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TUESDAY, MARCH 30, 2010

--- Upon commencing at 9:58 a.m.

MR. KAISER:  Please be seated.


The Board is sitting today in connection with an application filed on November 2nd, 2009 by the Independent Electricity System Operator relating to its 2010 fee submission for review by the Board, and pursuant to sections 18 and 19 of the Electricity Act.


A settlement conference was held on February 25th and a settlement proposal was filed with the Board on March 2nd.


The Board issued a procedural order on March 16th in this matter, indicating that we would hear submissions today, March 30th, with respect to the settlement agreement, and also hear evidence from the IESO regarding its proposal to address certain recommendations of the market surveillance panel relating to CMSC payments.


May I have the appearances, please?


APPEARANCES:


MR. ZACHER:  Good morning, Mr. Chair.  Glenn Zacher appearing on behalf of the IESO, and I have four representatives with me from the IESO, if I might just introduce them.


To my far left is Brian Rivard, who is the manager of economics for the IESO.  To my immediate left is Darren Finkbeiner, who is the manager of market development.  To my right is Nicholas Ingman, who is manager of government relations and regulatory affairs for the IESO.  And next to Mr. Ingman is Susan Nicholson, who is the IESO's corporate controller.


MR. KAISER:  Thank you.

Any other appearances?


MR. BUONAGURO:  Michael Buonaguro, counsel for VECC.


MR. KAISER:  Thank you.


MS. GRICE:  Shelley Grice, consultant for AMPCO.


MR. KAISER:  Thank you.


MS. HELT:  Maureen Helt, counsel for Board Staff, and with me I have Robert Caputo and Vincent Cooney with Board Staff.


MR. KAISER:  All right.  Thank you.


Mr. Zacher, how do you want to proceed?


MR. ZACHER:  Mr. Chair, as you indicated, the purpose of this hearing is to present -- is twofold, to present the settlement proposal that was entered into between the IESO and all of the intervenors in this proceeding who appeared at a settlement conference, and, secondly, to address certain questions I understand the Panel has with regards to the IESO's response to questions from Board Staff regarding the most recent MSP monitoring report.


I have, Mr. Chair, with me Mr. Rivard and Mr. Finkbeiner, who are prepared to answer any questions that you may have with regards to the MSP report and the CMSC issues.  


I did understand from Board Staff that there might be questions about other matters on the Issues List that are the subject of the settlement proposal, in particular, the matter of smart metering.


So both Mr. Ingman and Ms. Nicholson can speak to those, any of those issues, if you have specific questions.


So I am in your hands.  If you would like, I can very briefly address the basis for our request that the settlement proposal be approved.  You will have some brief written submissions that largely set out the basis upon which approval is sought, but I can go through those briefly, or I am quite happy to just open it up to any specific questions that you may have, sir.


MR. KAISER:  All right.  Why don't we do this?  Let's deal with the settlement proposal first and go through that and get any information we need on the record with respect to that.


Then we will then go to the panel and deal with the congestion payment issue.  Is that all right?


SUBMISSIONS BY MR. ZACHER:


MR. ZACHER:  Certainly.  Mr. Chair, you will have submissions that the IESO filed on March the 26th in support of the settlement proposal.


Just by way of background, the settlement proposal came out of a settlement conference.


MR. KAISER:  Is this the document dated March 23rd?


MR. ZACHER:  There was -- it was initially filed March 23rd, and then at the request of Board Staff, we made a minor correction to one of the paragraphs, paragraph 8, I believe, and it was refiled on March 26th.


So you may have the initial version, but -- 


MR. KAISER:  And the two attachments are the settlement agreement, and then the -- at least in the one I have.  The settlement agreement is an attachment, I guess appendix A, and appendix B is the questions for the IESO at the technical conference, a document filed on March 22nd, I guess?


MR. ZACHER:  That's correct.  Those documents are unchanged.


MR. KAISER:  So why don't we file as the first exhibit the corrected version?  I don't have it.  It doesn't sound like it matters, but just make sure that --


MS. HELT:  Yes.  If we could mark the IESO's written submissions in support of the settlement proposal refiled March 26th, 2010 and dated March 26th, 2010 as Exhibit K 1.

EXHIBIT NO. K1:  IESO's written submissions in support of settlement proposal refiled and dated March 26, 2010.


MR. KAISER:  Thank you.  All right, Mr. Zacher, go ahead.


MR. ZACHER:  Mr. Chair, so the settlement proposal came out of a settlement conference.  There was agreement by all of the intervenors that attended at the settlement conference on all of the issues in the Issues List.  


Let me just give you a little bit by way of background.  The Board issued initially its Notice of Application in this proceeding on November 25th, and appended to that was a proposed Issues List.  That Notice and the proposed Issues List was posted by the IESO in accordance with the Board's direction. 


There were comments, Mr. Chair, on certain of the issues in the Issues List.  That resulted in Board's Procedural Order No. 1, which was dated December 23rd, and that attached a revised Board-approved Issues List.


There was also, as part of Procedural Order No. 1, a technical conference that was scheduled for the end of January.  In advance of that technical conference, a number of the parties, Board Staff included, submitted written questions to the IESO on the issues on the Issues List.


So the technical conference proceeded on January 29th.  The IESO produced two panels of witnesses to address the specific written questions that had been submitted, and also to address any follow-up questions.


To my knowledge, Mr. Chair, all of the questions that were asked were answered by the IESO witnesses to the satisfaction of the intervenors.


I should note that the day prior to the technical conference, Board Staff indicated that it wished to submit some additional questions with regards to the forthcoming MSP report regarding CMSC issues.  So those questions were formally introduced at the technical conference, marked as an exhibit, and the IESO agreed that those questions would be answered in writing at a later date, and that was subsequently done.


There was then, Mr. Chair, a settlement conference that was held on February 25th.  It was facilitated by Gail Morrison and attended by some, not all, of the intervenors.  And with Ms. Morrison's assistance, all of the issues on the Issues List were settled.


The settlement was subsequently distilled into a written settlement proposal.  That is the document, sir, that is attached as tab A to Exhibit K.1.


In advance of the filing of that document, it was circulated, it was reviewed and it was approved by all of the intervenors who had attended at the settlement conference.


The settlement proposal, in my submission, satisfies the Board's requirements under its rules and settlement conference guidelines, in that it enumerates all of the issues that were settled, and it identifies in the evidence -- rather, it identifies a link to the supporting evidence in the prefiled evidence.


So subject, sir, to any questions that you may have on specific issues, the IESO respectfully requests that the settlement proposal be approved.


MR. KAISER:  So with respect to the link, let me just get a little more information on the record with respect to this.


First, 1.1 in your settlement agreement, page 4 of 8, the question was:

"Are the IESO's projected OM&A Costs appropriate and reasonable?"


The amount of the OM&A costs was, what, $124.8 million?  Do I have that right?


MR. ZACHER:  You're talking about the entire revenue requirement?


MR. KAISER:  Right.  For OM&A, you were asking for how much?


MR. ZACHER:  122.8 million is identified in the submission, the actual submission in the application.


MR. KAISER:  And that is what the intervenors accepted?


MR. ZACHER:  That's correct, sir.


MR. KAISER:  All right.  1.3 is --


MR. ZACHER:  Sir, if you would flip back a page, page 3 of 8, you will see under the heading "2010 Revenue Requirement" it says:

"The parties agree to the IESO's 2010 proposed revenue requirement of $122.8 million and proposed capital expenditures of $21.6 million."


And then it subsequently identifies agreement of the parties on the continuation of the specific application fee and of the requested usage fee of 0.82 cents per megawatt hour.


MR. KAISER:  Those were your initial recommendations, I take it?


MR. ZACHER:  That's correct.  They remained unchanged.


MR. KAISER:  All right.  So with respect to whether the IESO's projected OM&A costs are appropriate and reasonable, the amount that parties have agreed to is $122.8 million; correct?  Is that the right answer to that question or not?


MR. ZACHER:  Just give me one moment, sir.


Sir, just to be specific -- and this is referenced in the IESO Business Plan, which is identified in one of the links -- the 122.8 million reflects total expenses OM&A, including amortization and interest, of $124.8 million less 2 million, which the IESO expects to collect through cost recovery services.  And that is at page 20 of the IESO Business Plan.


MR. KAISER:  All right.  So the actual projected OM&A costs are $124.8 million, but you are asking and have obtained consent to collect $122.8?


MR. ZACHER:  Correct.


MR. KAISER:  All right.  So let's go to 1.3.  The question here is:

"What are the financial consequences of the IESO's ABCP..." 


I guess that is the asset-backed paper issue:

"... on the IESO's operating costs and its 2010 revenue requirements and have these costs been appropriately incorporated in 2010 fees submission?"


The cost consequences of ABCP that you are seeking recovery from is what?  Is that the 12.5 million?


MR. ZACHER:  I'm sorry, 12.5 million you are pointing to?


MR. KAISER:  I am looking at 1.3.


MR. ZACHER:  Yes.  In the settlement proposal?


MR. KAISER:  Yes.  The question is:

"... have these costs been appropriately 
incorporated in the 2010 fee submission?"

My question is:  How much costs are you seeking to recover?  What have the parties agreed to with respect to this?


MR. ZACHER:  Let me give you a broad answer, and then if I am -- Ms. Nicholson can jump in.


MR. KAISER:  If you need to give me the number later, you can.  I want the numbers.  That is all I am driving for here.


MR. ZACHER:  I will stand to be corrected by Ms. Nicholson, but I believe that the forecast impairment of the ABCP investments is 12.5 million, or thereabouts.


MR. KAISER:  All right.


MR. ZACHER:  And so -- 


MR. KAISER:  Is that the amount you are seeking to recover in 2010 fees?


MR. ZACHER:  I don't believe that is correct.  The way that it works is that any market-related interest income in each year is carried over and -- pursuant to the market rules, as an offset against the IESO's revenue requirement.


However, because of the impairment on forecast impairment of ABCP investments, which is at $12.5 million, the other interest on other market-related -- other market-related investment income has not yet reached $12.5 million.  


So since the ABCP matter surfaced several years ago, there has been no carry-over of market-related investment income to offset the fee.


The expectation is that in coming years, that other market-related investment income will offset the projected or realized investment loss on ABCP, at which point the IESO will start to recognize market-related investment income and it will offset a portion of the fee.  


But I am not sure it is right to say that the entire $12.5 million is being recognized in this year.


MR. KAISER:  No, I understand that.  How much is?  How much is in 2010 fees?


MR. ZACHER:  Okay.  So, sir, at this point the IESO's projected market-related interest income on other investments of $300,000, which it has projected, will not be carried over as an offset against the fee.


MR. KAISER:  What does that mean in terms of my question?  What have the parties agreed to shall be incorporated in 2010 fees with respect to this cost?  What have you agreed to?  What is the number?  You can come back to this after the break, if you want.


MR. ZACHER:  Let me try in a moment.  What I believe the parties have agreed to, sir, is that the IESO's treatment of the loss or the forecast loss on ABCP investments is appropriate.


MR. KAISER:  Well, I understand that, but we are approving fees here based on costs.  There must be a number.  No?


MR. ZACHER:  Well, there would be a number, sir.  The interest on other investments -- 


MR. KAISER:  I understand, but doesn't something have to crystallize now to be incorporated in fees?


MR. ZACHER:  Tell you what.  Why don't I dialogue with Ms. Nicholson?


MR. KAISER:  You understand my question?

     MR. ZACHER:  I understand your question, yes.


MR. KAISER:  Okay.  Let's go on to 2.1.  This is an easier one, hopefully.  What are the capital expenditures that the parties have agreed to?  I understand they're 13 and a half million; is that correct?


MR. ZACHER:  13.5 million, sir, for 2010.  It is part of an overall envelope, which is at $26.5 million.


MR. KAISER:  But with respect to 2.1, am I right that the parties have agreed to the -- that they have agreed to the -- what is the number they have agreed to?  Is it 13.5 million?  Yes?  Okay.


MR. ZACHER:  That's correct, 13.5.


MR. KAISER:  Okay.  So then, Mr. Zacher, 2.3:

"Are the IESO's proposed capital expenditures, other than EDAC, appropriate and reasonable?"


And what is that number?  I am led to believe it might be 8.1 million.


MR. ZACHER:  That's correct, sir.


MR. KAISER:  And that brings us to 4.1.  The question here is:

"Is the IESO's process for separating costs associated with its role as the Smart Metering Entity from costs associated with its role in the operation of the provincial electricity grid and managing the wholesale electricity market reasonable?"


My question is:  What are the costs?  Am I right here that these costs are not going into rates at this point?


MR. ZACHER:  That's correct.


MR. KAISER:  Right.  So what are the costs to date?  Any idea?


MR. ZACHER:  I will let Ms. Nicholson direct you to that.


MR. KAISER:  All right.


MS. NICHOLSON:  Mr. Chair, as of the end of 2009, the IESO had spent a total of $38.5 million on smart metering.  That includes the build of the MDMR, as well as operating costs to date.


MR. KAISER:  And I think there is something in the material on this.  When will you be seeking recovery of those?


MR. INGMAN:  We will be seeking recovery by the end of April.


MR. KAISER:  Do we know what the costs are at the end of April?


MR. INGMAN:  The costs as of -- the actual costs to date, to the end of February, are $40.6 million.


MR. KAISER:  All right.  Thank you.  And I guess that answers, really, 4.3, question 4.3, which was raised by the intervenors as to --


MR. INGMAN:  Yes, it does.


MR. KAISER:  -- as to the recovery?


Ms. Helt, do you have any questions on the settlement agreement as filed and any further evidence that may or may not be necessary?


MS. HELT:  No, Mr. Chair.


MR. KAISER:  All right.  Well, Mr. Zacher, let's take a -- want to take a five-minute break, if you don't mind, to get your panel set up, and then want to talk to Board counsel before we proceed to that phase?


MR. ZACHER:  Thank you, Mr. Chair.


--- Recess taken at 10:19 a.m.

--- Upon resuming at 10:26 a.m.


MR. KAISER:  Please be seated.  Ms. Helt, will you swear the witnesses, please.

INDEPENDENT ELECTRICITY SYSTEM OPERATOR - PANEL 1


Brian Rivard, Sworn

Darren Finkbeiner, Sworn

Nicholas Ingman
Susan Nicholson

MS. HELT:  Let the record show the witnesses have been sworn.


MR. KAISER:  Thank you.


MR. ZACHER:  Mr. Chair, before we turn to the panel, maybe I will try to address the one question you had earlier about the impact of the ABCP investments.


Issue 1.3 is:

"What are the financial consequences of the IESO's investments in ABCP on the IESO's operating costs and its 2010 revenue requirement and have those costs been appropriately incorporated in the 2010 fee submission?"


So there is no impact on operating costs.  There is an impact, however, on the revenue requirement.


The forecast interest income from other investments in 2010 is $300,000.  Because of the forecast impairment of ABCP investments, that $300,000 is not being carried over and credited towards the revenue requirement.


So, in other words, all things being equal, the revenue requirement in 2010 is $300,000 more than it otherwise would be.


And correspondingly --


MR. KAISER:  And presumably you will recover, in future years, ABCP costs in the same fashion?


MR. ZACHER:  That's correct, until a point where all of the losses, forecast or realized losses, have been offset.


So at this point, the losses are simply forecast because the IESO continues to hold the ABCP investments.


MR. KAISER:  What is the forecasted loss today?


MR. ZACHER:  $12.5 million or thereabouts.


MR. KAISER:  And if things continue as usual, how many years will it take to recover that?  Recovered at $300,000 a year, more or less?


MR. ZACHER:  I believe that approximately $8 million in other investment income has not been carried over and credited towards the revenue requirement in the past several years.


So, in other words, there is only in the neighbourhood of $4 million which still needs to be offset.  The $300,000 in market-related investment income that is forecast for the coming year is less than it has typically been, because of lower interest rates. 


 So it could be that the forecast interest income on other investments is a lot more than $300,000 in future years.


The other issue is that when the ABC market was restructured, holders of ABC notes received the restructured notes, so there is now a market.  It is not a particularly liquid market at the moment, but the IESO has policies in place that govern the selling of those assets, and so it could be that when they are sold, the actual loss will be less than $12.5 million.


MR. KAISER:  So to summarize, of the total estimated costs at this point of 12 and a half million, 8 million had been recovered, leaving 4 million.


And it gets recovered by being charged out against interest income, in this case $300,000.  So revenue requirement gets increased by the amount of interest income, if you like, lost as a result of using it as an offset for these ABCP charges?


MR. ZACHER:  That's correct.  The numbers you gave were rough, but...

     MR. KAISER:  Right.  All right, thank you.  Any direct with respect to this panel?


MR. ZACHER:  No direct examination, Mr. Chair.


MR. KAISER:  All right.  Ms. Helt, I am going to refer to the MSP report, which I would like marked as an exhibit, but it is sufficient for my purposes -- I am looking at page 86, and I think it goes to 131, which deals with this issue.


MS. HELT:  Yes, Mr. Chair.  We can mark the monitoring report on the IESO-administered electricity markets for the period from May 2009 to October 2009, and dated January 2010, as Exhibit K.2, and specifically the pages you referred to, 86 to 130.  

EXHIBIT NO. K.2:  Monitoring report on the IESO-administered electricity markets for the period from May 2009 - October 2009, and dated January 2010, pages 86 to 130.


MR. KAISER:  All right.  Now, gentlemen, I have read your submissions on this, which I appreciate.


I want to ask you some questions, if I can.  And whichever one of you want to answer is fine with me, but I am going to the report of the market panel.  This is for the period May to October 2009.  It was issued in January of this year.  Do you have a copy of that?


MR. FINKBEINER:  Yes, we do.


MR. KAISER:  So let's start, if we can, at table 3-10.


And I want to -- first of all, before we get into the table, you are aware, of course, and you address this in your material, that the market surveillance panel has made recommendations on this issue to the IESO on two occasions, the one that we're looking at in this year's report, if I can call it that, and in last year's report, as well?


MR. FINKBEINER:  Yes, we are aware of that.


MR. KAISER:  You are familiar with those recommendations, I assume?


MR. FINKBEINER:  We are, sir.


MR. KAISER:  So looking, gentlemen, at table 3-10, this is the table of the Annual CMSC payments in the period May 2002 to October 2009 in millions of dollars.


So if we look -- I just want to make sure I am reading this correctly.  If we look at "constrained off" and we look under Manitoba, that would be MBSI; correct?


MR. FINKBEINER:  That is correct.


MR. KAISER:  The total for this period is $105 million; correct?


MR. FINKBEINER:  That is correct.


MR. KAISER:  15 million of which was in 2009 and $30 million, twice that amount, in 2008; correct?


MR. FINKBEINER:  There is a footnote with the 2009 number that states from January to October.


MR. KAISER:  Right.  It is not a full year.


MR. FINKBEINER:  So it would not be inclusive of the full year.


MR. KAISER:  Right.  All right, with that caveat.  So that a full year may be more than $15 million, but for the -- I guess we've got 10 to 12 months, so it was $15 million for 10 months in 2009?


MR. FINKBEINER:  That would be correct, sir.


MR. KAISER:  Then am I reading this right that over on the next column, MNSI is the Michigan tie?


MR. FINKBEINER:  That is the Minnesota interface.


MR. KAISER:  Minnesota tie, not Michigan.  The total payments over the period were $25 million, 3 million in the 10 months of 2009 and 3 million in the 12 months of 2008?


MR. FINKBEINER:  That is correct.


MR. KAISER:  Now, these are payments, as I understand it, that we make -- you make to compensate importers for not exporting to us; is that right?


MR. FINKBEINER:  There are a number of reasons why those payments could be made.  Constrained-off payments can be for both importers who are attempting to get in, but cannot get into the province because of internal transmission constraints, as an example.


Another example is an exporter that is attempting to get out, but can't, for the similar transmission-type constraints.


So you could constrain off an exporter who wants to transact power out to the jurisdiction, or an importer wanting to transact power into our jurisdiction.


MR. KAISER:  Wouldn't the constrained-off figures be over in the next column?


MR. FINKBEINER:  Both cases that I cited are constrained-off examples.


MR. KAISER:  Right.  But when it says "constrained-off" --


MR. FINKBEINER:  Correct.


MR. KAISER:  -- that's importers; right?  When it says "constrained-on", is that exporters, or do I have that -- 


MR. FINKBEINER:  No, sir.  There will be examples of constrained-off for both imports and exports, and examples of constrained-on for both exports and imports.


The MSP cited an example of a constrained-on export.  We may also constrain on an import in order to relieve congestion in the northwest, for example, if you look at the northwest as an example.


MR. KAISER:  All right.  So let me stay with the constrained-off, which is -- at least with the Manitoba, is much larger than the constrained-on figure.  Does that tell us anything?

MR. FINKBEINER:  You have to make some assumptions to the numbers and how they are created.


If you assume the constrained-off was largely the result of imports, it might tell you one thing, as in there is a significant transmission impairment in the northwest, which predominantly, I might suggest, is the case.


It would suggest that you have significant constrained-off imports.  I am assuming that the bulk of that $15 million in the last 10 months or the 10 months of this report would be that case.


So it would be indicative of an internal constraint that limits the transaction of power from the northwest to southern Ontario.


MR. KAISER:  So I know no case accounts for everything, but my rough layman's understanding of this situation would be -- and you have described it partially as -- if Ontario was importing power from Manitoba Hydro, say, and there are constraints on the system, which we recognize, and they bid at a negative price because they knew the power probably couldn't be taken anyway by Ontario because of constraints on the system, their payment, if you will, if I can use this term, would go up artificially by the negative amount of the price?


MR. FINKBEINER:  If we're talking about the imports in the constrained-off example -- 


MR. KAISER:  Yes.


MR. FINKBEINER:  -- that would have been true up until the 2003 rule amendment that limited the payment, as you describe it, to a zero floor for their offer.


So there is no additional sum to the payment, based on a negative price.  It is truncated at zero.  So, effectively, the most they would get is the Ontario energy price or the HOEP.


So in an example where Ontario is clearing at $50, the Manitoba transaction could offer minus 1,500, and, prior to the rule amendment going in service in 2003, they would have received $1,550 in that CMSC payment.


After 2003, their payment was limited to 50.


MR. KAISER:  So the reason I said that is I read the recommendation at page 131, which was that -- this is recommendation 3-4:

"The Panel recommends that, for the purpose of calculating Congestion Management Settlement Credit (CMSC) payments the IESO should revise its constrained-on payment calculation using a replacement bid (such as $0/MWh) when the market participants bid at a negative price."


Now, maybe I was looking at the wrong side of this table.  Maybe I should have been looking at the constrained-on side.


MR. FINKBEINER:  Based on what you have just said, sir, I think that is the area that your questions relate.


MR. KAISER:  So if I can call it the negative price problem you're saying you dealt with in 2003, and the recommendation the IESO has now come up with, is let's -- they can bid negative if they want, but they're not going below zero for the purpose of us calculating these payments with respect to constrained-on?


MR. FINKBEINER:  In 2003, that's what we did for constrained-off.  What we're saying for the 2010 report, or this particular report, is that we are looking at a very similar rule and that we are going to do an assessment to make sure that zero does not have any unintended consequences.


But, yes, the basic framework of the rule amendment for 2003 is what we are looking to adopt.  Whether it is zero or something slightly less than zero is what we are trying to determine through our analysis.


MR. KAISER:  So there is nothing earthshaking in this recommendation.  It is just a matter of trying to deal with the same problem regarding constrained-on that you previously dealt with in 2003 with respect to constrained-off, give or take that it may not be zero that is the right amount?


MR. FINKBEINER:  I believe that is a fair characterization.  Yes, sir.


MR. KAISER:  Tell me what the process is.


So if I am looking at the costs of this problem, the constrained-on problem -- I misspoke.  It referred to the constrained-off problem, which you say is cured.  In Manitoba, it was 2 million in 2009, or at least the 10 months; 1 million in 2008; in Minnesota, 16 million in 2008 and 6 million in the 10 months of 2009.


Now, before I go -- when I look at Ontario in total, which is over to the right here, these figures of course jump up, and the constrained-on costs, if I can call them that, in 2009 were $45 million for the province as a whole in the 10 months of 2009, and $53 million in the 12 months of 2008; $433 million for the entire period 2002 to 2009.


The first question:  I understand Manitoba and Minnesota have been separated out.  What are the other areas of constraint that are coming into the Ontario totals on the far right column?


Is this New York exports and imports and Quebec exports and imports?


MR. FINKBEINER:  The Ontario totals are the collection of all CMSC payments being made.


MR. KAISER:  It would include the northwest?


MR. FINKBEINER:  It would include the northwest.  It will include the northeast.  It will include CMSC payments that are a result of things like three times ramp rate versus a single ramp rate that we use for dispatch.  


It will include CMSC that results from regional operating reserve requirements before a global reserve requirement.


It will -- the difference between constrained-on that we're talking about in the export case in Manitoba and Minnesota area versus a constrained-on in an example that I will kind of describe for you.  If you had an area of high load with limited transmission into that load area, market clearing prices is clearing at, let's say, $50 at a reasonable price for the Province of Ontario, but a particular zone in the province is starved for generation.


We may have to dispatch a resource that has a marginal cost of, let's say, $200.  That would be a different type of constrained-on payment in order to meet supply where you are actually asking for that resource to keep the lights on proverbially in that area, constrained-on payments such as that.


Then there are also some other matters around self-induced CMSC that we are also exploring rule amendments around, where generators and resources, depending on how fast they move, can inadvertently generate CMSC payments, which are also captured in here.  And those numbers also would be inclusive of CMSC payments that were made before some of the other changes that we put into the marketplace.


So, for example, the numbers leading up to 2003 would not include the zero truncation for the imports and generators, and then, ultimately, as you have pointed out, it would also include all the CMSC in on the inner ties at Quebec, New York and Michigan.


MR. KAISER:  If we look at Ontario as a total and we look at constrained-off and constrained-on, you have told us that with respect to constrained-off, you introduced this remedy in 2003 -- 


MR. FINKBEINER:  That's correct.


MR. KAISER:  -- which is to say you don't get to calculate negative prices.  It stops at zero.  You can't inflate the recovery.


It doesn't seem to have had much impact.  Is there -- am I...


MR. FINKBEINER:  There is a number of things, as far as assessing impact, whether or not it has or hasn't.


First of all, we make no assessment of the change in behaviour as a result of those rule changes.  This is just more factual data.  So we haven't done any analysis to what it actually means.


Two, the conditions change.  There are periods of time, for example, where we have had drought conditions in the northwest, where the CMSC, in the early part of the market, was very small as far as constrained-off, because it didn't have the energy, necessarily the same amount of energy that they could run or wanted to run without the transmission.


The recession in the northwest has taken a heavy toll, which has changed the load in that area; less load, more surplus generation.  So there is a number of factors to consider before at least the IESO could make an assessment of whether or not it has or hasn't had an impact.


We know that it certainly has limited the calculation.  To what degree or magnitude it would have otherwise impacted these numbers, we can't say.


MR. KAISER:  But isn't that a pretty important question?  I mean, we can understand at a high level the notion that there may be gaming, because people say:  Well, I will just inflate my recovery by bidding at a negative price, because I know they're not going to take the power anyway, because the system is -- there is a bottleneck on the system.  There is a capacity constraint.  So we set the price at zero in 2003 for constrained-off.


It doesn't seem to have reduced the recovery amount significantly, although, admittedly, 2003 are high numbers. 


In any event, going forward to the constrained-on world, which is what we're dealing with today, it was more or less the same remedy.


If I were to ask you a question:  Okay, the costs we incurred in constrained-on for the province as a whole in 2009, 10 months, was $45 million, and in 2008, 12 months was $53 million, and if I were to say, now, if you enact this remedy, this rule that the IESO is proposing, with some modification:  What would those numbers drop to, your answer would be what?


MR. FINKBEINER:  Unfortunately, that would require us to take some analysis of what the bid prices were for those years and look at -- the 53 and 45 that you reference are actual payments based on the offers and bids by the resources.  


We would have to take that information and substitute the zero, or proposed value, and recalculate it.  And we have not done that type of work.


So the answer to your question is:  We can't answer it.  We do know that where -- what the zero would do, if we used zero, is limit the exposure to negative bids in that example.


MR. KAISER:  So it may be -- I am paraphrasing your answer, I suppose, to say that -- to go back to my earlier analysis, looking at what you did in the constrained-off world in 2003 in my comment doesn't seem to have got us very far.  I suppose your answer could be:  Well, if we hadn't done it, it would have been a lot worse?


MR. FINKBEINER:  That is a very true statement.  It can only make it smaller.


MR. KAISER:  It can only make it smaller?


MR. FINKBEINER:  That is correct.


MR. KAISER:  It may not make it go away?


MR. FINKBEINER:  That is correct.


MR. KAISER:  All right.  And in terms of...


Let me ask you a question.  This problem on the constrained-on world, which more or less the constrained-off world -- it is similar to the constrained-off world.


In fact, the proposed remedy by the market surveillance panel is -- by the way, back in 2003, was that idea their idea or was that your idea?  I don't even know whether they existed then.


MR. FINKBEINER:  I can't recall whose idea it was.  There is a lot of collaborative work between the MEU, MSP, IESO staff.


MR. KAISER:  I am just wondering why it took so long, since the problem was recognized back in 2003 in the constrained-off world.  Why are we just getting around to it now?


MR. FINKBEINER:  This particular issue has only really come to bear recently.


The constrained-on export issue was not identified in 2003.  It was all in the context of imports and generators.


MR. KAISER:  All right.


MR. FINKBEINER:  Had it been, we would have identified it and gone after it then.


MR. KAISER:  All right.  Then your proposal, as I recall -- I don't need to turn it up -- is you are going to file something on the 14th of April, a proposed market rule amendment; is that it?


MR. FINKBEINER:  Yes.  The process that we go through is, on the 14th, a session of the -- the April 14th of the technical panel, we will identify to the panel, as part of its forward agenda update, that we will be seeking a rule amendment on this.  We will give them background and information relating to the rule.


We expect to go back at its May session -- the technical panel meets generally once a month.  We expect to go back at the May 11th session with proposed rules, which -- provided the analysis that I spoke to earlier was complete, and the questions or concerns that the technical panel may have are addressed in that submission.


We would take it to the May 11th session.  Following that session, assuming the questions that the technical panel may have are satisfied or answered satisfactorily, we would post it for external comment and stakeholdering for a three-week period, with is normal due process.


Then, finally, based on that, we would take the comments or the external feedback that we received through the posting period, potentially modify the submission, make changes as appropriate or take it back and consider whatever the comments might have been, and if everything is going smoothly, we would take it to the July/August session of the technical panel for approval and ultimately to the board, the IESO board, for endorsement on September 10th.  


That is the current target for the board approval from the IESO, and then we have a 22-day waiting period before it is enacted.


MR. KAISER:  So it would come back to the OEB in the September time frame?


MR. FINKBEINER:  That would be correct.  There would be a period for that after September 10th, and I don't know the date it would be actually enacted in October.


MR. KAISER:  So the first point, the first time we will actually see your proposed market rule amendment, then, will be on May 11th?


MR. FINKBEINER:  That's our current working time line.  If we happen to be able to do it in April, we will do so.  But for practical purposes, we're sighting May 11th.


MR. KAISER:  So April is really a notice to the community, if you will, that you are working on this?


MR. FINKBEINER:  Notice to the technical panel.  We have identified, through our posting -- in every MSP report, there will be a number of recommendations that the IESO formally responds to.


That is our notice.  We have posted those responses, and that is our notice to the community of what our intended action is.


So it is not a secret that we are exploring this rule amendment.  It is on our website as we speak, and we will be actually speaking to it tomorrow at our stakeholder advisory committee.


MR. KAISER:  And that notice, I take it -- I haven't looked at it on your website, but I take it it outlines just what you said here?


MR. FINKBEINER:  Yes, it does.  Actually, I have it here if you want to hear it.


MR. KAISER:  Well, maybe you can just file it.


MR. FINKBEINER:  Okay.


MR. KAISER:  Will you file that as an exhibit?  Thank you.  I guess it is on your website.  It is no big secret.  Can we have a number for that?


MS. HELT:  Yes, sir.  If we could mark that as Exhibit K.3?  Thank you.


EXHIBIT NO. K.3:  IESO notice to the community.


MR. KAISER:  Mr. Zacher, that is all I have.  Thank you very much, gentlemen.


I could do one of two things.  I could take an hour and give you an oral decision, or I could give you a written decision probably tomorrow, which would suit me just as fine to do that and you don't have to hang around.  


I assume there is no great urgency for this decision, is there?


MR. ZACHER:  We are happy to stay around, but if it is more convenient for you to issue a decision tomorrow, that is fine.


MR. KAISER:  All right.  It just means I can put a little extra time on it, just because there are some numbers here and whatnot.  I will make sure we get something out tomorrow, if that is satisfactory.


MR. ZACHER:  Thank you, sir.


MR. KAISER:  Mr. Buonaguro, anything from you?


MR. BUONAGURO:  No.  Thank you very much.


MR. KAISER:  Thank you, gentlemen.

--- Whereupon the hearing adjourned at 10:55 a.m.
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