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Disclaimer

The posting of documents on this Website is done for the convenience of market participants and
other interested visitors to the IESO Website. Please be advised that, while the IESO attempts to
have all posted documents conform to the original, changes can result from the original, including
changes resulting from the programs used to format the documents for posting on the Website as
well as from the programs used by the viewer to download and read the documents. The /ESO
makes no representation or warranty, express or implied that the documents on this Website are
exact reproductions of the original documents listed. In addition, the documents and information
posted on this Website are subject to change. The IESO may revise, withdraw or make final these
materials at any time at its sole discretion without further notice. It is solely your responsibility to
ensure that you are using up-to-date documents and information.

This market manual may contain a summary of a particular market rule. Where provided, the
summary has been used because of the length of the market rule itself. The reader should be aware,
however, that where a market rule is applicable, the obligation that needs to be met is as stated in
the “Market Rules”. To the extent of any discrepancy or inconsistency between the provisions of a
particular market rule and the summary, the provision of the market rule shall govern.
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Market Manuals

The market manuals consolidate the market procedures and associated forms, standards, and
policies that define certain elements relating to the operation of the IESO-administered markets.
Market procedures provide more detailed descriptions of the requirements for various activities
than is specified in the “Market Rules”. Where there is a discrepancy between the requirementsin a
document within a market manual and the “Market Rules”, the “Market Rules” shall prevail.
Standards and policies appended to, or referenced in, these procedures provide a supporting

framework.

— End of Section —
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1. Introduction

1.1 Purpose

The IESO will conduct capacity auctions for the purpose of acquiring auction capacity through a
competitive auction process (Ch. 7, 5.18.1 of the market rules). The “Capacity Auctions” manual is
designed to provide market participants with an introduction to the capacity auction, operated by
the IESO for the IESO-administered markets and the specific steps to be followed to conduct the
auction. The manual also provides information on market participants’ eligibility criteria, auction
timelines, energy market participation, and settlement process.

1.2 Scope
Capacity auctions, with respect to IESO-administered markets, are comprised of the following
aspects:

e Market participant authorization as a capacity auction participant,
e Enrollment into an upcoming capacity auction by capacity auction participants,
e Submission of capacity auction offers by capacity auction participants,

e Processing of submitted capacity auction offers by the IESO and determining capacity
obligations,

e Reporting of auction results and capacity obligations by the IESO,
e Energy market participation requirements,

e Testing of capacity auction resources, and

e Settlement process and capacity prudential support obligations.

In support of these aspects, this market manual details the conditions, actions, and timelines
specific to the capacity auction by market participants and the IESO. This market manual also details
the energy market participation requirements, settlement process, and capacity prudential support
obligations for the capacity auctions by market participants and the IESO. The market manual is
based on obligations expressed in the “Market Rules” (Ch. 2, Ch. 3, Ch. 7, and Ch. 9).

This market manual refers to other market manuals and market rules that provide additional
information.

1.3 Who Should Use This Manual

The “Capacity Auctions” market manual is meant to be used by all those undertaking the following
activities:

e Applicants seeking authorization as a capacity auction participant and/or capacity market
participant for a capacity auction;

e Capacity auction participants seeking to enroll auction capacity into the capacity auction;
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e Capacity auction participants seeking to submit capacity auction offers into the capacity
auction;

e Capacity market participants seeking to register facilities in order to meet their capacity
obligations through the energy market; and

e Capacity market participants seeking to satisfy a capacity obligation by participating in the
energy market

1.4 Contact Information

Changes to this market manual are managed via the IESO Change Management process, which can
be found on the Change Management Overview page (http://www.ieso.ca/sector-
participants/change-management/overview). Stakeholders are encouraged to participate in the
evolution of this market manual via this process.

To contact the /ESO, you can email IESO Customer Relations at customer.relations@ieso.ca or use
telephone or mail. Telephone numbers and the mailing address can be found on the Contact Page
(http://www.ieso.ca/corporate-ieso/contact). IESO Customer Relations staff will respond as soon as
possible.

1.5 Applicability

Pursuant to market rules Chapter 7, section 18.1A, a market participant that participates in a capacity
auction will, until the end of that capacity auction’s commitment period, remain subject to those
market manual provisions and corresponding market rules that were most recently in effect at the
time of the holding of that capacity auction (except as provided by section 18.1A.3 in regards to urgent
amendments and section 18.1A.1.1 in regards to amendments that expressly exclude the application
of sections 18.1A.1 and 18.1A.2). The versions of the market manuals in effect at the start of the
capacity auction offer submission window specify the rights and obligations related to participation,
satisfaction of capacity obligations, and performance of other requirements directly related to
participation (notwithstanding any amendments that may have been made subsequent to the
relevant capacity auction except as provided by section 18.1A.3 in regards to urgent amendments and
section 18.1A.1.1 in regards to amendments that expressly exclude the application of sections 18.1A.1
and 18.1A.2).

Market participants consulting this market manual must verify that they are consulting the version
of the market manual corresponding to the capacity auction in which they participated or wish to
participate.

An archive of market manuals corresponding to particular capacity auctions, organized by date, can
be found on the Capacity Auction Rules Library (https://www.ieso.ca/en/Sector-
Participants/Change-Management/Capacity-Auction-Rules-Library).

— End of Section —
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2. Capacity Auction Overview

Capacity auctions acquire auction capacity for one commitment period, which consists of two
obligation periods, referred to as summer and winter periods.

2.1 Capacity Auction Process

Figure 2-1 below shows a representative capacity auction process overview:

PRE-AUCTION
PERIOD AUCTION PERIOD

Commences with the
posting of the pre-auction
report

Approximately 1 week

Figure 2-1: Capacity Auction Process
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2.2 Capacity Auction Timelines
Ontario’s capacity auction follows the following timelines:

o The IESO will publish a pre-auction report no less than two months prior to the start of the
offer submission window for the capacity auction.

e Market participants intending to participate in the capacity auction must complete their
authorization as capacity auction participant at least 40 business days in advance of the
capacity auction, or within such other period as set by the IESO in its sole and absolute
discretion®.

e Market participants intending to participate in the capacity auction are required to
complete the capacity enrollment process and afterwards submit the capacity auction
deposit amount at least five business days prior to the start of the offer submission window
for the capacity auction.

e The capacity auction will accept offers from capacity auction participants on the date
announced in the pre-auction report, starting at 09:00 EST and ending on the next business
day at 23:59 EST. This period is referred to as the offer submission window. Capacity auction
participants intending to participate in the capacity auction must have submitted their
capacity auction offers to the IESO during the offer submission window.

e The IESO will process all submitted capacity auction offers, determine capacity auction
clearing prices and quantities, and prepare and publish both the public and confidential
post-auction reports by 16:00 EST, four business days following the day on which the offer
submission window closes.

1 Should the IESO determine another period for market participants to complete authorization as a capacity
auction participant, this period will be published in the “Auction Timelines” posted on the IESO Website.
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2.3 Commitment Periods and Obligation Periods

The commitment period is the period of time for each capacity auction over which it secures auction
capacity. It consists of two obligation periods, which are the periods of time for which a capacity
market participant is required to satisfy its capacity obligation through the day-ahead commitment
process and energy market.

There are two seasonal obligation periods for a capacity auction, defined as:

e Summer — May 1 to October 31
e  Winter — November 1 to April 30

Forward period means the period of time beginning three business days following the IESO
publishing the auction results , to the commencement of an obligation period. The length of the
forward period will vary depending on the date of a capacity auction relative to its obligation period.

(Summer)Obligation Period ‘ (Winter)Obligation Period ‘

‘ Forward Period | Commitment Period ‘

Figure 2-2: Periods of time related to capacity auctions

Capacity auction participants may choose to submit capacity auction offers into either one or both
of the obligation periods. The auction for both obligation periods requires separate capacity auction
offers for each of the obligation periods. The two obligation periods will be evaluated individually
using the submitted capacity auction offers compared to pre-determined demand curves, and will
therefore have their own capacity auction clearing prices and quantities. Participants will receive a
set of separate capacity obligations for each period, where applicable, if they successfully clear the
auction. Capacity auction participants who secure a position in a capacity auction are required to
complete their authorization and registration requirements, as applicable, during the forward
period, as explained in Section 5 of this manual.

2.4 Availability Window
(market rules: Ch. 7, ss.19.4.1,19.5.1, 19.7.1, 19.9.1, 19.9A.1 and 19.11.1)

The summer availability window will consist of business days from 12:00 to 21:00 EST (hour ending
13 to hour ending 21) and the winter availability window will consist of business days from 16:00 to
21:00 EST (hour ending 17 to hour ending 21).

All capacity market participants with a capacity obligation will receive an availability payment
associated with their capacity obligation. Availability payments may be offset with non-performance
charges in accordance with “Market Manual 5.5: Physical Markets Settlements Statements” during
the associated obligation period.

2.5 Demand Curve Elements
(market rules: Ch. 7, s. 18.5.2)

A capacity auction demand curve is a representation of the IESO’s willingness to acquire auction
capacity; it defines the prices that the IESO is willing to pay for varying levels of auction capacity
along the curve. The shape of the demand curve impacts the quantity (MW; the X-axis) and price
(S/MW-day; the Y-axis) of auction capacity that will be acquired through an auction. The capacity
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auction uses a downward-sloping demand curve defined by the following parameters and illustrated
in Figure 2-4 below:

e Target capacity
e Capacity auction reference price
e A maximum and minimum capacity auction clearing price; Capacity limits

Given the dynamic nature of the energy market, the IESO will review the demand curve parameters
at least once every three years to ensure it is reflective of the current market conditions and system

needs.
Max. Auction Clearing Max. Auction Clearing Price
Price at Min. Capacity .at Max. Capacity
 Reference Price at
= . Target Capacity
3 e
=
-
W
L]
=]
=
o
[0
£
|
©
2
Q

Max. Capacity at Min.
Auction Clearing Price

I I e— e

Capacity Cleared MW
Figure 2-3: Downward Sloping Demand Curve

The key reference points on the downward-sloping curve shown above are further elaborated in the
sections below.

2.5.1 Target Capacity

The target capacity for each obligation period will be determined based on the reliability need or
any additional need identified by the /ESO. The target capacity for each obligation period shall be
published by the IESO in the pre-auction report.

Issue 14.0 - September 19, 2022 Public



Market Manual 12: Capacity Auctions 2. Capacity Auction Overview

2.5.2 Capacity Auction Reference Price

The capacity auction reference price for each obligation period shall be published by the IESO in the
pre-auction report.

2.5.3 Maximum and Minimum Auction Clearing Price
The maximum capacity auction clearing price is the maximum price that a capacity market

participant may be paid for auction capacity. The maximum capacity auction clearing price is set at a
multiple of 1.25 times the capacity auction reference price.

The minimum capacity auction clearing price is S0/MW-day.

The maximum and minimum capacity auction clearing price for each obligation period shall be
published by the IESO in the pre-auction reports.

2.5.4 Capacity Limits
The capacity limits used in the demand curve are:

e the minimum capacity,
e the maximum capacity at maximum capacity auction clearing price, and
e the maximum capacity

The minimum capacity is the minimum amount of auction capacity that the IESO will clear through a
capacity auction for each obligation period.

The maximum capacity at maximum capacity auction clearing price will be determined based on the
following formula:

RP XTC

MaxCap(MACP) = W

Where:

e MaxCap(MACP) is the maximum capacity at the maximum auction clearing price,
e RPis the capacity auction reference price,

e TCis the target capacity, and

e MaxP is the maximum capacity auction clearing price.

The maximum capacity is the maximum amount of auction capacity which the IESO will clear
through the auction. The maximum capacity is determined by forming a straight line between the
points defined by the maximum capacity at the maximum capacity auction clearing price and the
target capacity at the capacity auction reference price, and extending this line to the price of
S0/MW-day. The capacity limits for each obligation period shall be published by the IESO in the pre-
auction report.

2.6 Zonal Constraints
(market rules: Ch. 7, s. 18.5.3)

The ten electrical zones of Ontario are used to acquire auction capacity for the capacity auction. The
IESO establishes zonal requirements or limits that will be used to set any minimum and maximum
capacity limits, respectively, that can be cleared in the capacity auction for each electrical zone.

Each electrical zone has a set of capacity auction zonal constraints defined. These include
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e minimum amount of auction capacity to be acquired

e total maximum amount of auction capacity that can be acquired

e maximum amount of auction capacity from resources not revenue-metered by the IESO (i.e.
virtual resources) that can be acquired. This limit will not set the zonal capacity auction
clearing price.

A set of capacity auction zonal constraints will also be defined for groups of electrical zones that are
located behind a single limiting transmission interface. These include:

e minimum amount of auction capacity to be acquired; and
e total maximum amount of auction capacity that can be acquired.

The capacity auction will establish an Ontario-wide capacity auction clearing price as well as possible
zone specific capacity auction clearing prices. The IESO shall publish capacity auction zonal
constraints in the pre-auction report.

2.7 Capacity Import Constraints

The external interfaces between the IESO-controlled grid and neighbouring systems may be used to
acquire auction capacity for the capacity auction. The IESO will establish maximum capacity import
constraints that can be cleared in the capacity auction. These constraints apply to system-backed
capacity import resources and generator-backed capacity import resources.

Capacity auction offers associated with eligible system-backed capacity import resources and
generator-backed capacity import resources will clear the capacity auction subject to the following
constraints:

e maximum amount of auction capacity that may be provided by the combination of system-
backed capacity import resources and generator-backed capacity import resources. When
this constraint is binding it will not determine the capacity auction clearing price, and

e maximum amount of auction capacity that may be provided by all system-backed capacity
import resources or generator-backed capacity import resources at each external interface.
When this constraint is binding it will not determine the zonal capacity auction clearing
price or zone group capacity auction clearing price. External interfaces not listed in the pre-
auction report indicate that they border upon a jurisdiction where there is no associated
agreement between the relevant balancing authorities?.

System-backed capacity import resources and generator-backed capacity import resources will be
subject to the capacity auction zonal constraints in the external interface’s bordering electrical zone,
as described in Section 2.6. As such, there will be no price separation for either system-backed
capacity import resources or generator-backed capacity import resources, and the resources located
within Ontario’s electrical zone the interface borders. The IESO shall publish capacity import
constraints in the pre-auction report.

— End of Section -

2 Agreements between the relevant balancing authorities will, at a minimum set out requirements for firm
transactions and confirmation that capacity transacted as a result of a capacity auction will be coordinated
between the balancing authorities (e.g. removed from applicable adequacy assessments).
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3.

Pre-Auction Requirements

In order to conduct the capacity auction in a consistent and transparent manner, the /[ESO and the
market participants must satisfy certain pre-auction requirements.

The IESO shall prepare a pre-auction report containing capacity auction related information, and
publish it in advance of the auction, as explained in Section 3.1 below. There are also participant
authorization, enrollment, and capacity auction deposit requirements for market participants who
wish to participate in the capacity auction, as further explained below.

3.1

Pre-Auction Reporting Obligations

(market rules: Ch. 7, ss. 18.5.2, 18.5.3, 18.5.4, 18.5.5, and 18.5.6)

Prior to the capacity auction, the IESO shall publish a pre-auction report to include the following
reference points, for both obligation periods:

Target capacity

Capacity auction reference price

Minimum and maximum capacity auction clearing prices

Minimum and maximum auction capacity to be secured

Maximum auction capacity to be secured at the maximum capacity auction clearing price

Capacity auction zonal constraints for each electrical zone and groups of zones as explained
in Section 2.6 of this manual
Capacity import constraints as explained in Section 2.7 of this manual

In addition to these reporting requirements, the /ESO will also publish:

3.2

the dates for capacity auction participants to enroll potential capacity auction resources and
the amount of auction capacity that they are willing to provide for each potential capacity
auction resource;

the date by which capacity auction participants must post a capacity auction deposit;

the dates that the /ESO will conduct the capacity auction as well as the date by which the
IESO will publish the public and confidential post-auction reports (Ch. 7, S. 18.5.4 of the
market rules); and

a link to a mapping tool to assist with the determination of which zone capacity auction
resources are located, based on their physical address.

Pre-Auction Authorization Process

(market rules: Ch.2,ss. 2.1.1.11 and 2.1.1.12, Ch. 7, ss. 18.2.1.1, 19.8 and 19.9A)

All prospective participants who wish to participate in the capacity auction are required to authorize
as capacity auction participants through the IESO’s market registration process. The capacity auction
participant shall authorize as a capacity market participant during the forward period if a capacity
obligation is awarded, per Section 5.1. Market authorization processes are further detailed in
“Market Manual 1.5: Market Registration Procedures”.
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In addition to authorization as a capacity auction participant, market participants may be authorized
as one of the following classes described in Market Manual 1.5, as applicable:

e Generator

e load
e Energy Trader
e FElectricity Storage Participant

3.3 Capacity Enroliment
(market rules: Ch. 7, ss. 18.2 and 18.2A)

Capacity auction participants who wish to participate in a given capacity auction shall identify to the
IESO the eligible capacity auction resource(s) with which they would intend to provide auction
capacity for the duration of the relevant obligation period, as well as the maximum quantity of
auction capacity that they might wish to provide from each individual eligible capacity auction
resource. This submitted quantity shall be used to set the capacity auction participant’s enrolled
capacity for that auction. The enrolled capacity represents the maximum auction capacity that can
be offered by the capacity auction resource in a given capacity auction for either obligation period.
The IESO will communicate the enrollment submission deadline via the pre-auction report.

Each potential capacity auction resource will represent a single resource according to the
registration procedures described in “Market Manual 1.5: Market Registration Procedures”.

A capacity auction participant may revise or withdraw a capacity enrollment submission up until the
enrollment submission window closes per the timelines detailed in the pre-auction report. Both
actions are completed in Online IESO.

Prior to the deadline specified in the pre-auction report, capacity auction participants wishing to
participate in an upcoming capacity auction are required to submit to the IESO, via Online IESO3, the
following information in order to complete the capacity enrollment process:

e The amount of potential auction capacity, not less than 1 MW per capacity auction resource,
that they could reliably provide, and may be willing to offer, in each obligation period,

o For generator-backed capacity auction eligible import resources, the amount of
potential auction capacity must be provided for each generator-backed import
contributor

e The obligation period(s) for which they may wish to submit capacity auction offers.
Participants may choose to submit capacity auction offers for one or both obligation
periods,

o The type of capacity auction resource that will satisfy a capacity obligation during the
commitment period and for HDR resources, the obligation type (e.g. physical or virtual) and
demand response contributor type (e.g. Residential or Commercial & Industrial). Refer to
Section 5.3.2 for details on submitting demand response contributor data information in the
forward period and obligation period.

e Confirmation of having submitted the capacity auction deposit as determined by the /ESO,
further explained in Section 3.4 of this manual.

3 Online IESO is an online tool for market participants to submit data to the IESO; accessible at Online IESO
(https://online.ieso.ca).
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Market Manual 12: Capacity Auctions

3. Pre-Auction Requirements

Additional information is required for each capacity auction resource type, as specified in Table 1-1.

Table 1-1: Additional information required to complete capacity enroliment

by capacity auction resource type.

Capacity Auction Additional Information Required
Resource Type

Capacity The registered facility and associated resource that will satisfy the

generation capacity obligation

resources A signed attestation declaring that the generator that will satisfy the
capacity obligation meets the requirements of a capacity auction
eligible generation resource as set out in Chapter 11, Definitions of
the market rules. This attestation can be found in Appendix D:
Attestation for Capacity Auction Eligible Generation Resource.

Capacity storage The registered facility and associated resource that will satisfy the

resources capacity obligation
A signed attestation declaring that the generator that will satisfy the
capacity obligation meets the requirements of a capacity auction
eligible storage resource as set out in Chapter 11, Definitions of the
market rules. This attestation can be found in Appendix E: Attestation
for Capacity Auction Eligible Storage Resource

Capacity The registered facility and associated resource that will satisfy the

dispatchable capacity obligation

load resources If there is no registered facility, the zonal location of the potential

capacity dispatchable load resource. Participants may choose from
the ten electrical zones to submit capacity auction offers

System-backed
capacity import
resources

The external interface that will be used to deliver the auction capacity
A signed attestation acknowledging that all eligibility requirements
have been met, as set out in Chapter 11, Definitions of the market
rules and that has taken such actions as are necessary in order to
ensure that:

e Capacity imports related to a capacity obligation will be
offered into Ontario’s energy market with firm 7F
transmission service; and

e The planning authority(ies) responsible for adequacy
assessment(s) will remove any MW related to a capacity
obligation from its adequacy assessments

This attestation can be found in Appendix F: Attestation for System-
backed Capacity Auction Eligible Import Resource

Generator-
backed capacity
import resources

The external interface that will be used to deliver the auction capacity
A signed attestation acknowledging that all eligibility requirements
have been met, as set out in Chapter 11 of the market rules, and that
the capacity auction participant is the owner of the potential capacity
auction resource. This attestation can be found in Appendix G:
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Capacity Auction Additional Information Required
Resource Type
Attestation for Generator-backed Capacity Auction Eligible Import
Resource
e Proof of deliverability to the Ontario border in one of the following
forms:

e For generator-backed capacity auction eligible import
resources located within the New York Independent System
Operator (NYISO) control area, proof that the resource holds
Capacity Resource Interconnection Service (CRIS) status;

e For generator-backed capacity auction eligible import
resources located within the Hydro Quebec control area,
confirmation of firm transmission service from the
transmission operator, or;

e For generator-backed capacity auction eligible import
resources located within any control area, proof of ownership
of a direct transmission line to the Ontario border

This proof of deliverability document must be submitted by email to
capacity.auction@ieso.ca by the capacity auction contact. In addition
to the attached evidence, the email should include the following:
e Participant Name
e Associated resource ID for each generator-backed import
contributor in which a deliverability document is attached,
and;
e Enrollment request ID

For each generator-backed import contributor, the following must be
submitted:

e Resource name
e Resource ID (i.e. the unique numeric identifier for the generation
facility as assigned by an external jurisdiction)

For each generator-backed import contributor that is a generation facility, the

following also must be submitted:

e Fuel type
e elapsed time to dispatch
e minimum loading point

Hourly demand e The registered facility and associated resource that will satisfy the
response (HDR) capacity obligation
resources e [f there is no registered facility, the zonal location of the potential

demand response resource and/or demand response contributors for
which they are willing to submit offers, the obligation type (physical
or virtual) and contributor type (Residential or Commercial &
Industrial)
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Based on the information provided, the /IESO will:

o Verify that the market participant has completed the pre-auction authorization process to
become a capacity auction participant as outlined in Section 3.2 of this manual, and

e Ensure that the capacity market participant has not been disqualified from capacity auction
participation as outlined in Ch.7 of the market rules

3.4 Capacity Auction Deposit
(market rules: Ch. 7, ss. 18.2, 18.3.1, and 18.4)

All capacity auction participants wishing to submit capacity auction offers into the capacity auction
are each required to provide to the IESO a single capacity auction deposit. The submission of the
capacity auction deposit is confirmed via Online IESO.

The purpose of this deposit is to establish the creditworthiness of the capacity auction participant
for auction activities. The capacity auction deposit is also intended to ensure that the capacity
auction participant fulfills any post-auction and forward period obligations.

The IESO will calculate the capacity auction deposit amount that a capacity auction participant is
required to submit for each obligation period, based on the amount of enrolled capacity in each
obligation period of the capacity auction.

The formula for calculating a capacity auction participant’s capacity auction deposit is as follows:

Capacity auction deposit = 3% * (total enrolled capacity * maximum auction clearing
price per MW-day) * number of business days in obligation
period

The IESO may impose a higher capacity auction deposit requirement depending on creditworthiness
of the capacity auction participant in the IESO-administered market.

For capacity obligation transfers, the IESO will determine and notify the capacity transferee if
additional capacity auction deposit funds are required, as determined in Section 8, to complete a
transfer.

If additional capacity auction deposit funds are required, the formula for determining a capacity
transferee’s deposit for a transfer is as follows:

Capacity auction deposit = 3% * (transferred auction capacity * maximum auction
clearing price per MW day) * number of business days in
obligation period

However, the additional capacity auction deposit requirements from a transfer request may be
satisfied by the capacity transferee’s existing capacity auction deposit, if it has not been refunded
back to the capacity transferee.

Capacity auction deposits by cash shall be submitted by electronic funds transfer to an IESO-
designated account. Letters of credit must be submitted to the /ESO in original hard copy form. The
IESO will not pay interest on cash deposits.

The IESO will verify all submitted capacity auction deposits for participation in a capacity auction by:
e Reviewing the amount and type of deposit,
e Verifying that it meets the submission timing requirements, and

e Ensuring applicants are authorized as capacity auction participants.
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The IESO will release the capacity auction deposit, at the capacity auction participant’s request,
within five business days for:

e An unsuccessful capacity auction participant after the publication date of the post-auction
report;

e A successful capacity auction participant when the capacity auction participant is authorized
as a capacity market participant, sufficient capacity prudential support is posted, and a

facility is registered to satisfy each of the capacity auction participant’s capacity obligations
for each obligation period;

Upon completion of a successful capacity obligation transfer, the IESO will release all or a portion of
a capacity transferor’s capacity auction deposit at the capacity transferor’s request, within five
business days under the following conditions:

o The IESO will release the capacity auction deposit if the capacity transferor's remaining
capacity obligations are 0 MW, or has at least one resource registered and sufficient
capacity prudential support is posted to meet the capacity auction participant’s capacity
obligation in each obligation period in each of the cleared electrical zones; or

o The IESO will release a portion of the capacity auction deposit, if the above condition is not
met, determined by the following formula:

Partial capacity auction deposit release = 3% * (transferred auction capacity * maximum auction
clearing price per MW day) * number of business days
in obligation period

— End of Section —
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4. Auction Mechanics

The capacity auction mechanics involves a 3-stage process, as displayed in Figure 4-1 below:
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Figure 4-1: Capacity Auction Mechanics Overview

4.1 Stage 1: Offer Submission and Validation
(market rules: Ch. 7, s. 18.6)

Capacity auction participants are required to submit capacity auction offers via Online IESO,
following the auction timelines detailed in Section 2.2 of this market manual. Each capacity auction
participant may submit capacity auction offers associated with each potential capacity auction
resource identified during the capacity enrollment process for any quantity between 1 MW and the
enrolled capacity, using offer laminations to reflect the price of providing the various levels of
capacity.

Capacity auction offers must be submitted on an obligation period basis. A complete capacity
auction offer includes a set of up to 20 monotonically increasing price-quantity pairs with the total
offered quantity across all laminations equal to or less than the enrolled capacity for the potential
capacity auction resource. The capacity auction offer quantity must increase with every new
lamination added to an offer set.

A capacity auction participant may revise a capacity auction offer in Online IESO up until the
capacity auction offer window closes, per the timelines detailed in Section 2.2 of this market
manual.

A capacity auction offer will apply for the entire obligation period. The prices offered represent the
minimum price at which the participant is willing to provide each incremental quantity of auction
capacity.

A capacity auction offer must also specify, for each price-quantity pair, whether the entire auction
capacity represented in the lamination must be cleared in full or whether it may be partially cleared.
A full flag indicates to the IESO that the capacity auction participant is only willing to clear the
auction with the full amount of auction capacity offered in that lamination. A partial flag indicates to
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the IESO that the capacity auction participant is willing to clear the auction in 0.1 MW increments of
the offer in that lamination.

The participant must be ready to provide auction capacity in the amount of their capacity obligation
by the first day of the obligation period or be subject to non-performance charges as explained in
Section 6 of this market manual.

4.2 Stage 2: Auction Clearing
(market rules: Ch. 7, s. 18.7)

Once the capacity auction offer submission window closes, the IESO will review all capacity auction
offers to determine the capacity auction clearing price for each zone, per the timelines detailed in
Section 2 of this market manual.

For each obligation period, the IESO shall determine the capacity obligation for each capacity
auction participant’s capacity auction resource, following the process stated below.

The IESO will consider all capacity auction offers and clear them against a downward-sloping
demand curve, utilizing an optimization model to maximize the social welfare (i.e. the area under
the demand curve less supply costs). This clearing process will respect all capacity auction zonal
constraints and capacity import constraints. The clearing process will determine the capacity auction
clearing price for each zone. When there is a capacity auction offer not selected, either partially or in
full, due to the total maximum capacity auction zonal constraint for a specific electrical zone, the
capacity auction clearing price for that zone will be set at the lesser of:

e the price associated with the next economic quantity from a capacity auction offer in the
same zone that would have cleared but for the total maximum capacity auction zonal
constraint; or

e the Ontario-wide capacity auction clearing price.

When there is a capacity auction offer not selected, either partially or in full, due to the total
maximum capacity auction zonal constraint for a group of electrical zones, the capacity auction
clearing price for all zones incorporated in that group of zones that haven’t reached their individual
maximum capacity auction zonal constraints will be set at the lesser of:

e the price associated with the next economic quantity from a capacity auction offer in the
same group of zones that would have cleared but for the total maximum capacity auction
zonal constraint; or

e the Ontario-wide capacity auction clearing price.

The Ontario-wide capacity auction clearing price will be set equal to the price associated with
demand curve for the quantity equal to the last-cleared price-quantity pair associated with a
capacity auction offer. The total quantity cleared through a capacity auction may clear above the
demand curve where doing so will maximize the overall objective function. An example of the
auction clearing process, including zonal limitations, is shown in Figure 4-2.
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Consider 3-zone system:
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Figure 4-2: Auction Selection Process with Zonal Limits

In the example illustrated in Figure 4-2, Zone 1 has a total maximum capacity auction zonal
constraint of 150 MW. All offers are stacked by increasing price against the demand curve for the
obligation period. As shown in the figure, after clearing the first offer of 80 MW from Zone 1, the
auction engine can only partially clear the second offer (70 MW) at which point the total cleared
quantity in Zone 1 is equal to the total maximum capacity auction zonal constraint. If the auction
engine determines that the un-cleared quantity from the second offer in Zone 1 would have cleared
but for the total maximum capacity auction zonal constraints, a zonal capacity auction clearing price
will be determined, in the manner described above. The overall procurement will continue and the
capacity auction offers will clear until the intersection with the demand curve at 340 MW, which will
also set the capacity auction clearing price for Zone 2 & 3, and is also referred to as the Ontario-wide
capacity auction clearing price.

If the IESO receives two or more capacity auction offers at the same price for the last available
quantity, the capacity auction offer with the earlier time stamp* shall be selected as the successful
capacity auction offer.

Once the capacity auction clearing price and quantity are set, the IESO shall determine for each
obligation period, the capacity obligations for each capacity auction participant and its capacity
auction resource(s). Resources with a capacity obligation will be designated a capacity auction
resource for the duration of the commitment period.

4 A time stamp refers to the time recorded by Online IESO when a capacity auction participant submits or
revises an offer during the 2-business day offer submission window.
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4.3 Stage 3: Post-Auction Reporting Obligations
(market rules: Ch. 7, s. 18.8)

Once the auction has been cleared and auction capacity quantities and capacity auction clearing
prices are determined for all zones, the IESO will prepare public and private reports to communicate
this information, as explained below.

The IESO shall publish public reports containing the following information for each obligation period:
e The Ontario-wide capacity auction clearing price;
e The capacity auction clearing price for each zone;

e The amount of auction capacity acquired through the auction for each zone by obligation
type (i.e. physical or virtual);

e The successful capacity auction participants that received a capacity obligation and their
respective total capacity obligations in each zone; and

e The total enrolled capacity of each capacity auction participant by obligation type and zone
or external interface, as applicable.

The IESO will also issue confidential post-auction reports to each capacity auction participant with the
following information for each capacity auction resource:

e capacity obligation(s);

e the capacity auction clearing price applicable to the capacity auction resource, and,;

e the obligation period.

If capacity obligations are modified as a result of a buy-out or capacity obligation transfer, the IESO
will prepare public and confidential reports to communicate the information, as explained above.

— End of Section —
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5. Post-Auction Requirements

5.1 Participant Authorization
(market rules: Ch. 8, s. 18.2.3)

There are post-auction authorization and registration requirements for capacity auction participants
who have successfully cleared and secured one or more capacity obligations. Such participants are
required to become authorized as capacity market participants. This authorization enables participants
to participate in the energy market to satisfy a capacity obligation.

In addition to authorization as a capacity market participant, market participants with generator-backed
capacity import resources and system-backed capacity import resources must be authorized as an
Energy Trader — Importer.

In the case of capacity market participants with system-backed capacity import resources or generator-
backed capacity import resources, all participation contact roles must be assigned to the capacity
market participant or to an affiliate of the capacity market participant. Details with respect to contact
roles are set out in “Market Manual 1.3: Identity Management Operations Guide”.

Post-auction market participant authorization processes are further detailed in “Market Manual 1.5:
Market Registration Procedures”.

5.1.1 Prudential Support

All capacity auction participants with a capacity obligation are encouraged to post capacity prudential
support for the obligation period, at least 60 days prior to the obligation period.

Further details on capacity prudential support requirements are outlined in “Market Manual 5.4:
Prudential Support.”

5.2 Registration Requirements
(market rules: Ch. 7, ss. 19.2, 19.3, 19.6, 19.8, 19.9A, and 19.10)

The following section describes the registration requirements for participation in the energy market. All
registration requirements are initiated and completed in Online IESO.

In order to satisfy a capacity obligation in the energy market, a resource registered in the energy market
must be assigned to each capacity obligation. The capacity auction resource may be assigned during
capacity enrollment in the pre-auction period, or during the forward period (upon completion of
registration of the energy market resources) for demand response resources that did not exist at the
time of capacity enrollment. For capacity auction participants with a system-backed capacity import
resource or generator-backed capacity import resource, a boundary entity resource will be automatically
assigned to the capacity obligation during capacity enrollment in the pre-auction period, and
registration of a facility in the energy market is not required. Any market participant seeking to register
their facility and resource must follow the processes and timelines outlined in “Market Manual 1.5:
Market Registration Procedures”.
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This registration process must be completed at least 45 business days prior to the beginning of the
obligation period for it to be effective as of the start of the obligation period. If the process is not
completed by 45 business days before the start of the obligation period, the IESO cannot guarantee that
the registration will be effective as of the start of the obligation period and this may have consequences
related to non-performance charges. For clarity, under all circumstances, the registration process must
be completed prior to the commencement of the obligation period or be subject to Ch. 7, S. 18.4.4 of
the market rules. Upon completion, the capacity market participant can assign the newly registered
facility with their applicable capacity obligation.

Except in the case of a system-backed capacity import resource and generator-backed capacity import
resource, the capacity market participant with a physical capacity obligation must be the registered
owner, as described in “Market Manual