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AMPCO
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A
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A
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A
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A
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A
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A
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Power Advisory

Simmons Sarah
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Chen, Katherine
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Campbell, Alexandra

A
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A
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Doyle, Robert

A

IESO
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A

IESO
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A

IESO
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Prepared by Ekene Umeike, please report any corrections, additions or deletions e-mail to
engagement@ieso.ca

All meeting materials are available on the IESO web site at: http://www.ieso.ca/en/sectorparticipants/market-renewal/market-renewal-incremental-capacity-auction
March 7, 2018
Public

2

Review of Agenda and Meeting Objectives – Robert Doyle, IESO
The IESO welcomed participants and outlined the day’s objectives and agenda.

Introduction of Alexandra Campbell – Barbara Ellard, IESO
The IESO introduced Alexandra Campbell, the new Director for MRP Capacity Integration, to
stakeholders. The new director will oversee capacity related projects under the Market Renewal
Program for the IESO.

Stakeholder Feedback – Stephen Nusbaum, IESO
The IESO presented a review of the feedback received in response to the stakeholder meeting
held on December 4th 2017.
A participant pointed out that all the contracts for hydro allow for an 8 year timeline from
application to commissioning based on the government’s own estimation of time required.
The IESO thanked the participant for the comment.
Certain participants expressed concern over the IESO’s preliminary decision to have a 3.5 year
forward period. They suggested that the justification provided by the IESO for that duration
was inadequate.
The IESO explained that the choice of 3.5 years was based on three factors:
1) Experience in Ontario, where the average time to come into service across all resource types has been
3.5 years.
2) Lessons from neighboring jurisdictions, which have equal or shorter forward periods.
3) The need to balance the forecasting risks and uncertainty associated with longer forward periods.
The IESO invited comments on how adding new facilities, or incremental capacity to existing facilities, as
well as the participation of demand response and emerging technologies, might be impacted by the
suggested forward period.
A participant said that through the proposed ICA, participants were being asked to take on
more risk than they would under contracts. The participant added that to better manage the
risk, market participants would need better access to information about system needs, system
resources, values at the interties, etc.
The IESO said that it recognizes market participants’ need for more information and that there will be
further engagement with stakeholders to address that need.
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A participant suggested that decisions on resource procurement through the ICA and the length
of the forward period should be based in part on benefits to Ontario’s electricity system as
determined through a business case. Furthermore, the participant added that procurement
through the ICA should be based on a long-term assessment of needs, with provisions made to
address short term needs as identified through the business case.
The IESO welcomed the comment and explained that the intention is to set up a system with mechanisms
that will send clear signals to the market on what products and services are needed and when they are
required, whether short or long-term. Well-designed markets with clear price signals (for energy,
capacity, ancillary services, etc.) will be the mechanisms used to determine outcomes.
A participant asked whether there will be a mechanism within the ICA for attracting specific
technology types. As an example, the participant noted this might be required to manage
reliability issues that could arise as the proportion of renewable energy resources increases.
The IESO explained that through the ICA it is seeking to procure a specific product – capacity – and that
no specific mechanisms for attracting capacity from particular resource types are envisaged within the
ICA. Beyond the ICA, however, the IESO will continue to work with stakeholders to ensure that the
appropriate incentives are in place to meet all of the needs of the system, including reliability and
flexibility needs and government policy.
A participant asked whether the IESO has considered timing future incremental capacity
auctions such that participants that fail to clear in Ontario will have the opportunity to bid into
neighboring jurisdictions.
The IESO agreed that timing the Ontario auction in a way that gives Ontario resources a chance to
explore other opportunities if they are unsuccessful domestically would be an important consideration.
However, details around timing are yet to be developed.
A participant asked whether there will there be two auctions, one for each season, under a
seasonal obligation design.
The IESO explained that there will be a single base auction that secures and optimizes resources for each
season.
A participant asked whether each season could have a clearing price.
The IESO responded in the affirmative.
A participant asked whether, in addition to possibly having two clearing prices, the target
capacities for each season will have to be modelled separately.
The IESO responded in the affirmative.
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A participant asked how the auction will be constructed. Will there be multiple rounds for
instance?
The IESO responded that preliminary deliberations have begun internally on auction mechanics. The
current high level position is that a single round auction is preferred but no options or recommendations
have yet been presented to stakeholders.
The participant then asked whether the implication of a single round auction will be that
market participants would be unable to submit different prices for different durations (such as
under a multi-year commitment arrangement).
The IESO responded that further consideration will be required to determine if and how price offers could
vary by duration.
A participant asked whether long-term commitments would be beneficial in smoothing out
costs to ratepayers in the long run.
The IESO agreed that there could be some benefits, in terms of hedging costs for instance. However, the
net effect will likely be a risk transfer to ratepayers as a result of the market’s delayed ability to respond to
changing conditions.
A participant asked whether the IESO is considering a technology neutral approach to
determining eligibility for multi-year commitments.
The IESO said that further work is required before it proposes an approach to determining eligibility for
multi-year commitments.

Resource Obligations and Non-Performance Implications within the
Forward period - Stephen Nusbaum, IESO
The IESO led stakeholders through a presentation of proposed Resource Obligations and NonPerformance Implications within the Forward period.
A participant asked why there is a preliminary decision on the forward period but not on the
elements of the commitment period. The participant also asked whether more information is
needed before those decisions can be made.
The IESO said that more information is required. Explaining further, the IESO added that to determine
the specific months that will make up commitment periods and the seasonal obligation periods, more
analysis of historical data will have to be completed.
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In relation to Resource Obligations within the Forward period, a participant asked whether by
pre-existing resources, the IESO means uprates, off-contract resources as well as demand
response.
The IESO explained that from the ICA perspective, ‘existing resources’ will include resources that have
cleared previous auctions and successfully met their obligations. The IESO added that uprates are likely
to be treated similarly to new-builds and that further consideration will be given to how resources coming
off contract will be classified.
The participant then asked whether a resource, such as a new demand response resource, which
only has to make a relatively small investment to get ready for the commitment period will face
the same obligations during the forward period as resources that require more substantial effort
to prepare.
The IESO responded that some of the obligations in the forward period may be technology specific to
reflect the realities of different resource types.
In response to an IESO comment about PJM’s use of rising Completion Securities to reflect the
growing importance of a resource that has cleared more than one auction and so now has more
than one future commitment, a participant asked for verification that the Completion Security
only increases if they clear multiple auctions and not just as a result of participating in multiple
auctions.
The IESO responded in the affirmative.
A participant asked whether in the case of uprates, a Completion Security will apply only to the
uprate portion rather than a resource’s total capacity.
The IESO responded that the Completion Security would likely only apply to the uprated portion. The
IESO added that other processes, such as capacity check tests, might also have a role to play in
determining that the upgraded resource is able to perform as committed.
A participant asked whether milestones applied in other jurisdictions are applied differently to
load versus generation. The participant suggested that demand response resources which could
be fairly small or which, in the case of aggregated resources, could change contributors should
not be subject to the same milestones as other, much larger, resources.
The IESO said that it is not aware of any differentiations being applied in other jurisdictions. The IESO
added that consideration is being given as to whether the application of milestones should vary with
project size in Ontario. The IESO also expressed a willingness to explore the possibility of fewer or
different milestones for demand response resources as long as the required confidence level can be
maintained.
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A participant asked what happens to a security deposit if a milestone is missed.
The IESO explained that it will depend on a number of factors such as how material the milestone is,
when it was missed and whether it was the first time. Consequences of missing a milestone could include
facing a financial penalty or loss of a capacity obligation.
In response to an IESO comment that a daily fee could be imposed as a consequence of failing to
meet a performance milestone, a participant asked if the fee would be in addition to the
Completion Security.
The IESO explained a daily fee might draw on the Completion Security but under that circumstance, the
Completion Security would have to be topped back up to the required level.
A participant asked whether resources will be able to invoke force majeure.
The IESO explained that consideration of this issue is underway but no determination has been made
regarding what will qualify as a force majeure event during the forward period of the ICA.
With regards to the possible need to conduct capacity check tests during the forward period, a
participant said that there are already other processes that the IESO has in place that could be
relied upon to verify that capacity is available. The participant suggested that the existing
process should be relied upon instead of repetitive processes.
The IESO acknowledged that some overlap may emerge between existing processes and those being
developed as part of the ICA. The IESO added that as processes required for the ICA are defined, overlaps
will be identified and addressed as appropriate.
In response to an IESO comment that PJM does not conduct capacity check tests during the
forward period, a participant asked whether that means resources in the PJM auction bid a
certain capacity into the market that is then validated during the commitment period.
The IESO explained that proposed resources go through a capacity qualification process to determine how
much capacity they can offer in to the auction and the validation process conducted during the
commitment period serves to confirm that the agreed amount of capacity is delivered.
The participant then asked how possible shortfalls are handled.
The IESO explained that shortfalls will be handled as set out through the performance obligations that
will be in effect during the commitment period.
A participant asked how capacity check tests will be aligned with the seasonal nature of
obligation periods or unusual weather in the event that tests happen to be conducted on
unusually hot or cold days for the season. The participant asked how the assessment of a
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resource with a summer obligation, will be handled to account for seasonal effects on
performance if the test is carried out in the winter.
The IESO explained that testing resources during the season for which they are cleared would be
preferred. However, that might raise issues around how far out from the obligation period tests can be
conducted. Regarding the effects of unusual weather, the IESO suggested that in the event of a rare
weather event, provisions could be made for tests to be repeated. The IESO added that further
consideration will be given to this issue.

Rebalancing Auctions - Ismael El-Samahy, IESO
The IESO led stakeholders through a presentation of proposed Rebalancing Auctions.
A participant asked whether there will be different demand curves for the rebalancing auctions.
The IESO explained that demand curves represent the willingness of a system operator to pay for
capacity. In theory, that willingness to pay, and hence the curve, does not change; however as the target
capacity changes, it will become necessary to shift the curve to the left or right to release or add capacity
respectively.
A participant asked whether jurisdictions with a rebalancing auction three months before the
commitment period have had any problems clearing the amount of capacity they need.
The IESO explained that as far as it was aware, this situation had not arisen.
A participant asked what would happen if the rebalancing auction clears at a lower price than
the base auction.
The IESO explained that whether the rebalancing auction clears at higher or lower price than the base
auction, prices in the rebalancing auction do not affect prices for participants that cleared in the base
auction.
A participant asked whether increased target capacity in a rebalancing auction (relative to the
base auction) will always result in higher clearing prices.
The IESO explained that an increased target capacity may not result in higher clearing prices. For
example, lower priced demand response resources could become available at the time of a rebalancing
auction and clear at a lower price.
A participant asked whether as a result of rebalancing auctions, there will be more than one
clearing price during the commitment period.
The IESO explained that each resource will have a single clearing price; however an entity that owns
different resources can have different clearing prices for each resource depending on when they cleared.
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A participant asked the IESO to clarify whether a reduction in target capacity would be the
result of a resource that cleared the base auction informing the IESO of its decision to withdraw
or the result of a change to the IESO’s forecast of system needs.
The IESO explained that a reduction in target capacity will happen when new information leads to
changes in forecasted needs and a determination is made that too much capacity was procured in the
previous auction.
The participant then asked, what would happen if no resource wants to exit its position in the
capacity market.
The IESO acknowledged that this scenario was possible but added that for various reasons, such as
concerns about their ability to live up to all of their performance obligations, some resources are typically
willing to modify their commitments. However if none are willing to do so, then the IESO would have
over procured and nothing further would be done.
A participant asked whether a resource that cleared the base auction could make money if it
exits at the rebalancing auction and the rebalancing auction clearing price happens to be lower
than the base auction clearing price.
The IESO responded in the affirmative but added that the converse, where an exiting resource will incur
losses if the rebalancing auction clears at a higher price, might also occur.
A participant stated that, for any given commitment period, there was no assurance that the
IESO would organise a rebalancing auction. The participant also questioned the usefulness of
having an auction involving other participants if all the IESO is interested in is a reduction of
procured capacity. The participant suggested that it would be more efficient for the IESO to go
back to the resources that cleared the base auction and seek volunteers willing to exit their
positions.
The IESO explained that rebalancing auctions would be anticipated to occur on a set schedule that will be
transparent to market participants. The IESO added that whether or not there was a need for any
rebalancing from a system perspective, rebalancing auctions will be organised to provide market
participants with a predictable mechanism to modify their capacity positions.
The IESO also explained that while rebalancing auctions provide a mechanism for resources that want to
exit some or all of their obligations to find a replacement, the same might also be achievable on a bilateral
basis between two resources. In that scenario, the two parties will require approval from the system
operator before the deal can close.
A participant said that financial penalties faced by a resource that decides to pull out before the
commitment period should be limited to the loss of their Completion Security. The participant
suggested that any additional risk would impose an unfair burden.
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The IESO explained that no determination has been made as to whether penalties will be limited to the
Completion Security. The IESO also pointed out that in existing generation contracts, risks are not
limited to the Completion Security.
A participant pointed out that in the example presented by the IESO, the party wanting to exit
its position offered to pay up to the price cap. The participant then asked whether an exiting
resource could offer below the price cap.
The IESO explained that participants could offer a lower price. However, if their offer ends up being
lower than the rebalancing auction clearing price, then they would not be successful in exiting their
position.
While presenting practices in other jurisdictions, the IESO stated that PJM only allows resources
that have participated in previous auctions for a particular commitment period to partake in
rebalancing auctions for that commitment period. A participant then asked what kind of
business rationale would explain resources choosing to skip auctions.
The IESO explained that if rebalancing auctions have been consistently clearing at higher prices than the
base auction, a resource could decide to hold out for possible higher prices.
A participant asked whether the implication of the second point on slide 86 is that there will be
an opportunity to revisit qualified capacity at rebalancing auctions.
The IESO explained that prior to the base auction and during the forward period there will be processes to
determine and then confirm a resource’s qualified capacity. The provision on slide 86 is intended to allow
the IESO to make changes when the initial and confirmatory tests yield different outcomes.
The IESO thanked participants and reiterated feedback is appreciated and should be sent to:
engagement@ieso.ca.
The next ICA meeting is scheduled for April 19th, 2018.
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