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Morgan Stanley Business Activity in Transmission Rights Markets

* Morgan Stanley has been active in FTR/CRR markets in CAISO, PJM and ERCOT for 15+ years
* In CAISO, we have utilized CRR markets to hedge forward regional spread value from importing energy into

California.

* In PJM and ERCOT, we have leveraged the congestion markets to facilitate client flow with generation and load

clients looking to de-risk nodal and zonal basis risk

 In all markets, we aim to facilitate transactions to allow producers and consumers of electricity to offload risk and

create price certainty in a highly volatile market
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How does MS utilize FTRs to help clients in PIM?

Overview:

* Inthe PJM market, Morgan Stanley can provide two options for generators when it comes to hedging their power exposure, one that takes advantage of the

existing FTR market and an outright swap.

» Option 1: In this case, with no FTR, the generator who is looking to hedge their future production is limited to entering a swap with MS priced liquid hub

rather than a specific node where it delivers power. This means that even after hedging, the generator is still exposed to the basis risk between the node

where it delivers and prices physical power and the hub the swap is priced.

« Option 2: With an FTR market, Morgan Stanley can provide a nodal swap to the generator so it can fully hedge its power without being exposed to the basis

risk. MS can then enter an offsetting transaction in the PJM FTR auction (sell node-buy hub), where the final exposure for Morgan Stanley is only a long

position at a liquid hub, which is easily tradeable.

Option 1 (No FTR):

éenerators is looking to \

hedge (sell) future production

ms enters into a swap with th}

generator at the most liquid
hub location.

Morgan

Stanley

ﬁowever, the generator

physically settles power at a
specific node and is still
exposed to the basis risk.
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ms, utilizing FTR market, cah

offer a nodal swap to the
generator, while submitting an
offsetting transaction in the
corresponding FTR auction.
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hedged at the node in which it
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exposed to the liquid hub.
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Bilateral
“Willing Seller
FTR Market

Low Liquidity due to lack of “willing
sellers” on thousands of source/sink
pairings

Generator Hedging: Without the liquidity
of the CRR Mmarket, generators could be
unable to hedge basis risk

Less Price Formation: Without CAISO
facilitating FTR trading, many
Source/sinks will not trade and [ack price
transparency

CRR/FTR
Market

Revenue Allocation: FTR market
ensures LSEs gre Compensated at 5
“fair-market” value for the transmission
grid

Liquidity: modeled power flows creates
liquidity across millions of possible paths

Grid Reliability: accurate price formation
across thousands of paths ensures future
transmission investment can run
cost/benefit analysis
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Proposals

* Morgan Stanley supports the formation of balance-of-period auctions to help “mark-to-market” in the time between long-term auctions
and monthly spot CRR auctions. Currently, CAISO has monthly and annual auctions that create a timing gap that makes it difficult for

participants to “mark-to-market” their positions.

* Fully allocate CRR entitlement shortfalls to CRR holders could reasonably eliminate ratepayers from covering any shortfalls.
» Additionally have a planning period to-date structure where prior period entitlement excesses, if any, are used to cover any future

entitlement shortfalls

* Morgan Stanley supports expanding the products from Peak and Off-Peak to include solar-hours and non-solar hours or an AAH
product in CAISO. Adjustments to the CAISO market structure may increase liquidity by optimizing flows during high renewable hours.
+  PJM’s transition from Off-Peak to 7x8 and 2x16 breakout has provided market participants with greater granularity
* Include Availability Assessment Hours (AAH) to assist those importers selling import RA has merit and would increase value and

participation in CRR markets.

*  We agree with Financial Marketers Coalition that the primary purpose of CRRs is not only to return congestion rent to LSEs but also

to enable generator and marketer hedging

» CAISO should consider better incentives for accurate outage forecasting. Increasing incentives for higher data quality for submitting
outage forecasts could possibly reduce underfunding substantially overtime.
* More conservative assumptions on transmission line capacity, as well as increasing monitored constraints in CAISO’s simultaneous

feasibility test for every CRR auction
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Disclaimer:

The information in this material was prepared by sales, trading, or other non-research personnel of Morgan Stanley. This is not a research report, and unless
otherwise indicated, the views herein (if any) are the author’s and may differ from those of our Research Department or others in the Firm. This material is not
impartial and is not independent of the interests of our trading and other activities, which may conflict with your interests. We may deal in any of the markets,
issuers, or instruments mentioned herein before or after providing this information, as principal, market maker, or liquidity provider and may also seek to advise
issuers or other market participants. Where you provide us with information relating to an order, inquiry, or potential transaction, we may use that information to
facilitate execution and in managing our market making and hedging activities. This material does not provide (and should not be construed to be) investment
advice (including, without limitation, as defined under the Employee Benefit Income Security Act of 1974, as amended or similar concepts under applicable law)
or offer tax, regulatory, accounting, or legal advice. By submitting this document to you, Morgan Stanley is not your fiduciary, municipal, or any other type of
advisor. This material is general in nature and not based on a consideration of any individual client circumstances and thus should not be considered a
recommendation to any recipient or group of recipients. Unless otherwise specifically indicated, all information in these materials with respect to any third party
entity not affiliated with Morgan Stanley has been provided by, and is the sole responsibility of, such third party and has not been independently verified by
Morgan Stanley, our affiliates or any other independent third party. We make no express or implied representation or warranty with respect to the accuracy or
completeness of this material, nor will we undertake to provide updated information or notify recipients when information contained herein becomes stale. Any
securities referred to in this material may not have been registered under the U.S. Securities Act of 1933, as amended and, if not, may not be offered or sold
absent an exemption therefrom. Recipients are required to comply with any legal or contractual restrictions on their purchase, holding, sale, exercise of rights, or
performance of obligations under any instrument or otherwise applicable to any transaction. In addition, a secondary market may not exist for certain of the
instruments referenced herein. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on assumptions that
may not be realized. Actual events may differ from those assumed, and changes to any assumptions may have a material impact on any projections or estimates.
Other events not taken into account may occur and may significantly affect any projections or estimates. Certain assumptions may have been made for modelling
purposes only to simplify the presentation or calculation of any projections or estimates, and Morgan Stanley does not represent that any such assumptions will
reflect actual future events or that all assumptions have been considered or stated. Accordingly, there can be no assurance that any hypothetical estimated returns
or projections will be realized or that actual returns or performance results will not materially differ. Some of the information contained in this document may be
aggregated data of transactions executed by Morgan Stanley that has been compiled so as not to identify the underlying transactions of any particular customer.
This information is not intended to be provided to and may not be used by any person or entity in any jurisdiction where the provision or use thereof would be
contrary to applicable laws, rules, or regulations. It must not be re distributed to or relied upon by retail clients. For additional information and important
disclosures see http://www.morganstanley.com/disclosures. The trademarks and service marks contained herein are the property of their respective owners. Third-
party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not
have liability for any damages of any kind relating to such data. This material may not be redistributed without the prior written consent of Morgan Stanley.
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