in Section II of the ISO 

Tariff. 

ñNew England Marketsò shall mean the markets for energy, capacity and certain ancillary 

services within the New England Control Area as set forth in the Market Rules. 

ñNEPOOL Participantò shall mean a ñParticipantò as defined in the Second Restated 

NEPOOL Agreement. 

ñNotice of Exclusive Controlò shall have the meaning set forth in Section 7. 

ñObligationsò shall mean any and all amounts due from the Grantor from time to time 

under this Agreement, the Market Participant Service Agreement, the Participants Agreement, 

the Second Restated NEPOOL Agreement, the ISO Tariff, the Financial Assurance Policy and 

the Billing Policy.ñParticipants Agreementò shall mean the Participants Agreement among the 

Secured Party, the NEPOOL Participants acting by and through the NEPOOL Participants 

Committee and the Individual Participants. 

ñSecond Restated NEPOOL Agreementò shall mean the New England Power Pool 

Agreement as restated for a second time by an amendment dated as of August 16, 2004, as 

further amended, supplemented and/or restated from time to time, governing the relationship 

among the NEPOOL Participants. 

ñSecurities Intermediaryò shall mean [______________], together with its successors and 

assigns, acting in its capacity as (a) a ñsecurities intermediaryò as defined in Section 8-

102(a)(14) of the UCC and (b) in respect of any Book-Entry Security, a ñsecurities intermediaryò 

as defined in 31 C.F.R. § 357.2 (or, as applicable to such Book-Entry Security, the corresponding 

Federal Book-Entry Regulations governing such Book-Entry Security). 

ñSecurity Entitlementò shall mean (a) a ñsecurity entitlementò as defined in Section 8-

102(a)(17) of the UCC (except in respect of a Book-Entry Security); and (b) in respect of any 

Book-Entry Security, a ñsecurity entitlementò as defined in 31 C.F.R. Ä 357.2 (or, as applicable 

to such Book-Entry Security, the corresponding Federal Book-Entry Regulations governing such 

Book-Entry Security) which, to the extent required or permitted by the Federal Book-Entry 

Regulations, is also a ñsecurity entitlementò as defined in Section 8-102(a)(17) of the UCC. 

Section 2.  Establishment of Account.  The Securities Intermediary confirms that: 

(a) the Securities Intermediary has established account number [identify account 

number] in the name of ñ[name of Grantor]ò (such account and any successor account, the 

ñAccountò); 

(b) the Account is a ñsecurities accountò as defined in Section 8-501 of the UCC; 

(c) the Securities Intermediary is acting as a ñsecurities intermediaryò as defined in 

Section 8-102(a)(14) of the UCC and, in respect of any Book-Entry Security, as a ñsecurities 

intermediaryò as defined in 31 C.F.R. Ä 357.2 (or, as applicable to such Book-Entry Security, the 

corresponding Federal Book-Entry Regulations governing such Book-Entry Security)(as defined 
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in Section 8-102 of the UCC) in respect of the Account;(d) the Securities Intermediary shall, 

subject to the terms of this Agreement, treat the Grantor as entitled to exercise the rights that 

comprise all financial assets from time to time credited to the Account; 

(e) all property delivered to the Securities Intermediary by or on behalf of the Grantor 

(including without limitation property purchased by the Securities Intermediary on behalf of the 

Grantor) will be promptly credited to the Account;  

(f) all financial assets (except cash) credited to the Account will be registered in the 

name of the Securities Intermediary, endorsed to the Secured Party or its designee or in blank 

and in no case will any financial asset credited to the Account be registered in the name of the 

Grantor, payable to the order of the Grantor or specially endorsed to the Grantor unless the 

Securities Intermediary has been so directed by the Secured Party; and 

(g) the only financial assets that will be held in the Account at any time will be (i) 

cash and (ii) direct obligations of the United States Treasury maturing not later than one year 

from the date of the acquisition thereof. 

Section 3.  Financial Assets Election.  The parties hereto agree that each item of property 

(whether investment property, financial asset, security, instrument, cash or other property) 

credited to the Account shall be treated as a ñfinancial assetò within the meaning of Sections 8-

102(a)(9) and 8-103 of the UCC.  

Section 4.  Security Interest.  In order to secure the punctual payment of all Obligations 

of the Grantor, the Grantor hereby pledges, assigns, hypothecates and grants to the Secured Party 

a continuing security interest (the ñLienò) in all right, title and interest of the Grantor in, to and 

under the Account, all financial assets credited to the Account and all Security Entitlements in 

respect thereof, whether now owned or hereafter acquired or arising, together with the products 

and proceeds thereof and all sums due and to become due thereunder (collectively, the 

ñCollateralò).  

Section 5.  Financing Statements.  The Grantor authorizes the Secured Party to file one or 

more financing statements in the appropriate filing office(s) at any time to reflect and/or perfect 

the Lien on the Collateral. 

Section 6.  Events of Default.  Any one of the following shall constitute an ñEvent of 

Defaultò hereunder by the Grantor:(a) failure by the Grantor to comply with or perform 

any provision of this Agreement or to pay when due any Obligation; or 

(b) any representation or warranty made or given by the Grantor in connection with 

this Agreement proves to be false or misleading in any material respect; or 

(c) any part of the Collateral is attached, seized, garnished, subjected to a writ or 

distress warrant, or is levied upon. 

Section 7.  Rights and Remedies Upon an Event of Default.  In addition to all rights and 

remedies set forth herein and otherwise available at law or in equity, upon the occurrence of any 

Event of Default, the Secured Party may immediately and without notice: 
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(a) send the Securities Intermediary a written notice that it is exercising exclusive 

control over the Account in the form of Attachment A (a ñNotice of Exclusive Controlò), as 

described in Section 11(a) below;  

(b) sell or otherwise liquidate, or cause to be sold or otherwise liquidated, the 

Collateral and use the proceeds thereof to pay the Obligations of the Grantor; and 

(c) exercise such other rights and remedies as are set forth in the Second Restated 

NEPOOL Agreement, the Participants Agreement, the ISO Tariff, the Financial Assurance 

Policy and the Billing Policy. 

Without limiting the generality of the foregoing, the Secured Party may exercise any or all of the 

rights set forth herein upon the occurrence of an Event of Default without regard to other 

collateral or financial assurance provided by the Grantor under the Financial Assurance Policy. 

Section 8.  Attorneysô Fees, etc.  Upon the occurrence of any Event of Default, the 

Secured Partyôs and the Securities Intermediaryôs reasonable attorneysô fees and the legal and 

other expenses for pursuing, receiving, taking and keeping the Collateral and enforcing this 

Agreement shall be chargeable to and paid by the Grantor. 

Section 9.  Information Disclosure.  Notwithstanding the provisions of the ISO New England 

Information Policy, as amended, supplemented or restated from time to time (the ñInformation 

Policyò), Grantor hereby (i) authorizes the Secured Party to disclose any information concerning 

Grantor to any court, agency or entity which is necessary or desirable, in the sole discretion of 

the Secured Party, to establish, maintain, perfect or secure the Secured Partyôs rights and interest 

in the Collateral; and (ii) waives any rights it may have under the Information Policy to prevent, 

impair or limit the Secured Party from disclosing such information concerning the Grantor. 

Section 10.  Entitlement Orders.  The Securities Intermediary agrees to comply with any 

Entitlement Order originated by the Secured Party and relating to the Account or any financial 

asset credited thereto without further consent by the Grantor or any other person or entity.  The 

Grantor consents to the foregoing agreement by the Securities Intermediary. 

Section 11.  Maintenance of Account.  In addition to, and not in lieu of, the obligation of 

the Securities Intermediary to honor Entitlement Orders as agreed in Section 10, the Securities 

Intermediary agrees to maintain the Account as follows: 

(a) Entitlement Orders; Notice of Exclusive Control.  Upon the Securities 

Intermediaryôs receipt of a Notice of Exclusive Control, the Securities Intermediary will cease 

complying with Entitlement Orders of the Grantor or any of its agents and will comply solely 

with Entitlement Orders originated by the Secured Party or its designee, and the Securities 

Intermediary may rely conclusively on any Notice of Exclusive Control received from the 

Secured Party; 

(b) Voting Rights.  Until the Securities Intermediary receives a Notice of Exclusive 

Control, the Grantor shall be entitled to direct the Securities Intermediary with respect to the 

voting of any financial assets credited to the Account; 
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(c) Permitted Investments.  The Securities Intermediary shall re-invest all income 

generated by the Collateral into the Account and upon the maturity of any financial asset in the 

Account, shall have no obligation to invest any income generated by any of the Collateral or to 

re-invest any of the Collateral upon the maturity thereof absent written instructions from the 

Grantor and the Secured Party or, after the issuance of a Notice of Exclusive Control, the 

Secured Party solely;  

(d) Daily Reporting.  The Securities Intermediary will report daily to the Secured 

Party and the Grantor on the valuation of the financial assets held in the Account in a form that is 

reasonably acceptable to the Secured Party;  

(e) Statements and Confirmations.  The Securities Intermediary will promptly send 

copies of all statements, confirmations and other correspondence concerning the Account and/or 

any financial assets credited thereto simultaneously to each of the Grantor and the Secured Party 

at their respective addresses specified in Section 20;(f) Release of Collateral.  Unless and 

until the Securities Intermediary receives a Notice of Exclusive Control, the Securities 

Intermediary shall, upon receipt of a direction executed by the Grantor and the Secured Party, 

release all or a portion of the Collateral as specifically set forth in such direction, and the Grantor 

will not request that the Secured Party execute more than one such direction in any calendar 

week; and 

(g) Tax Reporting.  All items of income, gain, expense and loss recognized in the 

Account or in respect of any financial assets credited thereto shall be reported to the Internal 

Revenue Service and all state and local taxing authorities under the name and taxpayer 

identification number of the Grantor, and the Grantor shall be responsible for the payment of all 

taxes thereon. 

Section 12.  Payment of Fees, Costs and Expenses.  The Grantor shall be responsible for 

all fees, costs and expenses due to or incurred by the Secured Party and the Securities 

Intermediary in connection with the establishment and maintenance of the Account and the other 

transactions contemplated by this Agreement, including without limitation the Securities 

Intermediaryôs regular fees for establishing and maintaining the Account and acquiring or 

liquidating any of the financial assets credited to the Account.  The Grantor shall pay, or 

reimburse the Secured Party or the Securities Intermediary for such fees, costs and expenses 

promptly upon receiving a request therefor. 

Section 13.  Waiver of Lien; Waiver of Set-off.  The Securities Intermediary waives any 

security interest, lien or right to make deductions or set-offs that it may now have or hereafter 

acquire in or with respect to the Account, any financial asset credited thereto or any Security 

Entitlement in respect thereof (except as expressly set forth in the parenthetical phrase in the 

immediately succeeding sentence).  Neither the financial assets credited to the Account nor the 

Security Entitlements in respect thereof will be subject to deduction, set-off, bankerôs lien, or any 

other right in favor of any person other than the Secured Party (except that the Securities 

Intermediary may set off (i) all amounts due to it in under Section 12, (ii) the face amount of any 

checks or other items that have been credited to the Account but are subsequently returned 

unpaid because of uncollected or insufficient funds, and (iii) in respect of any unsatisfied 

indemnification obligations arising pursuant to this Agreement.) 




