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TAB 1

EB-2019-

ONTARIO ENERGY BOARD

ASSOCIATION OF MAJOR POWER
CONSUMERS IN ONTARIO
Application for Review of an Amendment
to the Independent Electricity System Operator Market Rules

NOTICE OF APPEAL

Nature of the Appeal and Relief Sought
1.

The Association of Major Power Consumers in Ontario (AMPCO) applies to the Board for
review of the Independent Electricity System Operator’s (IESO) amendments of the
Ontario Electricity Market Rules (Market Rules) for implementation of a transitional
capacity auction (TCA).

2.

On September 5th, 2019 the IESO published, pursuant to Electricity Act, 1998 (EL Act)
section 33(1), a package of Market Rule amendments1 (the Amendments) to facilitate
expansion of the existing Demand Response Auction (DRA) platform that has been
operative in the IESO Administered Market (IAM) since 2015 into a Transitional Capacity
Auction (TCA) platform. The Amendments will allow electricity generators to participate in
future capacity auctions alongside Demand Response (DR) resources.

3.

Generators receive payments for energy services provided to the IAM. DR resources do
not (though the IESO has recently indicated that it intends to review the issue of DR
resource eligibility for energy payments for services that they provide to the IAM).

4.

The effect of implementing the Amendments to broaden the DRA to a TCA without first
addressing the inequity in treatment between generation resources and DR resources in

1

MR-00439-R00-R05.
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the IAM energy market is to unjustly discriminate against DR resources, and in favour of
generation resources.

This is because the Amendments would allow the latter to

effectively and unfairly displace the former in the capacity auction platform which was
developed for DR resources and through which such resources have been successfully
and competitively participating in the IAM since 2015.
5.

AMPCO seeks an order from the Board revoking the Amendments effective the date of
the Board’s decision herein, and referring the Amendments back to the IESO for further
consideration, all pursuant to section 33(9) of the EL Act.

6.

The first TCA facilitated by the Amendments is currently scheduled for early December,
2019. The Amendments were passed in order to allow the first TCA to proceed. Should
the first TCA proceed prior to determination by the Board of this application, generators
that participate in the new TCA will be provided with an unfair competitive advantage, and
DR resources which have historically participated actively and effectively in the DRA will
be unduly and unjustly disadvantaged and potentially irreparably harmed.

7.

AMPCO will thus also seek an order of the Board, by way of a motion pursuant to EL Act
sections 33(7) and 33(8) and Rule 8 of the Board’s Rules of Practice and Procedure
(Rules), staying the operation of the Amendments pending completion of the Board’s
review of the Amendments.

8.

AMPCO further relies on section 19(4) of the Ontario Energy Board Act, 1998, S.O. 1998,
c. 15, Sched. B (OEB Act), and Rule 17 of the OEB’s Rules.

Summary of the Grounds of the Appeal
9.

The Amendments adopt rules to implement the first phase of a TCA. The IESO explains
that Phase 1 of the TCA, “enables non-committed dispatchable generators to participate
in the TCA alongside dispatchable loads and hourly demand response resources. The

2

TCA represents an evolution of the demand response auction into a more competitive
capacity acquisition mechanism.”2
10.

The Phase 1 December, 2019 TCA was initially proposed as a first step towards transition
to an Incremental Capacity Auction (ICA) to be implemented in 2022 in order to address
what had been an identified need for capacity following that date. In July 2019 the IESO
announced suspension of work on the ICA in light of an updated forecast indicating
sufficient baseload and other resources to ensure reliability for the foreseeable future3. As
such, the first TCA will simply be the first in potentially a series of capacity auction
evolutionary steps without any defined end state or particular timing need.

11.

While the IESO has indicated that it will address the issue of compensation of DR
resources for the value that they provide to the IAM, resolution of this issue is not
anticipated prior to the proposed December 2019 implementation of TCA Phase 1.
Commandeering the current DRA to a broader auction platform without first addressing
the competitive position of DR resources vis a vis generators will unnecessarily damage
the existing, highly successful DRA market mechanism, which would be unfair to DR
resources and counterproductive to robust evolution of the Ontario electricity market.

12.

Without ensuring just and reasonable compensation to DR resources, on a comparable
basis with other resources which bring similar value to the IAM, the TCA could result in
replacement of one set of capacity providing resources with another. This would not
enhance competition, but it may well stifle it.

13.

The IESO’s proposal for developing a broadened capacity auction is part of its overall
Market Renewal Program (MRP). The overall objective of the MRP is to encourage and
enhance competition4:
Creating a stable and efficient marketplace that produces value for consumers
involves encouraging competition and innovation among suppliers – and is the
catalyst behind initiatives to resolve long-standing market design issues.

2

IESO Memorandum to the Board of Directors of the IESO, from Michael Lyle, Vice President, Legal
Resources and Corporate Governance Chair, IESO Technical Panel, dated August 20, 2019 re:
Recommendation from the Technical Panel on Market Rule Amendment Proposal.
3 IESO, Energy Payments for Economic Activation of Demand Response Resources, September 25, 2019.
4 IESO Transitional Capacity Auction, Phase 1 Design Document, April 11, 2019, page 1, 2nd paragraph.
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14.

Requiring DR resources to compete with generators in a TCA prior to resolution of the
eligibility of DR resources for energy payments would:

15.

a.

Undermine competition and market confidence, a result inimical to the IESO’s
objectives for the capacity auction program and its MRP in general.

b.

Introduce unjust discrimination against DR resources in the expanded auction
program by requiring them to compete with generators prior to resolution of the
eligibility of such resources for energy payments.

Because they discriminate against DR resources and are likely to stifle (not enhance)
competition, the Amendments are not only unjustly discriminatory, they are also
inconsistent with various of the EL Act’s purposes, including:

16.

a.

encouraging electricity conservation and the efficient use of electricity in a manner
consistent with the policies of the Government of Ontario;

b.

facilitating load management in a manner consistent with the policies of the
Government of Ontario;

c.

promoting the use of cleaner energy sources and technologies, including
alternative energy sources and renewable energy sources, in a manner consistent
with the policies of the Government of Ontario;

d.

protecting the interests of consumers with respect to prices and reliability of
electricity service; and

e.

promoting economic efficiency and sustainability in the generation, transmission,
distribution and sale of electricity.

Pursuant to subsection 33(9) of the EL Act, the Board must revoke and refer back to IESO
amendments to Market Rules that are: (i) inconsistent with the purposes of the EL Act, or
(ii) unjustly discriminatory against a market participant or class thereof. Because the
Amendment is both inconsistent with the EL Act’s purposes and unjustly discriminatory to
DR Resources, the Board must exercise that power in this case.
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Background to the Appeal
A.

Historical Demand Response Auctions.

17.

DR is the changing of electricity consumption patterns by end use consumers in response
to market prices.5

18.

Since 2015 the IESO has held annual DRAs to acquire DR capacity from market
participants that are able to provide that capacity to the market in exchange for an
availability payment (which is for present purposes essentially a “capacity payment” - i.e.
a payment to ensure that capacity is available to supply energy services as and when
called upon).

19.

Four successful DRAs have been held in Ontario, the most recent in December 2018. The
IESO’s report on the most recent DRA underscores the success of the DRA program:
This year, 38 organizations were registered as auction participants, the highest
number since the auction began in 2015. The successful proponents included four
new participants who represent a mix of commercial and industrial consumers.
The average annual clearing price for availability payments of $52,810/MW
represents a 30% decrease from last year, and a 42% decrease since the first
auction in 2015. The auction cleared 818 megawatts (MW) for the 2019 summer
commitment period and 854 MW for the 2019/2020 winter commitment period.
Moving in to its fourth year, the auction has been established as a valuable and
reliable tool for the IESO to secure capacity on the system. Decreasing prices yearover-year demonstrates the ongoing maturity of the demand response market as
more consumers participate and competition increases. Lower capacity prices
benefit all Ontario consumers, while auction participants benefit by offsetting their
energy costs and improving their competitiveness.
As the electricity system moves towards competitive electricity auctions under
IESO’s Market Renewal project, the participation of consumers providing demand
response will increase competition leading to overall lower prices for Ontario
consumers.6

5
6

IESO Market Manual, Part 12.0: Demand Response Auction, Issue 6.0, page 4, paragraph 1.
IESO, IESO Announces Results of Demand Response Auction, December 23, 2018.
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B.

Transition to TCA Without Addressing Compensation for DR Resources Inimical to
IESO Objectives and to EL Act’s Purposes.

20.

Starting in December, 2019 the IESO intends to “transition” the DRA into a broader auction
by opening participation to other resources. The TCA will permit non-committed
dispatchable generators to participate in the auction alongside dispatchable loads and
hourly demand response resources.

21.

Generation resources, unlike DR resources, have other revenue opportunities in the IAM,
including payments for energy services provided. DR resources do not currently have
commensurate revenue opportunities for the energy services which they provide to the
market.

22.

If the TCA is implemented now (through the Amendments), generators will bid into
capacity auctions taking into account their anticipated energy payments. DR resources
will have to compete against these bids without an equivalent energy payment stream,
putting DR resources at a competitive disadvantage to generators in the capacity market.
7

23.

As long as this is the case, commandeering the currently successful DRA into a TCA will
not broaden the existing auction platform, it will only result in driving the DR resources that
have successfully participated in that DRA out of the fledgling IESO capacity market, and
replacing one set of capacity auction participants (DR) with another (generators). This
would actually be a step backward in evolution of the IAM, not a step forward.

24.

Requiring DR resources to compete against generators without resolving the comparative
value of DR resources and generation resources in the energy market, and how to justly
and reasonably compensate the former in a manner comparable to the latter, would
undermine the current success of the DRA and handicap DR resources from successfully
competing within their own existing market platform. This result is contrary to various of
the EL Act’s purposes, including:

7

Energy payments avoided by the load are not economically equivalent to energy payments for provision
of demand reduction to the market, and are not adequately compensatory for the value provided by DR
resources to the energy market: 134 FERC ¶ 61,187, 18 CFR part 35, Docket No. RM10-17-000; Order
No. 745, Demand Response Compensation in Organized Wholesale Energy Markets, March 15, 2011,
paragraph 62.
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25.

a.

encouraging electricity conservation and the efficient use of electricity in a manner
consistent with the policies of the Government of Ontario;

b.

facilitating load management in a manner consistent with the policies of the
Government of Ontario;

c.

promoting the use of cleaner energy sources and technologies, including
alternative energy sources and renewable energy sources, in a manner consistent
with the policies of the Government of Ontario;

d.

protecting the interests of consumers with respect to prices and reliability of
electricity service; and

e.

promoting economic efficiency and sustainability in the generation, transmission,
distribution and sale of electricity.

This result is also inimical to the IESO’s own objectives of enhancing competition for the
benefit of consumers.

26.

As noted above, the overall objective of the IESO’s MRP is to encourage and enhance
competition8:
Creating a stable and efficient marketplace that produces value for consumers
involves encouraging competition and innovation among suppliers – and is the
catalyst behind initiatives to resolve long-standing market design issues.”

27.

The IESO’s proposal to evolve the DRA into a broader based capacity auction is to the
same end9:
The ICA will help us to prepare for [a future period of capacity requirement] by
allowing more resource types to compete to provide future capacity, enabling the
IESO to flexibly meet the province’s adequacy needs.

28.

The success of a broadened capacity auction hinges on expanding participation in
competition for the provision of capacity:
One of the advantages of the ICA is that all eligible sources of capacity – new and
existing, on both the supply and demand sides – compete with each other,
regardless of resource type. …From the perspective of meeting adequacy needs,
there is no functional difference between a megawatt of power from an electricity

8

IESO Transitional Capacity Auction: Phase I Design Document, April 11, 2019, page 1.
IESO Incremental Capacity Auction High-Level Design: Executive Summary, March 2019, page 1, last
paragraph.
9
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generating facility and a megawatt of reduced consumption from demand
response. 10
29.

The TCA would start with the DRA, and add non-committed dispatchable generators as
eligible capacity auction participants. The IESO’s stated intent in so doing is to “enable
competition between additional resource types”.11

30.

At the same time the IESO has acknowledged concerns that there are barriers to DR
participation in the IESO markets, and that one of these barriers is the unavailability to DR
resources of energy payments.12

31.

The IESO proposes to study the introduction of energy payments for DR resources (i.e. to
determine “whether there is a net benefit to electricity ratepayers if DR resources are
compensated with energy payments for economic activations”). The study proposed is to
be concluded “before the end of 2020”, with a next step proposed to be to “[o]btain input
from stakeholders on the approach to conducting the analysis required to make this
determination”.13

32.

Requiring DR resources to compete against generators without resolving the comparative
value of DR resources and generation resources in the energy market, and how to justly
and reasonably compensate the former in a manner comparable to the latter, would
undermine the current success of the DRA and handicap DR resources from successfully
competing within their own existing market platform.

33.

Requiring DR resources to compete with generators in a TCA prior to resolution of the
eligibility of DR resources for energy payments would:
a.

Undermine competition and market confidence, a result inimical to the IESO’s
objectives for the capacity auction program and its MRP in general.

b.

Introduce undue discrimination against DR resources in the expanded auction
program by requiring them to compete with generators prior to resolution of their
eligibility for energy payments.

10

IESO Incremental Capacity Auction High-Level Design: Executive Summary, March 2019, page 3, 3rd
paragraph.
11 Transitional Capacity Auction Phase I Design Document, April 11, 2019, p.2, para. 8.
12 IESO Demand Response Working Group Meeting Materials, June 19, 2019, pages 54 et seq.
13 IESO Demand Response Working Group Meeting Materials, June 19, 2019, page 7.
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(The IESO has recently recognized just this sort of issue in respect of DR compensation
for out of market (i.e. testing or emergency) Hourly DR resource activations.14)
34.

Premature introduction of a TCA such that it undermines the ability of DR resources to
compete in Ontario’s competitive electricity market would be a regressive step in the quest
for enhanced competition and innovation.

35.

Commandeering the current DRA to a broader auction platform without first addressing
the competitive position of DR resources vis a vis generators and other sources of capacity
would unnecessarily damage a highly successful existing market mechanism, which would
be unfair to DR resources, counterproductive to robust evolution of the Ontario electricity
market, and irresponsible on the part of the IESO.

C.

Failing to Compensate DR Resources is Unjust and Unreasonable.

36.

It has been definitively recognized that DR resources can provide electricity wholesale
market energy services, and that failure to compensate DR resources for such services is
unjust and unreasonable. In a Final Rule issued in March, 2011 the United States Federal
Energy Regulatory Commission (FERC) determined that:15
… when a demand response resource participating in an organized wholesale
energy market… has the capability to balance supply and demand as an
alternative to a generation resource and when dispatch of that demand response
resource is cost-effective… that demand response resource must be compensated
for the service it provides to the energy market at the market price for energy…
This approach for compensating demand response resources helps to ensure the
competitiveness of organized wholesale energy markets and remove barriers to
the participation of demand response resources, thus ensuring just and reasonable
wholesale rates.

37.

In the course of its consideration of the equivalency of DR resources and generation
resources in providing energy services, the importance of recognizing and compensating
this equivalency appropriately, and the importance of thus reducing barriers to DR

14

IESO Demand Response Working Group Meeting Materials, June 19, 2019, pages 36 et seq.
134 FERC ¶ 61,187, 18 CFR part 35, Docket No. RM10-17-000; Order No. 745, Demand Response
Compensation in Organized Wholesale Energy Markets, March 15, 2011, page 1.
15
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participation in wholesale markets, FERC cited an earlier order which included a finding
that16:
A market functions effectively only when both supply and demand can
meaningfully participate, and barriers to demand response limit the meaningful
participation of demand in electricity markets.
38.

FERC went on to find that:
Removing barriers to demand response will lead to increased levels of investment
in and thereby participation of demand response resources (and help limit potential
generator market power), moving prices closer to the levels that would result if all
demand could respond to the marginal cost of energy.17
…
In Order No. 719, the Commission found that allowing demand response to bid
into organized wholesale energy markets “expands the amount of resources
available to the market, increases competition, helps reduce prices to consumers
and enhances reliability.”18

39.

In its rulemaking deliberations FERC also considered arguments that DR resources are
“compensated” by avoiding energy costs when responding to requests to curtail
consumption, and accordingly paying such resources for energy thereby effectively
supplied would amount to double compensation. On these arguments FERC found as
follows:19 [emphasis in original]
Furthermore, Dr. [Alfred E.] Kahn argues that paying demand response [marginal
price] sets “up an arrangement that treats proffered reductions in demand on a
competitive par with positive supplies; but one is no more a [case of
overcompensation*] than the other: the one delivers electric power to users at
marginal costs – the other – reductions in cost – both at competitively-determined
levels [*Insert in original].
… In the absence of market power concerns, the Commission does not inquire into
the costs or benefits of production for the individual resources participating as
supply resources in the organized wholesale electricity markets and will not here,
as requested by some commenters, single out demand response resources for
adjustments to compensation. The Commission has long held that payment of
[marginal price] to supply resources clearing the day-ahead and real-time energy
markets encourages “more efficient supply and demand decisions in both the short

16

Ibid, paragraph 57, citing FERC Order No. 719.
Ibid, paragraph 59.
18 Ibid, paragraph 61.
19 Ibid, paragraph 62.
17
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run and long run,” notwithstanding the particular costs of production of individual
resources. Commenters have not justified why it would be appropriate for the
Commission to continue to apply this approach to generation resources yet depart
from this approach for demand response resources.
40.

FERC also recognized in its rule making findings the interrelationship between just and
reasonable compensation to DR resources in energy markets and the fairness of
associated capacity markets. FERC noted “how the increased participation by demand
resources [in energy markets] could actually increase potential suppliers in capacity
markets by reducing barriers to demand resources, which would tend to drive capacity
prices down”, and the need to “examine the way in which capacity markets already may
take into account energy revenues”.20

41.

The FERC’s conclusions on this topic followed a comprehensive rule making process
during which opposing positions on the issue were thoroughly represented (with
supporting expert evidence), canvassed and considered.

42.

Moreover, the IESO itself has recognized the value DR Resources provide by indicating
that it will address the issue of compensation of DR resources for the value that they
provide to the IAM.

43.

Just and reasonable compensation for DR resources must be addressed, and it must be
addressed before the implementation of the TCA so that DR resources are not unfairly
driven out of the fledgling capacity market.

D.

Instituting a TCA without resolving issues regarding just and reasonable
compensation to DR resources is discriminatory.

44.

As outlined above, the pre-eminent North American energy regulator – FERC - has
carefully and thoroughly considered the role of DR resources in wholesale energy
markets, and the issue of just and reasonable compensation of those resources for their
participation, and has concluded that:

20

134 FERC ¶ 61,187, 18 CFR part 35, Docket No. RM10-17-000; Order No. 745, Demand Response
Compensation in Organized Wholesale Energy Markets, March 15, 2011, page 67, footnote 167.
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45.

a.

Failure to compensate DR resources for the value they provide to energy markets
in the same manner as compensation is afforded to generation resources for the
value which they supply to energy markets results in wholesale prices that are
unjust and unreasonable.

b.

The fairness of compensation of wholesale energy market participants for energy
services provided influences the fairness and efficiency of capacity markets.

It follows that expanding the current DRA platform to allow generation resources eligible
for energy market compensation to participate in the broadened capacity auction without
addressing just and reasonable compensation for DR resources providing energy market
services would result in a capacity market that is unfair and inefficient, and effectively anticompetitive and discriminatory.

46.

Without resolution of payment to DR resources for energy services that they can and do
provide to the IAM in a manner that fairly recognizes the value of these services provided,
inviting generators to compete with DR resources in a capacity auction, which will be the
effect of the Amendments, will unduly and unfairly prejudice the ability of those DR
resources to compete, and would thus be unjustly discriminatory.

E.

Market Rule Amendments which, in the result, are unjustly discriminatory or
contrary to the purposes of the EL Act must be rejected.

47.

The EL Act governs the authority of the IESO to make Market Rules, and the manner in
which the Board oversees that IESO authority.

48.

Subsection 33(9) of the EL Act requires the Board to consider whether a Market Rule
amendment “unjustly discriminates against or in favour of a market participant or class of
market participants”. If the OEB so finds, it must make an order revoking the amendment,
and referring the amendment back to the IESO for further consideration.

49.

For the reasons articulated above, Market Rule amendments which have the effect of
allowing generation resources to unjustly and unfairly compete against DR resources for
the provision of capacity to the IAM would “unjustly discriminate against a class of market
participants” – i.e. DR resources currently active in the very successful DRA – and must
be revoked by the Board.
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50.

Furthermore, subsection 33(9) of the EL Act requires the Board to consider whether a
Market Rule amendment “is inconsistent with the purposes of this Act”. If the Board so
finds, it must make an order revoking the amendment, and referring the amendment back
to the IESO for further consideration.

51.

For the reasons articulated above, Market Rule amendments which implement the TCA
without first addressing the unfairness and anti-competitive impact of requiring DR
resources to compete with generation resources, but without the assurance of
compensation for energy services provided to the IAM, is inimical to fostering competition.
Consequently, it is inimical to many of the objectives of the EL Act, including:
a.

encouraging electricity conservation and the efficient use of electricity in a manner
consistent with the policies of the Government of Ontario;

b.

facilitating load management in a manner consistent with the policies of the
Government of Ontario;

c.

promoting the use of cleaner energy sources and technologies, including
alternative energy sources and renewable energy sources, in a manner consistent
with the policies of the Government of Ontario;

d.

protecting the interests of consumers with respect to prices and reliability of
electricity service; and

e.

promoting economic efficiency and sustainability in the generation, transmission,
distribution and sale of electricity.

Relief Sought
52.

For all of the foregoing reasons, AMPCO submits that;
a.

b.

53.

the Board should find that the Amendments are;

i.

inconsistent with the objectives of the EL Act; and/or

ii.

unduly discriminatory to DR resources; and

having so found, it must to revoke the Amendments and refer them back to the
IESO for reconsideration.

In addition to the materials filed with this Notice of Appeal and any additional relevant
materials from those required to be filed by the IESO in response to this Notice of Appeal,
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in support of this application AMPCO proposes to file affidavit material as and when
permitted by the Board.
54.

AMPCO also requests eligibility to seek recovery from the IESO of AMPCO’s reasonably
incurred costs of this application.

September 26, 2019
GOWLING WLG (CANADA) LLP
Suite 1600, 1 First Canadian Place
100 King Street West
Toronto, Ontario
M5X 1G5
Ian Mondrow, Partner
Phone:
416-369-4670
E-Mail:
ian.mondrow@gowlingwlg.com
Laura Van Soelen, Partner
Phone:
416-862-3646
E-Mail:
laura.vansoelen@gowlingwlg.com
Counsel to AMPCO

TO:

Michael Lyle, Vice President Legal
Resources and Corporate Governance
INDEPENDENT ELECTRICITY
SYSTEM OPERATOR
1600-120 Adelaide Street West
Toronto, Ontario
M5H 1T1
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TAB 2

EB-2019-0242

ONTARIO ENERGY BOARD

ASSOCIATION OF MAJOR POWER
CONSUMERS IN ONTARIO (AMPCO)
Application for Review of an Amendment
to the Independent Electricity System Operator Market Rules

AFFIDAVIT OF COLIN ANDERSON

I, COLIN ANDERSON, of the City of Oakville, in the Province of Ontario, MAKE OATH
AND SAY:
1.

I am employed as the President of the Association of Major Power Consumers in Ontario
(AMPCO). AMPCO is a not-for-profit consumer interest advocacy organization that is
active in the electricity sector. AMPCO’s members represent Ontario’s major industries:
forestry, chemical, mining and minerals, steel, petroleum products, cement, automotive
and manufacturing, and industrial consumers in general.

2.

Since March of 2019, in my role as AMPCO President, I have been closely following and
actively participating in the stakeholder process leading up to the market rule amendments
at issue on this application. As such, I have knowledge of the matters attested to in this
affidavit. I have also had discussions with AMPCO members who directly participate in the
Ontario Independent Electricity System Operator (IESO) Administered Market (IAM) as
Demand Response resources (DR Resources). Where statements made in my affidavit
are based on information from AMPCO members I have so stated.

3.

AMPCO has brought this Application on behalf of its members who will be negatively
impacted by the amendments at issue. I am providing this evidence, in my role as
President of AMPCO, and because of reticence that I perceived among my members to
do so themselves.

In my view this is an important role for an industry advocacy

association, and its President.

1

4.

Accordingly, I provide this affidavit in support of the Application brought by AMPCO for
review and revocation of the IESO Ontario Electricity Market Rules (Market Rules)
amendments MR-00439-R00-R05 as published by the IESO on September 5, 20191
(Amendments). This affidavit also supports the motion brought by AMPCO to stay the
operation of the Amendments pending resolution of the Application for review. This
affidavit is made for no other or improper purpose.

The Amendments.
5.

On September 5, 2019 the IESO published the Amendments on its website.2

6.

The Amendments facilitate the expansion of the current IESO Demand Response Auction
(DRA) to a broader, Transitional Capacity Auction (TCA).

7.

The first TCA is scheduled for early December, 2019. Attached at Exhibit A is the IESO’s
2020 Transitional Capacity Auction (TCA) Phase 1 Timelines for TCA held in December,
2019.

8.

Although the issue of appropriate compensation for DR Resources for the services they
provide to the IAM (i.e., the issue of energy payments to DR Resources) has long been
outstanding and has been discussed for some time as part of the IESO’s Demand
Response Working Group (DRWG), in which I have participated in 2019, the IESO has
not yet resolved the issue. It is unlikely that this issue will be resolved before the first TCA
happens in December, 2019.

9.

AMPCO participated in the stakeholder process leading up to the Amendments, and the
six written submissions which AMPCO provided to the IESO between March and July
2019 as part of that process are attached at Exhibit B.

1

Filed herein as part of AMPCO’s Notice of Appeal, Attached as Footnote 1, pages 3 through 60.
The notice of publication is filed herein as part of AMPCO’s Notice of Appeal, Attached as Footnote 1,
pages 1-3.
2
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AMPCO Members’ Participation in the IAM, including the DRA.
10.

The IESO’s existing Demand Response Auction (DRA) process permits the participation
of only DR Resources. The IESO reports that the DRA is a “valuable and reliable tool for
the IESO to secure capacity on the system.

Decreasing prices year-over-year

demonstrates the ongoing maturity of the demand response market as more consumers
participate and competition increases...”. Attached at Exhibit C is a copy of the IESO’s
published report on the most recent DRA held in December of 2018.
11.

The TCA, proposed to be conducted in early December 2019 under the Amendments, will
allow generators to participate in the process, alongside DR Resources.

12.

In the existing DRA, the only revenue stream available to participants is a capacity
payment. There are currently no payments made for energy activations in the DRA. If the
TCA proceeds in December 2019, in a situation where energy is activated, DR Resources
will still only qualify for capacity payments, whereas generators will qualify for both
capacity payments and energy payments.

13.

If the TCA proceeds in accordance with the Amendments, the TCA will allow for two
distinct classes of participant – one whose members receive an energy payment
(generators) and one whose members do not (DR Resources).

Implications of the proposed TCA.
14.

If the TCA is implemented in December 2019, pursuant to the Amendments:
(a)

generators will be able to offer into the auction taking into account their anticipated
energy payments, which would allow them to set their “offer price” factoring in the
anticipated value of the energy payment stream that they will receive when
dispatched;

(b)

DR resources will not have the benefit of such anticipated energy payments, and
so will not have an anticipated energy payment stream to factor in when setting
their “offer price”; and

(c)

DR resources will thus be at a competitive disadvantage to generators in the
auction because they will not have additional anticipated IAM payment streams to
factor in when setting their “offer price”.

3

15.

I am informed by AMPCO members and verily believe that in the existing DRA process,
an IESO proposed “work-around” has sometimes been used. In that “work-around” DR
Resources have increased their capacity offers by an amount sometimes referred to as a
“utilization payment”. This “utilization payment” is thought of as a partial proxy for energy
payments upon activation. Inclusion of this proxy allows the DR Resources to offer a price
that would provide them with some compensation if they are activated for energy. If this
proxy methodology were to be used by DR Resources in the TCA it would increase their
offers and make them uncompetitive relative to the generators.

16.

Any DR Resource that includes a “utilization payment” amount in its capacity offer (as a
proxy for the nonexistent energy payments to DR Resources) will move itself up the offer
stack (i.e., make itself more expensive) and no longer be competitive with those entities
that do not include such cost elements in their capacity offers.

17.

Those participants who include “utilization payments” in their capacity offers (DR
Resources) are unlikely to clear the capacity market since they will be including cost
elements that other participants (generators) will not be including, because those other
participants will cover those costs in their energy payments that they will receive when
activated.

18.

I am informed by some AMPCO members and verily believe, it can be problematic for DR
Resources to simply omit “utilization payment” amounts from their capacity offers, since
they have no other reasonable means of recovering those amounts in the event that they
are activated in the energy market.

19.

In other words, if they include utilization amounts, they cannot compete in the capacity
market and if they do not include them they may clear the capacity market, but cannot
recover legitimate costs if they are activated to provide energy.

20.

If the TCA proceeds before appropriate resolution by the IESO of the issue of energy
payments for DR Resources, it is unlikely that DR Resources will clear the new capacity
market. DR Resources’ inability to be cost competitive will effectively exclude them from
participation in a process that was originally exclusive to them (the DRA), and the TCA
would thereby replace one set of capacity auction participants (DR Resources) with
another (generators).

4

Harm to DR Resources can be Avoided.

21.

By staying the Amendments pending the outcome of AMPCO’s broader Application, the

effective exclusion of DR Resources from the capacity auction can be avoided. A stay
would delay the implementation of the first TCA. That delay would allow the IESO time

necessary to appropriately resolve the issue of energy payments to DR Resources - an
issue that the IESO has already acknowledged as a barrier to DR Resources’ participation

in the IAM and that the IESO has long been discussing through the DRWG (see Exhibit
D, which is a copy of the IESO “Active Engagements” web page discussion of the ongoing
IESO work on energy payments for activation of DR Resources).

With that issue

appropriately resolved, a capacity auction process could be conducted in a manner that
is fair for all participants.

22.

On the other hand, staying the Amendments pending the outcome of AMPCO’s broader
Application should have no negative impact to the IAM. Attached as Exhibit E is a copy

of a communication from the lESO’s CEO, Peter Gregg, stating that, “it is clear that over
the next decade, we have enough energy to meet provincial demand and a limited need
for new capacity if existing Ontario resources are reacquired when their contracts expire.

We believe these limited capacity needs can be met through existing and available
resources such as Demand Response (DR), imports, generators that are coming off long
term contract, uprates and energy efficiency.” The IESO has also indicated that there is

no need for additional capacity until the year 2023 when the phase-out of the Pickering

nuclear plant begins, as stated in Stakeholder Advisory Committee Meeting Notes dated
August 14, 2019, which indicate that the attached Exhibit F.

SWORN BEFORE ME at the City of Toronto,
in the Province of Ontario on October j_|_,
2019

^Commissioner for Taking Affidavits

LSIC 554OÊS

5

EXHIBIT A

THIS IS EXHIBIT A REFERRED TO IN
THE
AFFIDAVIT
OF
COLIN

A Commissioner, etc.

EB-2019-0242, Affidavit of Colin Anderson, Exhibit A, Page 1 of 1

2020 Transitional Capacity Auction (TCA) Phase 1 Timelines

For TCA held in December 2019

Process

Activity Milestones

Responsibility

Dates

Comments

Pre Auction Activities

For new Market Participants, the suggested last date to start
"Register Organization" to participate in the December 2019
TCA

Organization

30-Jul-19

This step is only applicable to Demand Response
organizations (Organizations with capacity auction
eligible generation resources are already
registered with the IESO).

Link to Register an Organization

For organizations registered with the IESO, the suggested last
date to start "Demand Response Auction Participant (DRAP)
Authorization" to participate in the December 2019 TCA

This applies to non IESO-registered organizations
that plan to participate in the TCA. It is a onetime requirement.

Organization

30-Aug-19

Demand Response participants with registered
organizations must become Auction Participants
(one-time authorization requirement).
Registered DRAPs will be migrated from DRAP to
Capacity Auction Participant (CAP) by the IESO in
early October 2019.
This step is only applicable to Demand Response
organizations (Organizations with capacity auction
eligible generation resources will be eligible to
start authorization at a later date mentioned
below).

Link to onlineIESO

Pre-Auction Registration

Participants not already authorized as DRAP must
become Capacity Auction Participants (one-time
authorization requirement).

The suggested date to start the "Capacity Auction Participant
(CAP) Authorization" to participate in the December 2019 TCA
Organization

15-Oct-19

Link to onlineIESO

This date applies to all organizations with capacity
auction eligible generation resource and to
organizations with demand response resources
that had not authorized as a DRAP.
More information is available in Market Manual 12
Section 3.2.
Organizations must complete this milestone in
order to participate in the TCA to be held in
December 2019.

Last date for all Capacity Auction Participants to complete "CAP
Authorization"

Organization

05-Nov-19

Participants not already authorized as DRAP must
become Capacity Auction Participants (one-time
authorization requirement).
This date applies to all organizations with capacity
auction eligible generation resources and to
organizations with demand response resources
that had not authorized as a DRAP.

Reports

Publish TCA Pre-Auction Report

IESO

Pre-Auction Report
Suggested start date for the submission of Capacity
Qualification information
Link to online IESO

Capacity Qualification

26-Sep-19
15-Oct-19

More information is available in the Market Manual
12 Section 3.2.

27-Nov-19

Capacity auction participants are encouraged to
initiate the capacity qualification process as soon
as feasible. After submitting the capacity
qualification information, auction participants are
required to provide deposit and the process may
require up to 30 days. Participation in the auction
is conditional upon providing the auction deposit
by the published date.

Capacity Auction Participant
Last date to complete the Capacity Qualification (including
posting of auction deposit)

Auction Period Activities
Conduct Transitional
Capacity Auction

Reports

Start of Capacity Auction Offer Submission Window

Capacity Auction Participant

04-Dec-19 - 09:00 AM

Link to onlineIESO
End of Capacity Auction Offer Submission Window

Capacity Auction Participant

05-Dec-19 - 05:00 PM

IESO

12-Dec-19

Publish TCA Post Auction Report
Post Auction Report

Forward Period Activities Prior to Summer Obligation Period
Suggested last date to start "Capacity Market Participant
(CMP) Authorization" to participate in the 2020 Summer
Obligation Period

Capacity Auction Participant

29-Jan-20

This applies only to auction participants with a
capacity obligation that have not previously
registered as a DRMP.
Registered DRMPs will be migrated from DRMP to
Capacity Market Participant (CMP) by the IESO.

Last date to start "Register/Update Capacity Resources"

Post-Auction Registration

Suggested last date to "Post/Update Capacity Prudential
Support"

Capacity Market Participant

Capacity Market Participant

Registration of new resources or update existing
resources.

02-Mar-20

See Market Manual 5, Part 5.4. Participants that
cannot post or update their capacity prudential
support by this date are encouraged to speak to
the IESO to ensure their prudentials can be
processed prior to the obligation period.
This requirement is only applicable to the nondispatchable market participants that are seeking
to change attributes of their resources in the
IESO’s registration system in order to allocate a
capacity obligation to a capacity generation
resource.

Last date to complete the market registration process to
become dispatchable

Capacity Market Participant

17-Mar-20

Last date to be "Authorized as Capacity Market Participant
(CMP)"

Capacity Market Participant

30-Mar-20

Last date to complete "Register/Update Capacity Resources"

Capacity Market Participant

31-Mar-20

Last date to "Register/Update Contributor Management" for
Capacity Market Participant
Virtual Resources (Monthly Process)
Summer Obligation Period (Summer 2020)
Energy Market Participation

29-Jan-20

Summer obligation period begins

Capacity Market Participant

Latest date to "Submit Measurement data" for Virtual
Capacity Market Participant
Resources (Monthly Process)
Forward Period Activities Prior to Winter Obligation Period
Suggested last date to start "Capacity Market Participant
(CMP) Authorization" to participate in the 2020/21 Winter
Obligation Period

Capacity Auction Participant

09-Apr-20

Click to view Calendar for full details

01-May-20
23-Jun-20

30-Jul-20

Click to view Calendar for full details
This applies only to auction participants with a
capacity obligation that have not previously
registered as a DRMP.
Registered DRMPs will be migrated from DRMP to
Capacity Market Participant (CMP) by the IESO.

Last date to start "Register/Update Capacity Resources"
Suggested last date to "Post/Update Capacity Prudential
Support"

Capacity Market Participant

Capacity Market Participant

30-Jul-20

02-Sep-20

See Market Manual 5, Part 5.4. Participants that
cannot post or update their capacity prudential
support by this date are encouraged to speak to
the IESO to ensure their prudentials can be
processed prior to the obligation period.
This requirement is only applicable to the nondispatchable market participants that are seeking
to change attributes of their resources in the
IESO’s registration system in order allocate a
capacity obligation to a capacity generation
resource.

Post-Auction Registration

Last date to complete the market registration process to
become dispatchable

Capacity Market Participant

17-Sep-20

Last date to be "Authorized as Capacity Market Participant
(CMP)"

Capacity Market Participant

29-Sep-20

Last date to complete "Register/Update Capacity Resources"

Capacity Market Participant

30-Sep-20

Last date to "Register/Update Contributor Management" for
Capacity Market Participant
Virtual Resources (Monthly Process)
Winter Obligation Period (Winter 2020/21)
Energy Market Participation

14-Oct-20

Winter obligation period begins

Capacity Market Participant

01-Nov-20

Latest date to "Submit Measurement data" for Virtual
Resources (Monthly Process)

Capacity Market Participant

23-Dec-20

Click to view Calendar for full details

Click to view Calendar for full details
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March 27, 2019
IESO Stakeholder Engagement
Transitional Capacity Auction (TCA)

Submitted via email

Re: AMPCO Comments on TCA Stakeholdering

AMPCO is the voice of industrial power users in Ontario. Our mission is industrial
electricity rates that are competitive, fair and efficient.
Attached are AMPCO’s comments on the IESO’s stakeholdering of the Transitional
Capacity Auction (TCA), as introduced at a public stakeholder session on March 7,
2019. AMPCO appreciates the opportunity to provide such feedback.

Best Regards,
[Original signed by]
Colin Anderson
President
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Transitional Capacity Auction
Submissions of the Association of Major Power Consumers in Ontario (AMPCO)
_______________________________________

INTRODUCTION
Ontario’s electricity system is complex and always evolving. AMPCO provides Ontario
industries with effective advocacy on critical electricity policies, timely market
analysis and expertise on regulatory matters that affect their bottom line. We are the
forum of choice for major power consumers who recognize that their business success
depends on an affordable and reliable electricity system.
These submissions are in relation to the IESO’s stakeholdering of the Transitional
Capacity Auction, as introduced at a public stakeholder session on March 7, 2019.
AMPCO’s members are major power consumers, responsible for over 15 TWh of annual
load in the province. Many of those members participate in the existing Demand
Response Auction, which is why AMPCO has an interest in this consultation.
AMPCO appreciates the opportunity to provide feedback and looks forward to
continued dialogue.

SUMMARY OF AMPCO COMMENTS
AMPCO appreciates that changes to the Demand Response Auction (DRA) have been
contemplated for some time as part of migrating to the Incremental Capacity Auction
(ICA). These changes are intended to ultimately reflect the truly competitive nature
of the ICA. However, both the pace of those changes as well as some of the specific
design elements (or omissions) of the current IESO proposal require some
modifications.

1
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Of greatest importance is the clear bias that is being included in the current design
whereby generators who receive a demand response activation will receive energy
payments, while loads will not. This is clearly discriminatory and cannot be permitted
to go forward. This must be remedied now – in Phase One of the project - not at some
undetermined future date.
Additionally, the IESO has not included within the current design the ability for all
loads to participate in the provision of operating reserve or other ancillary services,
such as regulation services. AMPCO believes that again, this represents a bias against
loads that should be rectified in a timely fashion.
Accordingly, AMPCO cannot support the TCA in its current form and looks forward to
working with the IESO and other stakeholders to correct the proposed design flaws
that currently exist.

DISCUSSION
A stakeholder session was hosted by the IESO on March 7, 2019. This was the first
public discussion of the newly proposed Transitional Capacity Auction (TCA), which is
intended to migrate the existing Demand Response Auction (DRA) into the proposed
Incremental Capacity Auction (ICA) which is currently being stakeholdered and
designed as part of the overall Market Renewal Program (MRP). As such, the TCA can
be regarded as a temporary measure, intended to address capacity shortfalls that
occur between now and the initiation of the ICA which is currently scheduled for
2023. Notwithstanding the temporary nature of the TCA, it is expected that many
design elements of the TCA will be used as inputs to the ICA – which will be a
permanent construct. For this reason, it is imperative that the TCA be appropriately
stakeholdered to ensure that its design is as correct, fair and acceptable as possible
to all stakeholders.
According to IESO Stakeholder documentation, this engagement will be divided into
two phases:

2
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Phase One: Evolving the DRA to enable other resource types to participate. In
Phase One of this engagement, the IESO is looking for feedback on auction
elements that inhibit or prohibit an eligible resource’s ability to participate
and provide capacity in the auction and subsequent commitment periods. The
IESO will provide a list of proposed design features to be included in the 2019
TCA, as well as define resource eligibility.
Phase Two: Ongoing evolution of the TCA. In Phase Two of this engagement,
the IESO will seek feedback on subsequent design improvements to further
enable broader participation for future auctions.
In AMPCO’s submission, it is unacceptable to tolerate the inclusion of major problems
in Phase One by assuming that they will be remedied as part of Phase Two. Phase Two
should be viewed as an ongoing initiative to fine-tune the design of the TCA – it should
not be relied upon to correct known errors which are intentionally included at the
Phase One design stage. Phase One must represent the IESO’s and stakeholders’ best
efforts at a functional and fair design.
With that guiding principle as an objective, AMPCO has a number of comments about
the specific materials that were covered at the March 7, 2019 Stakeholder Session:


In general, AMPCO is concerned at the rapid pace that has been set out for the
development of the TCA. AMPCO understands the need for expedience in order
to guard against any potential capacity shortfalls, but that expedience should
not be achieved at the expense of a correct, fair and well stakeholdered
design. We need this quickly, but – more importantly – we need this done
right. Accordingly, AMPCO suggests that the IESO review its draft schedule to
ensure that appropriate durations exist for meaningful stakeholdering
throughout the design and market rule amendment process.



Slide 7 of the IESO presentation materials includes the Principles that exist in
the design of the Market Renewal Program (MRP) and indicate that those
principles are also driving the design of the TCA. One of those principles is
“Competition”, which is further described in IESO documentation as “provide

3
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open, fair, non-discriminatory competitive opportunities for participants to
help meet evolving system needs”1 [emphasis added]. AMPCO supports this
principle and feels that it is particularly relevant, given some of the issues
that were discussed on March 7.


The subject of Energy Payments is a major area of concern for AMPCO. While
this subject has been raised before within the Demand Response Working
Group, it has not yet been resolved. Arguably, one could take the position that
since – currently - the only providers of demand response are loads, the issue
is not as important as it will be in the future, since all loads are currently
being treated similarly (i.e. equally unfairly). However, as soon as the pool of
DR providers is expanded to include generators, a very real discriminatory
element is introduced. To be clear – if the current IESO design allows for both
generators and loads to secure a capacity payment for provision of DR, but
only allows a generator to receive an energy payment in the event that its DR
is activated, this is an unacceptable bias that cannot be permitted.



Ontario is not the only jurisdiction that has contemplated this issue. In the
U.S., the Federal Energy Regulatory Commission (FERC) issued its Order 745 in
2011. In the Summary of that Order, the following text appears:
“In this Final Rule, the Federal Energy Regulatory Commission
(Commission) amends its regulations under the Federal Power Act to
ensure that when a demand response resource participating in an
organized wholesale energy market administered by a Regional
Transmission Organization (RTO) or Independent System Operator (ISO)
has the capability to balance supply and demand as an alternative to a
generation resource and when dispatch of that demand response
resource is cost-effective as determined by the net benefits test
described in this rule, that demand response resource must be
compensated for the service it provides to the energy market at the

1

http://www.ieso.ca/en/Sector-Participants/Market-Renewal/Overview-of-Market-Renewal
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market price for energy, referred to as the locational marginal price
(LMP).”2


Further, FERC’s Order 745 was upheld in January, 2016 by a decision of the
Supreme Court of the United States3.



The IESO is not the only system operator to engage in consideration of this
issue, but it appears to have landed in a different position than many other
ISOs. AMPCO recommends that the IESO re-evaluate its decision on this issue
and to put a design in place that treats loads consistent with generators – and
FERC Order 745 - in their provision of demand response. To not do so is to
intentionally create unfairness and discrimination within the TCA design,
clearly violating one of the key Market Renewal principles.



AMPCO also believes that if the DRA would benefit from broader participation,
then other markets including operating reserve and regulation would also
benefit from increased participation and should be considered for expansion.
This does not necessarily have to take place on the same timeline as the TCA,
but it should be planned with a clear implementation schedule.

As the TCA design is further revealed, AMPCO reserves the right to comment on other
specific features, inclusions or exclusions. AMPCO appreciates the opportunity to
provide feedback and looks forward to continued dialogue.

2
3

https://www.ferc.gov/EventCalendar/Files/20110315105757-RM10-17-000.pdf
https://www.supremecourt.gov/opinions/15pdf/14-840-%20new_o75q.pdf
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May 2, 2019
IESO Stakeholder Engagement
Transitional Capacity Auction (TCA)

Submitted via email

Re: AMPCO Comments on TCA Design Document

AMPCO is the voice of industrial power users in Ontario. Our mission is industrial
electricity rates that are competitive and fair.
Attached are AMPCO’s comments on the IESO’s Design Document associated with the
Transitional Capacity Auction (TCA). AMPCO appreciates the opportunity to provide
such feedback.

Best Regards,
[Original signed by]
Colin Anderson
President
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Transitional Capacity Auction – Phase One Design Document
Submissions of the Association of Major Power Consumers in Ontario (AMPCO)
_______________________________________

INTRODUCTION
AMPCO provides Ontario industries with effective advocacy on critical electricity
policies, timely market analysis and expertise on regulatory matters that affect their
bottom line. We are the forum of choice for major power consumers who recognize
that their business success depends on an affordable and reliable electricity system.
These submissions are in relation to the IESO’s Phase One Design Document (the
“Design Document”) for the Transitional Capacity Auction (TCA), released for public
commentary on April 11, 2019. AMPCO’s members are major power consumers,
responsible for over 15 TWh of annual load in the province. Many of those members
participate in the existing Demand Response Auction, which is why AMPCO has an
interest in this consultation.
AMPCO appreciates the opportunity to provide feedback and looks forward to
continued dialogue.

SUMMARY OF AMPCO COMMENTS
AMPCO’s single most significant area of commentary deals with the unjust
discrimination against Demand Response (DR) proponents which exists within the
Design Document as a result of a fundamental design flaw. That flaw provides for
energy payments for one class of TCA participant (generators) but does not allow for
such payments for a second class of TCA participant (DR providers) in similar
circumstances.

1
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This discriminatory treatment must be remedied now – during Phase One Design of the
project - not at some undetermined future date. Accordingly, AMPCO cannot support
the TCA in its current form and looks forward to working with the IESO and other
stakeholders to correct this flaw as part of Phase One activities.

DISCUSSION OF THE DISCRIMINATORY DESIGN ELEMENT

1. The Core of the Discriminatory Design Element
The subject of just and fair treatment and non-discriminatory competition is a
major area of concern for AMPCO within the context of the TCA Design Document.
In general terms, the Design Document sets out, among other things, the process
by which participants will offer their available capacity into the TCA. Those offers
will be evaluated against the target capacity and each other, and successful
capacity providers will be determined based on offer price, with the result being
that some participants will be successful in their offers (i.e. they will clear the
market, and be eligible to provide capacity during the commitment period) and
some will be unsuccessful (they do not clear the market and will not be eligible to
provide capacity during the commitment period). Successful participants will
receive capacity payments during the commitment period, where unsuccessful
participants will not.
For clarity, entities that offer lower prices will generally be more successful in
clearing the TCA than those that offer higher prices. This is intuitively obvious.
Entities that provide capacity during the commitment period will be obligated to
provide corresponding energy offers, for that capacity amount, to allow for the
activation of that capacity in the energy market. Should such activations occur, a
TCA participant that is a generator will receive energy payments for that portion
of its capacity that is activated. A TCA participant that is a DR provider will not.
This gets to the core of the discriminatory design element. AMPCO submits that
2
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demand response resources must be compensated for the service they provide to
the energy market at the market price for energy, in the same way that
generators are compensated.
While this subject has been raised before within the context of the Demand
Response Working Group, it has not been resolved. Arguably, one could take the
position that since currently (i.e. “pre-TCA”), the only providers of demand
response are load customers, the issue is not as explicitly unfair as it will be in
the future, since all loads are currently being treated similarly (i.e. equally
unfairly). There is no discrimination today, since none of the providers receives
an energy payment. However, as soon as the pool of DR providers is expanded to
include generators, a very real discriminatory element is introduced. Two classes
of participants will be created – one that is eligible for energy payments and one
that is not. This separation of participant classes is what gives rise to the issue of
discriminatory treatment.
If the current IESO design allows for both generators and loads to secure a
capacity payment for provision of DR, but only allows a generator to receive an
energy payment in the event that its DR is activated, this is unacceptable
discrimination that cannot be permitted.

2. Utilization Payments and Energy Payments are Not the Same Thing
In the current Demand Response Auction (DRA) process, it has been possible to
avoid having to address this issue by using “Utilization Payments”. Since the only
participants in the DRA are on the load side (i.e. no generators currently
participate) it has been possible to include amounts in capacity offers that act as a
proxy for an energy payment, in a situation where capacity is activated. These
amounts are referred to as utilization payments. Since all participants would
include these amounts in their capacity offers, the issue of discrimination is
avoided.

3
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In the design contemplated within the Design Document, this proxy approach no
longer works. Because the TCA will allow for two distinct classes of participant –
one who receives an energy payment and one who does not – any participant that
includes a utilization payment amount in its capacity offer (as a proxy for the nonexistent energy payments) will move itself up the offer stack and no longer be
competitive with those entities that do not include such costs elements in their
capacity offers. Those participants who include utilization payments in their
capacity offers are unlikely to clear the capacity market since they will be
including cost elements that other participants (i.e. generators) will not be
including, because those other participants will cover those costs in their energy
payments that they will receive when activated.
It is also not a viable solution for loads to simply omit utilization payment amounts
from their capacity offers, since they have no other means of recovering those
costs in the event that they are activated in the energy market. In effect, loads
are in a no-win situation. If they include utilization amounts, they cannot compete
in the capacity market and if they do not include them they may clear the
capacity market, but cannot recover legitimate costs if they are activated to
provide energy.
For these reasons, it is clear that the topic of utilization payments does not solve
the discriminatory treatment that is inherent within the Design Document. DR
providers who only receive capacity payments (either with or without utilization
payments) are not competing on a level playing field with generators who receive
capacity and energy payments.

3. Other Jurisdictions
Ontario is not the only jurisdiction that has contemplated this issue. In the U.S.,
the Federal Energy Regulatory Commission (FERC) issued Order 745 in 2011. In the
Summary of that Order, the following text appears:

4
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“In this Final Rule, the Federal Energy Regulatory Commission
(Commission) amends its regulations under the Federal Power Act to
ensure that when a demand response resource participating in an
organized wholesale energy market administered by a Regional
Transmission Organization (RTO) or Independent System Operator (ISO)
has the capability to balance supply and demand as an alternative to a
generation resource and when dispatch of that demand response
resource is cost-effective as determined by the net benefits test
described in this rule, that demand response resource must be
compensated for the service it provides to the energy market at the
market price for energy, referred to as the locational marginal price
(LMP).”1
The FERC Order specifically references two conditions that must apply in situations
where DR energy payments will take place. First, the resource in question must
have the capability to balance supply and demand, and second, the DR resource
must be deemed to be “cost-effective”. Some form of these conditions could be
adopted for use in Ontario to ensure that appropriate resources are paid and that
overall value to the system is achieved.
Further, FERC’s Order 745 was upheld in January, 2016 by a decision of the
Supreme Court of the United States2. The following is an excerpt from that ruling:
“FERC’s decision to compensate demand response providers at LMP—the
same price paid to generators … is not arbitrary and capricious. … this
Court’s important but limited role is to ensure that FERC engaged in
reasoned decision making—that it weighed competing views, selected a
compensation formula with adequate support in the record, and
intelligibly explained the reasons for making that decision. Here, FERC
provided a detailed explanation of its choice of LMP and responded at

1
2

https://www.ferc.gov/EventCalendar/Files/20110315105757-RM10-17-000.pdf
https://www.supremecourt.gov/opinions/15pdf/14-840-%20new_o75q.pdf
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length to contrary views. FERC’s serious and careful discussion of the
issue satisfies the arbitrary and capricious standard.”3
The IESO is not the only system operator to engage in consideration of this issue,
but it appears to be landing in a different position than the Federal Energy
Regulator in the U.S. AMPCO strongly recommends that the IESO re-evaluate its
decision on this issue and to put a design in place that treats loads consistent with
generators in their provision of demand response. To not do so is to intentionally
create unfairness and discrimination within the TCA design.

4. The Need to Deal with this Issue in Phase One
According to IESO Stakeholder documentation4, this engagement is intended to be
divided into two phases:
Phase One: Evolving the DRA to enable other resource types to participate. In
Phase One of this engagement, the IESO is looking for feedback on auction
elements that inhibit or prohibit an eligible resource’s ability to participate
and provide capacity in the auction and subsequent commitment periods. The
IESO will provide a list of proposed design features to be included in the 2019
TCA, as well as define resource eligibility.
Phase Two: Ongoing evolution of the TCA. In Phase Two of this engagement,
the IESO will seek feedback on subsequent design improvements to further
enable broader participation for future auctions.
In AMPCO’s submission, it is unacceptable to tolerate the inclusion of major flaws in
Phase One by assuming that they will be remedied as part of Phase Two. Phase Two
should be viewed as an ongoing initiative to fine-tune the design of the TCA – it should
not be relied upon to correct known design errors which are intentionally included at

3
4

Ibid
March 25, 2019 IESO Engagement Plan
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the Phase One stage. Phase One must represent the IESO’s and stakeholders’ best
efforts at a functional and fair design that is non-discriminatory in nature.
In support of this perspective, Section 1.1 of the Design Document sets out the design
principles that will be applied in the creation of the TCA. The second principle listed
in that section reads as follows:


Competition:

Provide

open,

fair,

non-discriminatory

competitive

opportunities for participants to help meet evolving system needs by evolving
the DRA to enable additional resources. [emphasis added]5
Further to this, Section 1.2 of the Design Document (“Transitional Capacity Auction
Objective”)6 states that “The objective of Phase I is to take a first step toward the
ICA [Incremental Capacity Auction] by increasing competition and enabling
participation from existing, Noncommitted, Dispatchable Generators … to compete
with Demand Response Resources. [emphasis added]”
It can be reasonably concluded by looking at these two sections together that the
objective of Phase One of the TCA is to increase competition, but that competition
must be open, fair and non-discriminatory.
A Phase One design that does not provide for open, fair and non-discriminatory
competitive opportunities has failed to satisfy the stated objective of Phase One of
the project. As such, changes must be made to any such design elements prior to the
conclusion of Phase One – it is not permissible pursuant to the Phase One stated
objective to accept design elements that actively undermine the objective, even if
there is an explicit intention to further evaluate the issue in a subsequent stage of the
project.

5
6

TCA Phase One Design Document, pp 9
TCA Phase One Design Document, pp 10
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OTHER SPECIFIC COMMENTS ON THE DESIGN DOCUMENT
The following are other specific comments that AMPCO wishes to advance in respect
of the TCA Phase One Design Document.


Section 2.6 – AMPCO requests additional clarity on the topic of zonal
constraints. In particular, the calculation methodology for each of the three
zonal limits is of interest.



Section 6.1.1.1 – AMPCO understands the historical need for the $100/MWh bid
price threshold, and does not oppose its continuation as part of the TCA.
However, this issue is an example of a control being placed on DR providers,
where no such controls are being considered in other situations for generators.
AMPCO questions whether Phase One of the TCA should consider some form of
Market Power Mitigation in order to drive the appropriate behaviours.



Section 6.2.3 – AMPCO would like to revisit the values for Non-Performance
Factors. As a general statement, AMPCO believes the stated Non-Performance
Factors are too high. For loads, the main reason for non-performance would be
a forced outage, over which loads have no (or very little) control. Further,
during forced outages load

are already

penalized

by

the

economic

consequences of lack of production. Imposing high non-performance factors
increases the degree of penalty. AMPCO recommends reducing 1.5 to 1, and 2
to 1.5.

8
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Stakeholder Comment Request – Draft Market Rules and Market Manuals
MR-00439-R00-05 – Transitional Capacity Auction

Date Submitted: 2019/06/04
Feedback Due: June 5, 2019

Feedback provided by:
Company Name: Association of Major Power Consumers in Ontario
(AMPCO)
Contact Name: Colin Anderson
Phone: 416 260-0225
Email: canderson@ampco.org

Please provide comments relating to the section of the draft amendment proposal in the corresponding box. Please include any views
on whether the draft language clearly articulates the requirements for either the IESO or market participants. Please provide any
alternative language by inserting the draft language below and red-lining the suggested changes.
MR
Chapter
2
2 (app)
3
7

Design Element (MR section)

Stakeholder Comments

Participation
Appendices
Administration, Supervision,
Enforcement
System Operations and
Physical Markets

Stakeholder comments to be included here.
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9
11

Settlements and Billing
Definitions

MM
1.1
1.2
1.3
2.10
4.3

Design Element (MM section)
Participant Authorization
Facility Registration
Identity Management
Connection Assessment
Real-time Scheduling of the
Physical Market
Prudential Support
Physical Market Settlement
Statements
Participant Technical
Reference Manual
Outage Management
Definitions

5.4
5.5
6
7.3
12

Stakeholder Comments
Stakeholder comments to be included here.

Stakeholder comment is requested on the following IESO directed questions that will be forwarded to Technical Panel for their
consideration in the recommendation of market rules to the IESO Board of Directors:
Question
Stakeholder Comment
Do you believe there is a clear and
common understanding of the intent and
purpose of the draft market rule
amendment?
In your view, is this market rule
amendment in the interest of consumers
with respect to prices?
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In your view, is this market rule
amendment in the interest of consumers
with respect to the reliability of
electricity service?
In your view, is this market rule
amendment in the interest of consumers
with respect to the quality of electricity
service?
In your view, are there any adverse
effects (not identified in a previous
answer) that may be caused by
implementing these proposed changes,
either to consumers or market
participants.
General Comments:

AMPCO believes that the current market rules being developed for the
Transitional Capacity Auction (TCA) will result in a serious adverse effect,
in the form of discriminatory treatment against a class of market
participant, as set out in AMPCO’s submission to the IESO dated May 2,
2019.

In general, this submission focuses on only one element of the TCA where AMPCO has material comments.
AMPCO’s silence on any other issue / market rule / market manual should not be interpreted as approval. It
should be interpreted as taking no position.
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July 5, 2019
IESO Stakeholder Engagement
Submitted via email
Re: AMPCO Submission – DRWG and TCA (HDR Resources and Energy Payments)

AMPCO is the voice of industrial power users in Ontario. Our goal is industrial
electricity rates that are competitive and fair.
Attached is AMPCO’s submission made in response to the call for input as part of the
Demand Response Working Group’s involvement in the proposed Transitional Capacity
Auction.
AMPCO appreciates the opportunity to provide such a submission, and looks forward
to continuing the dialogue.

Best Regards,
[Original signed by]
Colin Anderson
President
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HDR Resources and Energy Payments:
Submissions of the Association of Major Power Consumers in Ontario (AMPCO)
_______________________________________

INTRODUCTION
Ontario’s electricity system is complex and always evolving. AMPCO provides Ontario
industries with effective advocacy on critical electricity policies, timely market
analysis and expertise on regulatory matters that affect their bottom line.
These submissions are made in response to the call for feedback issued by the IESO at
its June 19 stakeholder session (the Demand Response Working Group (DRWG)
meeting). AMPCO’s members are major power consumers, responsible for over 15 TWh
of annual load in the province. A reliable and affordable energy supply is critical to
the success of their businesses, which is why AMPCO has an interest in these
discussions.
AMPCO appreciates the opportunity to provide this feedback and looks forward to
continued dialogue on the Transitional Capacity Auction (TCA).

SUMMARY
Directionally, AMPCO supports the movement by the IESO on the issue of energy
payments for demand response (DR) proponents. However, the pace of the movement
does not match the IESO’s desired pace for the movement of the reminder of the TCA
project.
AMPCO fully supports payments for both out-of-market and economic activations of
DR, and AMPCO feels strongly (as set out in its submission of May 2, 2019 1) that such
payments need to be implemented at the same time as the initiation of the TCA
1

Found at http://www.ieso.ca/Sector-Participants/Engagement-Initiatives/Engagements/Meeting-

Ontarios-Capacity-Needs-2020-2024
1
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itself. To do otherwise is to embrace a design element that is blatantly discriminatory
in nature and counter to clear objectives that have been set for the design of the
TCA.
Accordingly, AMPCO suggests that both the out-of-market and economic activations of
DR be scheduled to be implemented prior to the first TCA auction. If this necessitates
a delay of the first auction, then so be it, since the auction is not required from a
reliability perspective in December 2019. It is better to take a little longer and do
things correctly than to rush them and include known deficiencies within the design.
In regards to the HDR testing method that the IESO is recommending, AMPCO supports
the proposed approach.

MAJOR ELEMENTS OF THE JUNE 19 STAKEHOLDER SESSION
Below are the main elements of the DRWG stakeholder session conducted by the IESO
on June 19 on which AMPCO will submit comments:
1. Testing of HDR Resources - Seeking stakeholder feedback on the proposal
2. Cost Recovery for Out-of-Market Activation of DR Resources - Seeking
stakeholder feedback on concept and design considerations
3. Energy Payments for Economic Activation of DR Resources - Seek stakeholder
input on approach to conducting the analysis.
o What is the appropriate analysis to complete?
o Who is best to complete the analysis?
o Who else should be consulted?
o When is a decision required by?

2
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AMPCO COMMENTS ON EACH ELEMENT
1. Testing of HDR Resources
AMPCO fully supports the testing approach being proposed by the IESO.
However, as highlighted in AMPCO’s submission on the IESO’s alternative Load
Pricing design, hourly demand response (HDR) still requires some attention from a
pricing perspective. In today’s market, such resources can participate as NDL while
receiving uniform pricing. As part of its new Load Pricing proposal, the IESO has
(somewhat arbitrarily) decided that these resources must now be dispatchable and
be paid a nodal price, without properly justifying this change. AMPCO does not see
the need for this change and as such, cannot support it.

2. Out-of-Market Activation of DR Resources
AMPCO supports the IESO proposal to compensate out-of-market activation of DR
resources. AMPCO agrees that these activations (due to testing and emergency
situations) can often occur at a price below the bid price of a DR resource.
Further, payment for these activations is consistent with energy market and
existing design treatment of other resources (including dispatchable loads),
thereby leveling the playing field and guarding against any discriminatory
treatment that would serve to undermine confidence in Ontario’s electricity
markets.
In anticipation of compensation being paid for both Out-of-Market as well as
Economic Activations, it seems reasonable to maintain consistency between these
two different situations. The IESO has listed three potential approaches for
consideration in the materials posted on its website on the DRWG page:


Using energy bids as representative costs



Historical precedents, such as CBDR activation payments

3
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Identify costs on individual or type of resource basis

In AMPCO’s opinion, the third option would be an administrative nightmare for the
IESO and should not be further considered.
The second option has the advantage of having been used previously as part of the
Capacity-Based Demand Response (CBDR) Program. However, the value of CBDR,
set at that time at $200, seems somewhat arbitrary. While AMPCO could live with
this approach, it does not recommend this as the final solution.
The first option has the advantage of being most consistent with what other
participants will be receiving. For this reason alone, AMPCO is in favour of option
one - using energy bids as representative costs.

3. Economic Activation of DR Resources
In reviewing the points listed on slide 40 of the presentation materials from the
June 19 stakeholder meeting2, AMPCO is struck by the similarities to some of the
points raised in its own submission of May 2, 2019. To summarize, when it was only
DR that was participating in the DR Auction, all DR resources were impacted
equally by proponents’ inclusion of expected costs of activations in DR Auction
offer prices. However, once another class of participant is introduced, the impact
is no longer equal. Accordingly, this same concept needs to be applied to
economic activations.
AMPCO strongly supports the compensation of DR resources in economic
activations, and believes that it must be consistent with the compensation
provided to others and to the compensation contemplated in out-of-market
activations.

2

Found at http://www.ieso.ca/sector-participants/engagement-initiatives/working-groups/demand-

response-working-group
4
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While the IESO has agreed to implement compensation for out-of-market
activations, it is proposing to undertake additional analysis before reaching a
conclusion on economic activations. Given the sentiments expressed on slide 40,
AMPCO believes that the conclusion of the IESO analysis is already determined –
compensation is appropriate. Any analysis, therefore, should focus on “how” to
achieve this end.
The IESO has asked four specific questions as part of its call for submissions. Each
will be addressed here.


What is the appropriate analysis to complete? As already stated (in this and
prior submissions), principles of non-discrimination, fair treatment and level
playing fields have already dictated that compensation is appropriate. An
assessment of whether or not to compensate is therefore not required. The
analysis should rather focus on how best to effect compensation and at
what level it should be paid. As set out above in the section on out-ofmarket activations, consistency with other participants should be the
paramount criterion.



Who is best to complete the analysis? AMPCO is mindful of a number of
competing considerations in this area. First, there is a need to move swiftly,
as will be set out in greater detail below. Second, there is the issue of cost
to consider. The benefit of conducting such an analysis should not be
overwhelmed by its own expense. Third, one must consider work that has
already been done in this area and it should be an objective of the analysis
to leverage that work3 in order to avoid costly duplication of effort. Finally,
the credibility of the entity performing the work must be beyond reproach.
Conflicts, or perceived conflicts, should be avoided.

3

Including work in Ontario as well as work that was done pursuant to FERC Order 745, where appropriate.
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Consideration of these criteria does not yield one specific entity that should
be the clear choice to perform this work. However, the time constraint, in
concert with the need to be impartial and to be able to quickly gather and
interpret previous relevant analyses points to a body external to the IESO,
such as Navigant, who has previously been engaged in work associated with
the DRWG.



Who else should be consulted? AMPCO has few comments in this area.
Specifically called out in the IESO materials were the MDAG and the OEB. If
the IESO wishes to engage the MDAG, AMPCO has no objections. However,
given the role of the OEB in adjudicating conflicts that may arise pursuant
to market rule development, AMPCO does not feel that it is appropriate to
engage the Board, in any capacity, on this question. The OEB (whether Staff
or Board Members) should not be asked to opine on an issue that it could
potentially have to decide later. This represents a clear conflict of interest.



When is a decision required by? This is a critical question. In AMPCO’s
submission, the issue of compensation for economic activations must be
clearly decided – and implemented – prior to the initiation of the TCA. The
reasons for this view are clearly articulated in AMPCO’s submission of May 2,
20194 and (for brevity) will not be repeated here.
Admittedly, the amount of work that must be done (analysis, rules,
manuals, approvals, etc.) is likely too great to be completed by the IESO’s
desired first auction date of December 2019. If a genuine, urgent reliability
concern existed, then this would outweigh the need for executing the first

4

Found at http://www.ieso.ca/Sector-Participants/Engagement-Initiatives/Engagements/Meeting-

Ontarios-Capacity-Needs-2020-2024
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TCA auction with all of the appropriate design elements in place. This is not
the case.
While AMPCO supports the IESO’s desire to learn from TCAs in advance of
the design and implementation of the Incremental Capacity Auction (ICA), it
does not place that desire above the need to implement a fair and nondiscriminatory TCA in a situation where no immediate reliability concern is
required to be addressed. As AMPCO has stated multiple times in the past –
we need to get this right from the start.
Accordingly, AMPCO recommends a six month delay in the start of the TCA
in order to accommodate all the work that needs to be done to properly
implement the auction.
Alternatively, if for whatever reason the IESO cannot abandon its December
2019 TCA deadline, then the following approach could be adopted. The TCA
can proceed on its original timeline, but the promised May 2020
implementation date for out-of-market activations must also apply to
implementation of economic activations. In this way DR proponents can be
assured that, notwithstanding that the TCA will have commenced, the IESO
will have provided its formal assurance that compensation for both types of
activations will be designed and implemented by May 2020, at the latest.
This means that the auction will be implemented with a known
shortcoming, but at least there will be a clear guarantee that the
shortcoming will be addressed in a timely fashion.

AMPCO appreciates the opportunity to provide such feedback, and looks forward to
continuing to work with the IESO and other stakeholders in designing and
implementing a fair, non-discriminatory auction process.

7
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July 9, 2019
IESO Stakeholder Engagement
Submitted via email
Re: AMPCO Submission – MR-00439 – Transitional Capacity Auction

AMPCO is the voice of industrial power users in Ontario. Our goal is industrial electricity
rates that are competitive and fair.
Attached is AMPCO’s submission made in response to the call for input as part of the
market rule amendment process associated with the IESO’s proposed Transitional
Capacity Auction.
AMPCO appreciates the opportunity to provide such a submission, and looks forward to
continuing the dialogue.

Best Regards,
[Original signed by]
Colin Anderson
President
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MR-00439 – Transitional Capacity Auction:
Submissions of the Association of Major Power Consumers in Ontario (AMPCO)
_______________________________________

INTRODUCTION
Ontario’s electricity system is complex and always evolving. AMPCO provides Ontario
industries with effective advocacy on critical electricity policies, timely market analysis
and expertise on regulatory matters that affect their bottom line.
These submissions are made in response to the call for feedback issued by the IESO in
relation to market rule changes required to operationalize the Transitional Capacity
Auction (TCA). AMPCO’s members are major power consumers, responsible for over 15
TWh of annual load in the province. A reliable and affordable energy supply is critical
to the success of their businesses, which is why AMPCO has an interest in these
discussions.
AMPCO appreciates the opportunity to provide this feedback and looks forward to
continued discussion on the TCA.

GENERAL COMMENT
AMPCO is among the stakeholders that believe the proposal for market rule changes, as
it currently stands “may cause discriminatory treatment against a class of market
participants” [June 25th, TP presentation, page 37]. The proposed market rule changes
are designed to facilitate participation by generators in an expanded Demand Response
Auction (DRA) platform (i.e. an evolving TCA). Requiring Demand Response (DR)
participants to compete against generators in a capacity market without first resolving
issues regarding compensation to DR resources for the value which these resources
provide in the energy market will undermine the current success of the DRA and
handicap DR resources from successfully participating in the market through their own

1
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existing (DRA) platform, as AMPCO has previously set out in its submissions to the IESO
of March 25, 2019, May 2, 2019, June 5, 2019 and July 5, 2019.
Generators would bid into a TCA taking into account their anticipated energy payments.
DR resources would have to compete against these bids without the prospect of an
equivalent energy payment stream. DR resources would thus be at a competitive
disadvantage to generators in the TCA.
While the IESO proposes to study the introduction of energy payments to DR resources,
the study is proposed to be concluded “before the end of 2020”, with a next step
proposed to be to “[o]btain input from stakeholders on the approach to conducting the
analysis required…” [IESO Demand Response Working Group Meeting Materials, June 19,
2019, p.7].
While AMPCO does accept resolving the issue of DR resources compensation through
DRWG and/or MDAG engagement [June 25th TP Presentation, page 39], we are also of
the view that requiring DR resources to compete with generators in a TCA prior to
resolution of the issue would:
(a)

Undermine competition and market confidence, not only failing to achieve
the IESO’s objectives for the TCA/ICA program but actually unduly
constraining competition.

(b)

Introduce undue and unjust discrimination against DR resources in the
expanded auction program by requiring them to compete with generators
prior to resolution of their eligibility for energy payments.

It is our understanding that, contrary to the suggestion otherwise [June 25 th TP
presentation, page 39], there are a number of DR participants that remain similarly
concerned.
Given the lack of any apparent urgency for launch of the TCA, while supporting the
proposed market rule and market manual amendments per se AMPCO is of the view that
the TCA should not proceed prior to resolution of the issue of appropriate compensation

2
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for the value to the market provided by DR resources. Introducing an interim
Transitional Capacity Auction (TCA) which undermines the ability of DR resources to
compete in Ontario’s electricity market would be a regressive step in the quest for
enhanced competition and innovation.

3
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July, 2019

IESO PROPOSED CAPACITY AUCTIONS &
DEMAND RESPONSE RESOURCES
AEMA/AMPCO BRIEF
Summary of Concerns and Recommendation.
1.

The Ontario Independent Electricity System Operator’s (IESO) proposal for developing a
broadened capacity auction is part of the IESO’s overall Market Renewal Program (MRP).
The overall objective of the MRP is to encourage and enhance competition1:
Creating a stable and efficient marketplace that produces value for consumers
involves encouraging competition and innovation among suppliers – and is the
catalyst behind initiatives to resolve long-standing market design issues.

2.

Proceeding with a broadened capacity auction, in the form of the “Transitional Capacity
Auction” (TCA) currently proposed, without first resolving how demand response (DR)
resources are compensated for the value that they provide to the IESO administered
market (IAM) would not only fail to further this objective, it would undermine this objective.

3.

It has been definitively recognized that DR resources can provide electricity wholesale
market energy services, and that failure to compensate DR resources for such services in
a manner equivalent to compensation provided to generation resources for similar
services is unjust and unreasonable.

4.

Without ensuring just and reasonable compensation to DR resources, on a comparable
basis with other resources which bring similar value to the IAM, the TCA proposal could
result in replacement of one set of capacity providing resources with another. This would
not enhance competition, but it may well stifle it.

5.

While the IESO has indicated that it will address the issue of compensation of DR
resources for the value that they provide to the IAM, resolution of this issue is not
anticipated prior to the proposed December 2019 implementation of TCA Phase I.

6.

Fortunately there appears to be no urgency to proceeding with the TCA. On July 16, 2019
the IESO indicated that it would suspend further work on an “Incremental Capacity
Auction” (ICA), the mechanism towards which the TCA was to evolve, in light of an
imminent forecast indicating sufficient baseload and other resources to ensure reliability
for the foreseeable future. The IESO indicated that work on the TCA would continue as
currently planned. The current plan is for an initial TCA by the end of 2019.

7.

As there is currently no time frame within which a full ICA program is required, there is no
rationale for implementing a TCA prior to resolution of the issue of just and reasonable

1

IESO Transitional Capacity Auction: Phase I Design Document, April 11, 2019, page 1.
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compensation for DR resources in the IAM, and all the more reason for getting the TCA
right initially so that it will facilitate, rather than undermine, competition.
8.

Implementation of the TCA should be deferred. It would be more appropriate and
more equitable, and it would better achieve the IESO’s stated objectives, to forego
the proposed “Phase I” TCA implementation in December, 2019 and instead focus
on getting the proposed TCA right from its initiation.

Background and Current Status.
9.

DR is the changing of electricity consumption patterns by end-use consumers in response
to market prices.2

10.

Since 2015 the IESO has held annual demand response auctions (DRAs) to acquire DR
capacity from market participants that are able to provide that capacity to the market in
exchange for an availability payment3 (which is for present purposes essentially a
“capacity payment” - i.e. a payment to ensure that capacity is available to supply energy
services as and when called upon).

11.

Four successful DRA’s have been held in Ontario, the most recent in December 2018.
The IESO’s report on the most recent DRA underscores the success of the DRA program4
[emphasis added]:
This year, 38 organizations were registered as auction participants, the highest
number since the auction began in 2015. The successful proponents included four
new participants who represent a mix of commercial and industrial consumers.
The average annual clearing price for availability payments of $52,810/MW
represents a 30% decrease from last year, and a 42% decrease since the first
auction in 2015. The auction cleared 818 megawatts (MW) for the 2019 summer
commitment period and 854 MW for the 2019/2020 winter commitment period.
Moving in to its fourth year, the auction has been established as a valuable and
reliable tool for the IESO to secure capacity on the system. Decreasing prices yearover-year demonstrates the ongoing maturity of the demand response market as
more consumers participate and competition increases. Lower capacity prices
benefit all Ontario consumers, while auction participants benefit by offsetting their
energy costs and improving their competitiveness.
As the electricity system moves towards competitive electricity auctions under
IESO’s Market Renewal project, the participation of consumers providing demand
response will increase competition leading to overall lower prices for Ontario
consumers.

2

IESO Market Manual, Part 12.0: Demand response Auction, Issue 6.0, page 4, paragraph 1.
IESO News and Updates page; http://www.ieso.ca/en/Sector-Participants/IESO-News/2018/12/IESOAnnounces-Results-of-Demand-Response-Auction
4 Ibid
3

2
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12.

Starting in December, 2019 the IESO is proposing to “transition” the DRA into a broader
auction by opening participation to other resources.5 While the “Phase 1” December, 2019
auction was initially proposed as a first step towards transition to an ICA to be implemented
in 2022, with the recently announced suspension of work on the ICA, the first TCA will
simply be the first in potentially a series of capacity auction evolutionary steps without any
defined end state timing.

13.

While AEMA/AMPCO support broadening of the DRA into a more robust and competitive
capacity auction mechanism, they are concerned that in the current state of the market for
DR such broadening will not only fail to enhance competition for the benefit of Ontario
consumers, it will have the opposite effect.

14.

Generation resources have other revenue opportunities in the IESO administered
markets, including payments for energy services provided. DR resources do not currently
have commensurate revenue opportunities for the energy services which they provide to
the market.

15.

As long as this is the case, commandeering the currently successful DRA into a TCA will
not broaden the existing auction platform, it will only result in driving the DR resources that
participate in that DRA out of the IESO administered market, and replacing one set of
capacity auction participants (DR) with another (generators). This would actually be a step
backward in evolution of the IESO administered markets, not a step forward.

16.

AEMA/AMPCO urge the IESO to match the timing for evolution of capacity auctions
with resolution of the issue of how to justly and reasonably compensate DR in the
broader IESO administered market.

17.

Given that the IESO now does not anticipate in the foreseeable future a period of
significant system need, the current proposal to implement the first TCA in December,
2019 cannot be said to be driven by an imminent need to secure capacity. There is no
apparent driver for a rush to implementation of a broadened capacity auction this year.

18.

AEMA/AMPCO urge the IESO to reschedule the first TCA to allow for sufficient time
to ensure just and reasonable and non-discriminatory compensation for DR in the
broader IAM, thus preserving the ability of the TCA to enhance, rather than restrict,
competition.

Enhancing competition, for the benefit of consumers.
19.

As noted above, the overall objective of the IESO’s MRP is to encourage and enhance
competition6:
Creating a stable and efficient marketplace that produces value for consumers
involves encouraging competition and innovation among suppliers – and is the
catalyst behind initiatives to resolve long-standing market design issues.”

5
6

IESO Transitional Capacity Auction: Phase I Design Document, April 11, 2019, page 2.
IESO Transitional Capacity Auction: Phase I Design Document, April 11, 2019, page 1.
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20.

The IESO’s proposal to evolve the DRA into a broader based capacity auction is to the
same end7:
The ICA will help us to prepare for [a future period of capacity requirement] by
allowing more resource types to compete to provide future capacity, enabling the
IESO to flexibly meet the province’s adequacy needs.

21.

The success of a broadened capacity auction hinges on expanding participation in
competition for the provision of capacity:
One of the advantages of the ICA is that all eligible sources of capacity – new and
existing, on both the supply and demand sides – compete with each other,
regardless of resource type. …From the perspective of meeting adequacy needs,
there is no functional difference between a megawatt of power from an electricity
generating facility and a megawatt of reduced consumption from demand
response. 8

22.

The TCA would start with the DRA, and add non-committed dispatchable generators as
eligible capacity auction participants. The IESO’s stated intent in so doing is to “enable
competition between additional resource types”.9

23.

At the same time the IESO has acknowledged concerns that there are barriers to DR
participation in the IESO markets, and that one of these barriers is the unavailability to DR
resources of energy payments.10

24.

The IESO proposes to study the introduction of energy payments for DR resources (i.e. to
determine “whether there is a net benefit to electricity ratepayers if DR resources are
compensated with energy payments for economic activations”. The study proposed is to
be concluded “before the end of 2020”, with a next step proposed to be to “[o]btain input
from stakeholders on the approach to conducting the analysis required to make this
determination”.11

25.

Requiring DR resources to compete against generators without resolving the comparative
value of DR resources and generation resources in the energy market, and how to justly
and reasonably compensate the former in a manner comparable to the latter, would
undermine the current success of the DRA and handicap DR resources from successfully
competing within their own existing market platform.
(a)

Generators will bid into capacity auctions taking into account their anticipated
energy payments.

7

IESO Incremental Capacity Auction High-Level Design: Executive Summary, March 2019, page 1.
IESO Incremental Capacity Auction High-Level Design: Executive Summary, March 2019, page 3.
9 Transitional Capacity Auction Phase I Design Document, April 11, 2019, p.2.
10 IESO Demand Response Working Group Meeting Materials, June 19, 2019, pages 54 et seq.
11 IESO Demand Response Working Group Meeting Materials, June 19, 2019, page 7.
8
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(b)

26.

DR resources will have to compete against these bids without an equivalent energy
payment stream, putting DR resources at a competitive disadvantage to
generators in the capacity market.12

Requiring DR resources to compete with generators in a TCA prior to resolution of the
eligibility of DR resources for energy payments would:
(a)

Undermine competition and market confidence, a result inimical to the IESO’s
objectives for the capacity auction program and its MRP in general.

(b)

Introduce undue discrimination against DR resources in the expanded auction
program by requiring them to compete with generators prior to resolution of their
eligibility for energy payments.

(The IESO has recently recognized just this sort of issue in respect of DR compensation
for out of market Hourly DR resource activations.13)
27.

Premature introduction of a TCA such that it undermines the ability of DR resources to
compete in Ontario’s competitive electricity market would be a regressive step in the quest
for enhanced competition and innovation.

28.

Commandeering the current DRA to a broader auction platform without first addressing
the competitive position of DR resources vis a vis generators and other sources of capacity
would unnecessarily damage a highly successful existing market mechanism, which would
be unfair to DR resources, counterproductive to robust evolution of the Ontario electricity
market, and irresponsible on the part of the IESO.

Failing to recognize and compensate the value of DR resources to the energy market is
unjust and unreasonable.
29.

It has been definitively recognized that DR resources can provide electricity wholesale
market energy services, and that failure to compensate DR resources for such services is
unjust and unreasonable.

30.

In a Final Rule issued in March, 2011 the United States Federal Energy Regulatory
Commission (FERC) determined that:14
… when a demand response resource participating in an organized wholesale
energy market… has the capability to balance supply and demand as an
alternative to a generation resource and when dispatch of that demand response
resource is cost-effective… that demand response resource must be compensated
for the service it provides to the energy market at the market price for energy…

12

Energy payments avoided by the load are not economically equivalent to energy payments for provision
of demand reduction to the market, and are not adequately compensatory for the value provided by DR
resources to the energy market: 134 FERC ¶ 61,187, 18 CFR part 35, Docket No. RM10-17-000; Order
No. 745, Demand Response Compensation in Organized Wholesale Energy Markets, March 15, 2011,
paragraph 62.
13 IESO Demand Response Working Group Meeting Materials, June 19, 2019, pages 36 et seq.
14 134 FERC ¶ 61,187, 18 CFR part 35, Docket No. RM10-17-000; Order No. 745, Demand Response
Compensation in Organized Wholesale Energy Markets, March 15, 2011, page 1.
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This approach for compensating demand response resources helps to ensure the
competitiveness of organized wholesale energy markets and remove barriers to
the participation of demand response resources, thus ensuring just and reasonable
wholesale rates.
31.

The FERC’s conclusions on this topic followed a comprehensive rule making process
during which opposing positions on the issue were thoroughly represented (with
supporting expert evidence), canvassed and considered.

32.

On January 25, 2016, the Supreme Court of the United States issued a determination that
in making the foregoing determination FERC was within its jurisdiction to regulate
wholesale power markets. While expressly eschewing making a finding on the correctness
of FERC’s determination as outside of the Court’s legitimate area of inquiry, following a
detailed 33 page review of the evidence and arguments placed before FERC in the rule
making process, the Court commented:15
Our important but limited role is to ensure that the Commission engaged in
reasoned decision making – that it weighed competing views, selected a
compensation formula with adequate support in the record, and intelligibly
explained the reasons for making that choice. FERC satisfied that standard.

33.

FERC’s determination that establishing just and reasonable wholesale power market rates
requires that a DR resource must be compensated for the service it provides to the energy
market at the market price for energy was subject to satisfaction of a “net benefits test” to
assess the appropriateness of that DR compensation. The “net benefits test” condition
was applied to address what was referred to in the FERC’s rule making proceeding as the
“billing unit effect” of dispatching DR resources in the energy market. Essentially, the
concern is that as the volume of energy consumed declines when DR resources actually
reduce demand (i.e. avoid consuming energy), the reduction in the costs to meet overall
energy demand by dispatching competitive DR is offset in end-user rates to some extent
by the fewer units consumed, resulting in an upward pressure in the price for each unit.
Whether the reduced costs of supply outweigh the upward pressure on unit rates
determines whether there is a “net benefit” for end-users from participation of the DR
resource in the market. If there is, then it is in the interest of consumers that DR resources
be dispatched when they require a lower energy payment than other resources bidding
into the market.

34.

On this point FERC concluded as follows16:
For this reason, the billing unit effect associated with dispatch of a demand
response resource in an energy market must be taken into account in the
economic comparison of the energy bids of generation resources and demand
response resources. Therefore, rather than requiring compensation at [marginal
price] in all hours, the Commission requires the use of the net benefits test
described herein to ensure that the overall benefit of reduced [marginal price] that
results from dispatching demand response resources exceeds the cost of

15

Federal Energy Regulatory Commission v. Electric Power Supply Association Et Al., 577 U.S. (2016),
page 33.
16 134 FERC ¶ 61,187, 18 CFR part 35, Docket No. RM10-17-000; Order No. 745, Demand Response
Compensation in Organized Wholesale Energy Markets, March 15, 2011, paragraph 53.
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dispatching those resources. When the above-noted conditions of capability and
of cost effectiveness are met, it follows that demand response resources that clear
in the day-ahead and real-time energy markets should receive the [marginal price]
for services provided, as do generation resources.
35.

In the course of its consideration of the equivalency of DR resources and generation
resources in providing energy services, the importance of recognizing and compensating
this equivalency appropriately, and the importance of thus reducing barriers to DR
participation in wholesale markets, FERC cited an earlier order which included a finding
that17:
A market functions effectively only when both supply and demand can
meaningfully participate, and barriers to demand response limit the meaningful
participation of demand in electricity markets.

36.

FERC went on to find that:
Removing barriers to demand response will lead to increased levels of investment
in and thereby participation of demand response resources (and help limit potential
generator market power), moving prices closer to the levels that would result if all
demand could respond to the marginal cost of energy.18
…
In Order No. 719, the Commission found that allowing demand response to bid
into organized wholesale energy markets “expands the amount of resources
available to the market, increases competition, helps reduce prices to consumers
and enhances reliability.”19

37.

In its rulemaking deliberations FERC also considered arguments that DR resources are
“compensated” by avoiding energy costs when responding to requests to curtail
consumption, and accordingly paying such resources for energy thereby effectively
supplied would amount to double compensation. On these arguments FERC found as
follows:20 [emphasis in original]
Furthermore, Dr. [Alfred E.] Kahn argues that paying demand response [marginal
price] sets “up an arrangement that treats proffered reductions in demand on a
competitive par with positive supplies; but one is no more a [case of
overcompensation]21 than the other: the one delivers electric power to users at
marginal costs – the other – reductions in cost – both at competitively-determined
levels.
… In the absence of market power concerns, the Commission does not inquire into
the costs or benefits of production for the individual resources participating as
supply resources in the organized wholesale electricity markets and will not here,

17

Ibid, paragraph 57, citing FERC Order No. 719.
Ibid, paragraph 59.
19 Ibid, paragraph 61.
20 Ibid, paragraph 62.
21 Insert in original.
18
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as requested by some commenters, single out demand response resources for
adjustments to compensation. The Commission has long held that payment of
[marginal price] to supply resources clearing the day-ahead and real-time energy
markets encourages “more efficient supply and demand decisions in both the short
run and long run,” notwithstanding the particular costs of production of individual
resources. Commenters have not justified why it would be appropriate for the
Commission to continue to apply this approach to generation resources yet depart
from this approach for demand response resources.
38.

FERC also recognized in its rule making findings the interrelationship between just and
reasonable compensation to DR resources in energy markets and the fairness of
associated capacity markets. FERC noted “how the increased participation by demand
resources [in energy markets] could actually increase potential suppliers in capacity
markets by reducing barriers to demand resources, which would tend to drive capacity
prices down”, and the need to “examine the way in which capacity markets already may
take into account energy revenues”.22

Instituting a TCA without resolving issues regarding just and reasonable compensation to
DR resources is discriminatory.
39.

As outlined above, the pre-eminent North American energy regulator – FERC – has
carefully and thoroughly considered the role of DR resources in wholesale energy
markets, and the issue of just and reasonable compensation of those resources for their
participation, and has concluded that:
(a)

Failure to compensate DR resources for the value they provide to energy markets
in the same manner as compensation is afforded to generation resources for the
value which they supply to energy markets results in wholesale prices that are
unjust and unreasonable.

(b)

Fair compensation of wholesale energy market participants for energy services
provided influences the fairness and efficiency of capacity markets.

40.

It follows that expanding the current DRA platform to allow generation resources eligible
for energy market compensation to participate in the broadened capacity auction without
addressing just and reasonable compensation for DR resources providing energy market
services would result in capacity markets that are effectively anti-competitive and
discriminatory.

41.

Without resolution of payment to DR resources for energy services that they can and do
provide to the energy market in a manner that fairly recognizes the value of these services
provided, inviting generators to compete with DR resources in a capacity auction would
unduly and unfairly prejudice the ability of those DR resources to compete, and would thus
be discriminatory.

22

134 FERC ¶ 61,187, 18 CFR part 35, Docket No. RM10-17-000; Order No. 745, Demand Response
Compensation in Organized Wholesale Energy Markets, March 15, 2011, page 67, footnote 167.
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Market Rule Amendments which, in the result, are discriminatory, must be rejected.
42.

The Ontario Electricity Act, 1998 (EL Act) governs the authority of the IESO to make
Market Rules, and the manner in which the Ontario Energy Board (OEB) oversees that
IESO authority.

43.

Subsection 33(9) of the EL Act requires the OEB to consider whether a Market Rule
amendment “unjustly discriminates against or in favour of a market participant or class of
market participants”. If the OEB so finds, it must make an order revoking the amendment,
and referring the amendment back to the IESO for further consideration.

44.

For the reasons articulated above, Market Rule amendments which have the effect of
allowing generation resources to unjustly and unfairly compete against DR resources for
the provision of capacity to the IAM would “unjustly discriminate against a class of market
participants” – i.e. DR resources currently active in the very successful DRA – and would
have to be revoked by the OEB.

45.

The IESO should refrain from instituting Market Rule amendments which would co-opt the
current DRA platform to a broadened capacity auction prior to addressing the currently
unjust and unreasonable wholesale energy market compensation structure under which
DR resources are not fairly and properly compensated for the energy services which they
provide to the IAM.

46.

To proceed with the TCA related Market Rule amendments proposed without first
addressing this unfairness would have the effect of unjustly discriminating against DR
resources competing to provide capacity to the IAM. Such amendments would not
withstand regulatory review.

Recommendation.
47.

The unjust discrimination outlined above would be particularly objectionable where there
is no need to rush to ICA implementation prior to resolution of the issue of just and
reasonable compensation for DR resources in the wholesale energy market. With the
suspension of work on the ICA as a result of an updated forecast which sees no resource
constraints for the foreseeable future there is no justification for rushing to TCA
implementation.

48.

AEMA and AMPCO support expansion of the current DRA into a broader capacity auction
platform, and the use of a broadened capacity auction platform along with other
competitive procurement options to address future capacity needs.

49.

While AEMA/AMPCO recognize that the IESO has now proposed a study, to be completed
by the end of 2020, to determine “whether there is a net benefit to electricity ratepayers if
DR resources are compensated with energy payments for economic activations”, as
outlined above the FERC has already exhaustively considered this issue as recognized
by the U.S. Supreme Court, and has unequivocally concluded “yes”. Repeating this
comprehensive examination is unnecessary and wasteful. That work has already been
done, and concluded.

9
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50.

A more appropriate, and considerably more focussed, inquiry to validate the “net benefits”
to consumers should not take until the end of 2020.

51.

In order to enhance competition and market confidence, both to the ultimate benefit of
Ontario’s electricity consumers, AEMA and AMPCO urge the IESO to:
(a)

Recognize and respect both its own overall MRP objectives and its capacity
auction specific objectives of “[c]reating a stable and efficient marketplace
that produces value for consumers” by “encouraging competition and
innovation among suppliers” and “resolv[ing] long-standing market design
issues”23.

(b)

Proceed expeditiously with a more focussed study to validate the “net
benefits” to consumers of energy payments for DR resources, so that the
study can be concluded as soon as feasible and its results implemented.

(c)

Defer implementation of a TCA from December, 2019 and instead focus on
getting the proposed TCA right from its initiation, following resolution of the
issue of compensation of DR resources for the value that they provide to the
IAM.

(d)

Thereby avoid a result which would unfairly and unjustly discriminate
against DR resources in the IAM.

TOR_LAW\ 9986048\7

23

IESO Transitional Capacity Auction: Phase I Design Document, April 11, 2019, page 1.
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IESO Announces Results of Demand Response Auction
December 13, 2018
The results of the Independent Electricity System Operator’s (IESO) fourth demand response (DR) auction shows continued growth in
consumer participation and significant decreases in cost.
The auction is an annual competitive process through which participating residential, commercial and industrial consumers are selected to
be available to reduce their electricity consumption as needed. Successful DR providers compete in the electricity market along with
generators to help maintain the reliability of the province's electricity system.
This year, 38 organizations were registered as auction participants, the highest number since the auction began in 2015. The successful
proponents included four new participants who represent a mix of commercial and industrial consumers.
The average annual clearing price for availability payments of $52,810/MW represents a 30% decrease from last year, and a 42% decrease
since the first auction in 2015. The auction cleared 818 megawatts (MW) for the 2019 summer commitment period and 854 MW for the
2019/2020 winter commitment period.
Moving in to its fourth year, the auction has been established as a valuable and reliable tool for the IESO to secure capacity on the system.
Decreasing prices year-over-year demonstrates the ongoing maturity of the demand response market as more consumers participate and
competition increases. Lower capacity prices benefit all Ontario consumers, while auction participants benefit by offsetting their energy
costs and improving their competitiveness.
As the electricity system moves towards competitive electricity auctions under IESO’s Market Renewal project, the participation of
consumers providing demand response will increase competition leading to overall lower prices for Ontario consumers.
The full list of this year’s successful participants is as follows:

Participant

CPOWER ENERGY MANAGEMENT CORPORATION

Summer Capacity Cleared [MW]

Winter Capacity Cleared [MW]

11.6

14.1

11

14

ENERNOC LTD.

216.3

203.4

GC PROJECT LP

20.1

19.1

GERDAU AMERISTEEL CORPORATION

72

72

GERDAU AMERISTEEL CORPORATION -CAMBRIDGE

2.4

2.4

IVACO ROLLING MILLS 2004 L.P.

25

25

DIRECT ENERGY MARKETING LIMITED
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Participant

NRG CURTAILMENT SOLUTIONS CANADA, INC.

NRSTOR C&I L.P.

Summer Capacity Cleared [MW]

143.5

143.5

2.4

21.8

PEAK POWER INC.

RESOLUTE FP CANADA INC.

Winter Capacity Cleared [MW]

1

28

28

201.7

203.1

40

40

VOLTUS ENERGY CANADA LTD

44.4

66.8

Total

818.4

854.2

RODAN ENERGY SOLUTIONS INC

TEMBEC ENTERPRISES INC.

Additional information about the auction is available on Demand Response Auction webpage.
More information regarding technical difficulties experienced this year and a quick refresher on the treatment of zonal limits in the auction
mechanism can be found here.
The next DR auction will be held in December 2019, for delivery of DR capacity for summer 2020 and winter 2020/2021. Through the
Demand Response Working Group, the IESO will continue to evolve demand response as it shifts to more competitive ways to secure
capacity.
More information about Market Renewal can be found at Electricity Market of Tomorrow webpage.
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Active Engagements
The IESO is committed to an open, two-way dialogue with stakeholders and communities
to help understand their views about proposed changes that may affect them.

IN THIS SECTION...
Status of Active Engagements
2019 Conservation Achievable Potential Study
Development of an IESO Competitive Transmission Procurement Process
Energy Storage Advisory Group
Formalizing the Integrated Bulk System Planning Process
Improving Accessibility of Operating Reserve
Innovation and Sector Evolution White Paper Series
Capacity Auction
Energy Payments for Economic Activation of DR Resources
Integrated Regional Resource Plan - Kitchener-Waterloo-Cambridge-Guelph
Regional Electricity Planning – East Lake Superior
Regional Planning – Greater Bruce/Huron
Integrated Regional Resource Plan - Ottawa Area Sub-Region
Integrated Regional Resource Plan - Windsor-Essex
www.ieso.ca/en/Sector-Participants/Engagement-Initiatives/Engagements/Energy-Payments-for-Economic-Activation-of-DR-Resources
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Integrated Regional Resource Plan - York Region
Market Development Advisory Group
Meeting Ontario’s Capacity Needs: 2020-2024
Planning Outlook
Regional Planning Review Process
Regional Planning - GTA West
Renewable Distributed Generation Integration (RDGI) Fund
Transmission Asset End-of-Life: Asset Replacement Information Process
Completed Engagements

Energy Payments for Economic
Activation of Demand Response
Resources
Energy payments (or utilization payments) for the economic dispatch of demand response
(DR) resources has been an ongoing topic of discussion at the Demand Response Working

Group (DRWG). Stakeholder interest in energy payments was renewed as a result of
proposed market rule amendments to enable off-contract, non-regulated dispatchable
generators to participate in the capacity auction along with dispatchable loads and hourly
demand response resources.
To date, DRWG has been the forum for discussions with stakeholders on energy payments
for DR resources – for both economic dispatch and out-of-market activations. However,
given that energy payments for economic dispatch of DR resources is a complex issue and
would be a substantive change to Ontario’s energy market, the IESO has determined that a
broader stakeholder engagement is needed to advise on this issue. Energy payments for out
of market activations will continue to be discussed through DRWG with the intent to
implement the proposal by the December 2019 capacity auction.
Through this engagement, the IESO will seek feedback from stakeholders on:
The inputs and outputs of the research and analysis required to determine whether
there is a net benefit to electricity ratepayers if DR resources are compensated with
www.ieso.ca/en/Sector-Participants/Engagement-Initiatives/Engagements/Energy-Payments-for-Economic-Activation-of-DR-Resources
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energy payments for economic activations. The IESO will commission a third party
consultant to support the research and analysis.
The IESO’s decision and rationale on whether demand response resources will be
compensated with energy payments for economic activations
Additional details on the IESO’s plans to engage with stakeholders can be found in the

engagement plan. All comments and enquiries on this engagement can be directed to
engagement@ieso.ca.
Anticipated timing for this engagement is presented below.

Schedule of Activities
Date

Activities

June 2020

Post IESO final decision and rationale

May 2020

Present draft IESO decision and rationale for stakeholder
review

Q1 2020

Post final research findings and analysis

Q1 2020

Present draft research findings and/or analysis for
stakeholder review

November 2019

Present final study scope and study plan

October 10, 2019

Meeting to review engagement plan and objectives, draft
scope of research and analysis for stakeholder feedback

September 11, 2019

Stakeholder Feedback
AEMA

www.ieso.ca/en/Sector-Participants/Engagement-Initiatives/Engagements/Energy-Payments-for-Economic-Activation-of-DR-Resources
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Date

Activities

August 22, 2019

Engagement launched – stakeholders to provide feedback on
engagement plan by September 11, 2019 to
engagement@ieso.ca
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From: IESO Engagement
Sent: July 16, 2019 11:45 AM
To: IESO Engagement
Subject: Market Renewal Update

I want to provide you with a status report on our market renewal efforts and outline some of
the changes that we are making with respect to the plans for the Incremental Capacity Auction
(ICA). This revised approach reflects an update in our planning assumptions and allows us an
opportunity to respond to the stakeholder comments that we have received about the ICA.
The Independent Electricity System Operator (IESO) will be releasing our annual planning
outlook over the next few months. As we finalize the report, it is clear that over the next
decade, we have enough energy to meet provincial demand and a limited need for new capacity
if existing Ontario resources are reacquired when their contracts expire. We believe these
limited capacity needs can be met through existing and available resources such as Demand
Response (DR), imports, generators that are coming off long-term contract, uprates and energy
efficiency. We do not see a need for new baseload resources to meet those limited capacity
needs over the next 10 years.
As a result, we are stopping further work on the current High Level Design (HLD) for the ICA.
We will instead continue with our efforts to implement the Transitional Capacity Auction with
a first auction this December. We will evolve this auction over the next few years while also
further engaging with stakeholders to determine how their ICA feedback should be reflected in
our plans going forward and which features from the original HLD are needed to support an
enduring capacity auction mechanism in Ontario.
We will continue to enable the initiatives contained within the energy stream of Market
Renewal, including the pricing changes associated with the single schedule market. Responding
to concerns from large customers, we have put forward an alternate design on load pricing that
meets the key objectives of both the IESO and the Association of Major Power Consumers of
Ontario. We will be seeking approval from our Board of Directors on the energy stream HLD
later this summer, and we will be proceeding with an energy-only business case at this time.
We have also initiated work at the DR Working Group to address concerns about demand side
participation in our capacity auctions.
With the existing conservation framework set to end at the end of 2020, we will also explore
whether energy efficiency results can be more competitively acquired, including through the
use of a capacity auction.
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Additional details on today’s announcement will be available at the next Market Renewal
stakeholder meeting tomorrow.
We remain committed to a more competitive electricity marketplace and working with all of
our stakeholders in developing the capacity auction process that can meet our resource
adequacy needs. This work will help ensure that future electricity needs can be reliably met at
the least cost to Ontario electricity customers.
Peter Gregg

+++This message is being sent to all participants in the Market Renewal Program stakeholder
engagements.
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IESO Stakeholder Advisory Committee
Meeting Notes – August 14, 2019
Advisory Committee Members:
Mr. Brian Bentz (representing Distributors and Transmitters)
Mr. Nicolas Bossé (representing Energy Related Businesses and Services)
Mr. David Butters (representing Generators)
Mr. Pat Chilton (representing Ontario Communities)
Ms. Judy Dezell (representing Ontario Communities)
Ms. Brandy Giannetta (representing Generators)
Ms. Malini Giridhar (representing Energy Related Businesses and Services)
Ms. Julie Girvan (representing Consumers)
Mr. Jim Hogan (representing Distributors and Transmitters)
Ms. Rachel Ingram (representing Energy Related Businesses and Services)
Mr. Bruno Jesus (representing Transmitters and Dist ributors)
Mr. Paul Norris (representing Generators)
Mr. Mark Passi (representing Consumers, via teleconference)
Mr. Mark Schembri (representing Consumers)
Mr. James Scongack, Vice Chair (representing Generators)
Mr. Terry Young (representing IESO)
Regrets:
Mr. Frank Kallonen (representing Distributors and Transmitters)
Mr. Hari Suthan (representing Energy Related Businesses and Services)
IESO Board Members:
Mr. Michael Bernstein
Mr. Simon Chapelle
Ms. Cynthia Chaplin
Mr. Peter Gregg
Ms. Margaret Kelch
Ms. Pat Koval
Mr. Joe Oliver
Ms. Deborah Whale
Presentations:
Mr. Peter Gregg
Mr. Terry Young
August 20, 2019
Please report any comments by email to engagement@ieso.ca
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Ms. Barbara Ellard
Mr. Chuck Farmer
Mr. Leonard Kula
Ms. Candice Trickey
Ms. Barbara Anderson
Meeting materials can be accessed online at www.ieso.ca/sac
Agenda Item 1. Welcome Remarks
Mr. Brian Bentz welcomed Mr. Pat Chilton to the SAC. Mr. Chilton hails from Moose Factory
and currently lives in Timmins. He is the CEO of Five Nations Energy Inc.
Mr. Bentz welcomed a special guest to the meeting: the Hon. Bill Walker is the new Associate
Minister of Energy and represents the riding of Bruce–Grey–Owen Sound. Elected to the
legislature in 2011, he was formerly the Minister of Government and Consumer Services. Mr.
Scongack noted that Bruce Power has worked extensively with Mr. Walker, and said he is
known as a politician dedicated to community engagement.
Mr. Walker said the Minister of Energy, Premier, cabinet, and caucus members are all
committed to ensuring reliability and cost effectiveness within the energy sector and that
stakeholder engagement will play an important role.
Agenda Item 2. IESO Business Update Items – Memoranda and Discussion
Mr. Terry Young
Mr. Young provided the following business updates:
On the conservation front, the IESO is delivering the Interim Energy-Efficiency Framework that
was introduced at the end of March. Participation levels are comparable to the previous
framework. The IESO has worked closely with local distribution companies (LDCs) with respect
to the submission of wind-down costs, transfer of customer applications, and coordinated
communications. Customer disruption has been minimal.
The Achievable Potential Study was recently completed and the final report will be available in
September. It identifies energy efficiency potential in Ontario.
The IESO is developing an energy-efficiency auction pilot to test the feasibility of acquiring
peak demand reductions through an auction mechanism. The objective is to inform the future
opportunities for energy efficiency to compete directly against other resources in a capacity
auction or through an alternative competitive procurement mechanism. A draft will be released
Page 2
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in the fall for feedback. The intent is to hold a single auction next year with a two-year
commitment period.
As part of the Interim Energy-Efficiency Framework, the Local Program Fund makes funding
available to LDCs to deliver local programs that are not duplicative of the IESO province-wide
programs. Applications are now being accepted. Four local program concepts have been
approved. Three concepts follow a collaborative delivery model that involves the participation
of 19 LDCs. Half of the $27-million budget has been committed.
With respect to stakeholder and community engagement, planning activities are continuing in
eight regions. The third First Nations Energy Symposium will take place in Toronto on
November 4-5 with the theme of local capacity building. An energy workshop is being planned
for the Métis Nation of Ontario in order to understand its priorities and interests. The IESO has
taken over delivery of conservation programs for First Nation communities.
A Technical Panel (TP) meeting was held yesterday during which members reviewed the
market rules to enable the first capacity auction in December 2019. The TP voted to recommend
IESO board approval, and approval will be sought this month.
Mr. Jim Hogan commended the IESO for expanding the scope of the Windsor-Essex regional
plan to include significant growth happening in the agricultural sector west of London.
Ms. Brandy Giannetta noted that expanded representation is needed on the TP, particularly
from distributed energy resources (DERs). Mr. Young said the composition of the TP is under
consideration.
Mr. Mark Schembri asked if retail consumers would be eligible to participate in the energyefficiency auction pilot. Mr. Young said the IESO is working this out, but he sees no reason why
they would not be allowed in.
Ms. Rachel Ingram said with respect to the market rule amendments that were approved
yesterday by the TP for the Transitional Capacity Auction (TCA), there is concern that the
Association of Major Power Consumers in Ontario (AMPCO) and the Advanced Energy
Management Alliance (AEMA) brief was posted just 18 hours prior to the TP meeting and that
this did not provide sufficient time for consideration of objections to the amendments. It is
hoped that the objections will be made available to the IESO board. Mr. Young said the IESO’s
understanding was that AMPCO and AEMA requested a meeting to discuss this submission in
advance of its posting and that it was posted immediately following the meeting with the IESO.
Mr. Young stated that the legal brief would be made available to the board.
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Ms. Julie Girvan asked if the energy-efficiency auction pilot is being developed internally by the
IESO. Mr. Young replied that it is. Proposals will be sought later this year and the auction will
take place in 2020.
Mr. Bruno Jesus asked if loss reduction is being considered in the energy-efficiency auction
pilot. Mr. Young said the scope has not been finalized.
Mr. Nicolas Bossé noted that it is interesting that those at the retail level would be allowed to
participate in a wholesale product offering within the capacity auction.
Comment from the Floor
Mr. Colin Anderson, AMPCO, echoed Ms. Ingram’s concern that the TP did not have sufficient
time to read and understand objections made to the market rule amendments for the TCA, or to
address what was seen as a fundamental flaw in the market rules. Mr. Young noted that the
chair of the TP offered to defer the vote at yesterday’s meeting, but the committee decided to go
ahead.
Mr. James Scongack commented that the IESO does a lot of stakeholder engagement work and
takes stakeholder feedback as an input but that ultimately the IESO needs to make a decision
that it is accountable for. Mr. Scongack suggested that a future SAC meeting held in Northern
Ontario would serve to broaden stakeholder participation.
Agenda Item 3. Update from the CEO
Mr. Peter Gregg
Mr. Gregg introduced two new IESO board members in attendance.
Ms. Patricia Koval is a corporate director and lawyer, a former adjunct professor at the
University of Toronto, and a recently retired senior partner from Torys LLP. She serves on the
board of Trans Mountain Corporation. She is a member of the board of the Institute of
Corporate Directors and the Canadian Performance Reporting board of the Chartered
Professional Accountants of Canada. She is chair of the Toronto Region Conservation
Foundation and serves on various conservation-focused organizations, including the Ontario
regional board of the Nature Conservancy of Canada.
Mr. Michael Bernstein is president of Juno Advisors Ltd., a private investment company. He is
the former president and CEO of Capstone Infrastructure Corporation and the former chair of
the Association of Power Producers of Ontario.
Mr. Steve Baker, former president of Union Gas Limited, and Mr. Richard Wilson, a partner in
PwC Canada’s cyber security and privacy practice, have also joined the IESO board.
Page 4
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Mr. Gregg noted that it was 16 years ago today that Ontario last experienced a major power
blackout. Much progress has been made since then toward enhancing reliability, including
improved compliance to the standards governed by the North American Electric Reliability
Corp (NERC).
Mr. Gregg explained the rationale for the IESO decision to stop work on the Incremental
Capacity Auction (ICA). Firstly, there is sufficient energy available in the province for the next
two decades. Foreseeable additional capacity needs of 1000-2000 MW over this period can be
met with existing and available resources, eliminating the requirement for new base load.
Secondly, there were stakeholder concerns surrounding the High Level Design of the ICA and
these concerns need to be better understood. The IESO remains committed to using competition
to balance reliability and cost effectiveness. The first expanded Demand Response (DR) auction
will take place in December 2019 and new resources will be added during the next few years.
Recognizing that the capacity auction does not necessarily work for all resources, alternative
procurement processes will be considered.
The next annual planning outlook will be released this fall and extensive stakeholder
engagement will begin on how best to meet the needs in the outlook. While a capacity auction is
one method we would like to hear from stakeholders what other procurement mechanisms
should be considered. A cost-benefit analysis to support decisions will be important. Thanks in
part to the hard work of stakeholders, the energy stream is moving along well.
The IESO revenue requirement has been flat for the past three years. The IESO has proposed an
increase of around 2% per year and this will be presented to the board in a few weeks’ time. The
increase is needed to support wage growth in collective agreements and to manage cyber
security enhancements in next few years. The new five-year strategic plan reinforces the IESO
commitment to a competitive marketplace. The plan will be submitted to the minister in early
September.
Comments
Mr. Bentz said it is becoming more difficult to forecast load. How does the IESO manage
volatility of load going forward? Mr. Gregg said various scenarios are reflected in the annual
planning outlook. The IESO has developed a sensitivity analysis and is confident that the right
amount of conservatism is built in. The capacity market will put resources through a relatively
small time commitment compared with 20-year contracts. Continued development of the
capacity market is essential to managing volatility.
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Ms. Dezell echoed Mr. Bentz’s point about increasing volatility and suggested that the IESO
keep a long-term perspective. Mr. Gregg replied that moving away from the ICA does not mean
moving away from a long-term view.
Mr. Scongack said the ICA was causing a lot of distraction, for better or for worse, and stopping
work on it will allow the sector to focus.
Mr. David Butters agreed that shelving the ICA was a good decision. He questioned the use of
the term Transitional Capacity Auction. Mr. Gregg said the IESO is shifting away from using
the term, and in future it will be referred to as an evolving capacity market. Mr. Butters
expressed concern that the transitional capacity auction would morph into the larger
incremental capacity auction. Mr. Gregg stated that the plan is not for the transitional capacity
auction to evolve back into an incremental capacity auction and will work with stakeholders on
other procurement mechanisms on capacity. Mr. Butters said the addition of alternative
procurement mechanisms is a good idea. Also, the cost-benefit analysis is important going
forward. Mr. Gregg said consultations around who should own the risks would take place. Mr.
Butters said Enbridge and APPrO met with the IESO in July to discuss the challenge of
electricity and natural gas alignment. It is important to make them work together. The shorter
the commitment period, the more difficult it is to align them.
Mr. Paul Norris said it is important to keep an eye on the assumption that resources on the
ground now will continue to operate. Mr. Gregg agreed.
Ms. Ingram said capacity auctions must be open and transparent and provide a level playing
field. There is a concern that the proposed market rule amendments for the TCA do not provide
a level playing field. Mr. Gregg said the IESO would continue to address this concern.
Mr. Schembri asked how the market performed this summer. Mr. Gregg said it was reliable and
served the province well.
Ms. Malini Giridhar asked if natural gas capacity is considered in integrated regional planning.
Mr. Gregg said it is and will receive additional attention with Steve Baker’s appointment to the
Board.
Agenda Item 4. Market Renewal – Energy Update
Ms. Barbara Ellard
Ms. Ellard said the energy market is nearly 16 years old. Technological change has been
significant, as evidenced by the arrival of electric vehicles, DERs, storage, and prosumers.
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The past 16 years have revealed flaws and associated higher costs within the energy market.
Day-to-day operating profiles have begun to change and there is a need to find a better way to
commit, dispatch, and price to ensure reliability and cost-effectiveness.
The final High Level Designs are published. The fundamental flaw of the current market is that
the market price is not reflective of system conditions. The price ignores transmission
constraints, congestion, and operational constraints, for example. Out-of-market payments are
required to ensure reliability. Ontario’s two-schedule system has prevented the IESO from
making improvements. While incremental changes have been made, locational prices are
needed to evolve the market more significantly.
In addition to pricing, dispatch and resource scheduling also needs improvement. The energy
work stream will introduce a day-ahead market, providing financial incentives to secure the
next day’s operational profile. It will also introduce real-time unit commitment and a singleschedule market.
Feedback on the High Level Design has been generally supportive. Areas of concern expressed
by stakeholders include zonal pricing for loads, how to align market changes with contract
changes, and implementation risks for LDCs.
Stakeholders expressed concerns on the load-pricing component of the design. After consulting
with AMPCO about risk management, the IESO has proposed choosing between an Ontario
zonal price and a nodal price, and this has been reflected in the updated High Level Design.
Stakeholder engagement on the detailed design will take place this fall.
The energy business case will focus on quantifying unit commitment and dispatch, as well as
pricing flaws within intertie transactions and dispatch. Modeling results and cost estimates will
be discussed at the Market Renewal Plan (MRP) stakeholder update on August 26. Response to
the feedback and final business case will take place in September, to be wrapped up in October.
Comments
Mr. Bentz asked, with respect to moving to locational/marginal pricing, what behaviours are
expected by sending a different pricing signal to the market? He asked what the impact would
be on the retail consumer. Ms. Ellard said having price signals that are reflective of the system
conditions would elicit a better response from suppliers and consumers. People may not
currently have the right incentives to ensure competitive bidding. The Market Surveillance
Panel has documented that there is an opportunity for gaming, and locational prices will
eliminate this. Mr. Bentz asked if there would be a net cost saving. Ms. Ellard said total system
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cost would be reduced. Regulated price plan (RPP) consumers are expected to stay on an RPP
pricing regime, based upon the average Ontario zonal price.
Ms. Giannetta asked when stakeholders will have a better understanding of the detailed design
and what are the next steps for market amendment impacts with respect to contracts. Ms. Ellard
said the detailed design schedule will be outlined at the August 26 MRP meeting. The IESO will
continue to work in unison with the contract team to ensure cohesion.
Ms. Girvan asked what changes were made in response to concerns expressed by AMPCO. Are
there implications for other customers? Ms. Ellard said one concern was that with respect to
volatility that might arise from zonal pricing. As to the impact, an average uniform price would
be lower for some zones.
Mr. Colin Anderson said AMPCO was concerned about trade-offs between short- and longterm economic efficiency. Eight of the 10 zones were going to pay more than an average price.
There was concern with respect to risk management. AMPCO members are paying a lot and
cannot afford additional upward pressure. Locational marginal pricing (LMP) is seen as a risk
with no corresponding return and no way to mitigate it. After fruitful discussions with the
IESO, AMPCO is satisfied that the optionality of the new proposal as that would allow the vast
majority of industrials to pay an average price going forward. AMPCO was thankful to the
IESO having provided the alternative load pricing proposal.
Ms. Ellard said impacts on other consumers will be marginal and costs will come down for all
consumers.
Mr. Hogan noted that the OEB approves final RPP rates. He asked if there is a plan to work
with OEB? Ms. Ellard said the IESO has worked with the OEB throughout the High Level
Design phase and this will continue through the detailed design phase.
Mr. Schembri noted that if AMPCO is happy with the zonal pricing, it could be assumed that
Class B consumers will be negatively impacted. Ms. Ellard said the system costs through all of
the MRP changes would be reduced for all customers. The change in the load pricing design has
a marginal impact on non-Class A customers. Mr. Schembri asked if these efforts would result
in an increase in the hourly Ontario energy pricing (HOEP) and reductions to global adjustment
pricing. Ms. Ellard replied that it is difficult to forecast but that some design elements may
provide downward pressure on market prices.
Mr. Anderson added that AMPCO’s participation in market renewal is to find reductions in
cost. What is good for AMPCO members may be good for other people. Class B members
would benefit just as much or more than Class A members.
Page 8

EB-2019-0242, Affidavit of Colin Anderson, Exhibit F, Page 9 of 13

Mr. Jesus asked how the changes would affect transmission and what signals will be sent to
transmitters from an outage planning perspective. Second, how will the signals affect new
customers wanting to locate in Ontario? Ms. Ellard said the system is currently dispatched
based on reliable operations and that the changes will not affect how we dispatch the system
from a transmission perspective. The changes are focused on scheduling and pricing. The result
will be more transparent price signals, and congestion will become more visible. Mr. Jesus
asked if the signals would encourage transmission development. Ms. Ellard said this has been
seen in other jurisdictions.
Agenda Item 5. Market Renewal – Capacity Update
Mr. Terry Young, Mr. Leonard Kula, Mr. Chuck Farmer
Mr. Farmer provided a preliminary look at the assessment around the upcoming annual
planning outlook to be released later this year. Mr. Farmer focused in on the slides that outline
that we are energy adequate but we have some capacity requirements. The IESO does not see a
need for new build for reliability reasons. The need for additional capacity would emerge in the
year 2023 when the phase-out of the Pickering nuclear plant begins. This will translate to a need
for 1000-2000 MW over the longer-term if the existing resources remain. If existing resources do
not remain, significantly more capacity will be required.
The energy adequacy outlook considers Ontario as an isolated system, without imports. It
shows adequacy for the next 20 years if existing resources continue to participate. If existing
resources do not renew at the end of their contracts, the gas fleet will fill any potential shortfalls
until 2028 when significant needs would emerge. Therefore, throughout the next decade the
requirement is for resources that run very little. They will be there for extreme weather events
and unforeseen conditions. Overall, a 1% increase in demand is expected.
Comments
Mr. Norris said the assumption that all resources continue to operate is difficult given that
capital investment decisions must be made now for 2029-2030. Mr. Kula said a short-term
commitment mechanism works well for imports. Long-term capital investments require
alternative mechanisms. The challenge is in determining when is a good time for resources to
exit, and whether they should exit. Mr. Kula went on to state in response to n earlier comment
from Mr. Butters that the IESO will facilitate this while ensuring alignment of electricity and
gas. With respect to cost-benefit analysis, it is necessary to think of system cost outside of the
cost of the resource. For example, on each of the five peak days so far this year, base load
resources have been spilled, including water, wind, and nuclear resources. Upwards of 1000
MW have been spilled at 3 a.m.
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Mr. Young said monthly update meetings associated with market renewal would continue over
the next 18 months. Phase 1 rules for the capacity stream were dealt with at yesterday’s TP
meeting, and Phase 2 is to begin within a few days. This will be followed by a discussion of the
annual planning outlook and how to meet identified needs.
Mr. Bentz expressed concern about the forecast assumptions on the demand side in the face of
an increasingly volatile market which will see the arrival of cannabis operations, data centres,
DERs, fuel switching, electric vehicles, mass transit, and generators coming off contract. He
asked if it would make sense to have a band of values as opposed to a straight line on the
planning outlook graph. Mr. Farmer said electric vehicles would not shock the system over the
next 10 years. He worries more about risks caused by economic change. The global economic
crisis of 2008 was highly impactful. Mr. Bentz asked if Metrolinx initiatives have been
considered. Mr. Farmer said they have.
Ms. Judy Dezell noted that studies indicate people are charging electric vehicles during highpeak rather than low-peak times, and asked how the IESO will work to manage human
behavior? She asked how climate change is modeled. Mr. Farmer said customers will be
encouraged to charge their vehicles at night. High-peak charging and concentration of EV
adoption will be impactful to LDCs, but will not significantly impact the overall system.
Factoring in climate change impacts remains a weakness in forecasting that the IESO seeks to
address.
Ms. Giannetta supports the needs for the long term reliability needs engagement. Mr. Giannetta
said wind generation is not an ad hoc process so decisions need to be made now for adding
future capacity. Acquiring capacity does not have to be done on an individual basis; bilateral
contracting is coming. Mr. Kula said in the absence of a robust buyer community, it is difficult
to facilitate bilateral contracting.
Mr. Bentz said with respect to bilateral contracts, industrial customers are looking at one-off
cogeneration facilities or reciprocating gas engines to curtail what the grid sees as demand. This
is a growing trend and presents a potential risk in terms of asset utilization. He asked how this
is factored into the forecast. Mr. Farmer said behind-the-meter generation is a blind spot. The
IESO forecasts on a net and grid level. Mr. Bentz noted that the Ontario Energy Board is
conducting a review of connecting facilities behind the meter.
Agenda Item 6. Demand Response Working Group Update
Ms. Candice Trickey
Ms. Trickey highlighted progress on the revised DR work plan.
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There are two initiatives concerning payments when DR resources are activated in the market.
The first is compensation for out-of-market activation of hourly DR resources. By the next
auction it is expected they will be provided compensation when they are activated for a test.
Market rules will be developed this fall. The second initiative is to determine whether or not to
provide energy payments for economic activation of DR resources. While this is a rare
occurrence we recognize that it is an important one to the DR community. The FERC ruling says
that if there is a net benefit to consumers to activating that resource and giving them an energy
payment then they should receive an energy payment. Ms. Trickey outlined that the IESO is
looking into this but that it needs to take time to understand the implications and to get this
right. A draft on the scope, approach, and timeline for this initiative will be provided at the
September 4 meeting of the Demand Response Working Group.
Comments
Ms. Ingram said her constituents are supportive of the conversations and progress on out of
market payments. Ms. Ingram said the subject of energy payments has been raised consistently
since the beginning of the DR auction and it is disappointing that it is not yet resolved. The
currently proposed rules are discriminatory against DR participants. Generators will be entitled
to energy payments and DR participants will not. A legal brief will be provided to the IESO
Board before a decision is made. This will not be resolved by the December auction, so
discrimination will happen there. Ms. Trickey said in all likelihood any activations will be test
activations, not economic activations. Ms. Ingram said it would make sense to get the rules for
the capacity auctions right at the beginning, not to fix them later on.
Mr. Schembri asked how many DR calls there have been outside of tests this year. Ms. Trickey
said there have been none.
Mr. Anderson echoed Ms. Ingram’s concern about discrimination in the proposed rules and
asked if they could be resolved before pushing ahead with the December auction. There is no
significant capacity requirement for the next decade, and no urgency. Mr. Young said the IESO
is taking a phased-in approach and notes that the December date for the capacity auction is
important to this approach.
Agenda Item 7. 2020-2022 Business Plan
Ms. Barbara Anderson
Ms. Anderson summarized the five-year strategic plan. Refreshments have been made to the
purpose and vision. There are five key strategic objectives:
1. culture and workforce transformation
2. competitive marketplace
3. reliability
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4. stakeholder value perception
5. prioritized spending
six risks have been identified: policy and regulatory uncertainty, particularly around the
competitive marketplace; government stakeholders losing faith in the IESO approach to deliver
on resource adequacy; frequency and complexity of cyber attacks; extreme weather events;
scarcity of skilled human resource talent to support the needs of the sector; and non-electricity
entrants, where the Googles and Amazons potentially cause disruption. Mitigation strategies
have been developed for all of the identified risks.
With regards to the business plan, revenue requirement levels were flat from 2017 to 2019. A 2%
annual increase for the next three years has been suggested, in line with the Consumer Price
Index. The increase will allow for investment in cyber security enhancements, efficiency of the
markets, working with stakeholders on enduring mechanisms for resource adequacy, and
ensuring reliability is maintained in a cost effective manner.
Comments
Mr. Bentz asked what is meant by potential risks posed by Google or Amazon. Ms. Anderson
said any non-electricity entrant could disrupt the market.
Mr. Scongack asked if the winding down of the ICA could bring about a net benefit to the
overall revenue requirement. Ms. Anderson said most of the capital is financed and does not
come through the IESO fee.
Mr. Hogan said customers and service providers want to know what will happen after 2020
when the conservation programs are completed. Mr. Young said discussions on this will begin
soon.
Mr. Butters asked for clarification as to whether the TCA will become the preferred method for
capacity procurement. Ms. Anderson said the capacity team is stratifying the resources and
looking at the risk profile for each to determine the correct mechanism. Capacity auction is one
option of many that will be investigated over the course of 2020.
Comment from the Phone
With respect to conservation efforts, Mr. David Katz said deep retrofits required by
decarbonization include electricity and gas. The duality should be reflected to ensure economic
sense. Mr. Young said this would be considered post-2020.
Agenda Item 8. Other Business
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There was no other business.
Agenda Item 9. Adjourn
Mr. Bentz adjourned the meeting. The next meeting will take place on October 16, 2019.
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ASSOCIATION OF MAJOR POWER
CONSUMERS IN ONTARIO (AMPCO)
Response to Staff #1

Reference: AMPCO Application, Paragraph 22 (page 6); Affidavit of Colin Anderson,
page 4, para. 15, 17.
Preamble:
AMPCO’s application states that under the Transitional Capacity Auction (TCA) rules
generators will offer into the auction at prices that take into account their anticipated
energy payments. DR resources will have to compete against these bids without an
equivalent energy payment stream, putting DR resources at a competitive disadvantage
to generators in the capacity market.
The Affidavit refers to an IESO proposed “work-around” that has sometimes been used.
In that “work-around” DR resources have increased their capacity offers by an
amount sometimes referred to as a “utilization payment”. This “utilization payment”
is thought of as a partial proxy for energy payments upon activation. Inclusion of
this proxy allows the DR Resources to offer a price that would provide them with
some compensation if they are activated for energy. If this proxy methodology were
to be used by DR Resources in the TCA it would increase their offers and make
them uncompetitive relative to generators.
The Affidavit also states “Those participants who include “utilization payments” in their
capacity offers (DR Resources) are unlikely to clear the capacity market since they will
be including cost elements that other participants (generators) will not be including,
because those other participants will cover those costs in their energy payments that they
will receive when activated.”
Questions:
(a)

Please provide a detailed list of the cost elements or cost categories that
DR Resources include in their capacity offer prices for the Demand
Response Auction (DRA). Please also provide an approximate percentage
value that each element would account for in the total auction offer price.
Please respond for a typical dispatchable load Demand Response Auction
Participant (DRAP), and a typical Hourly Demand Response (HDR)
resource DRAP.

(b)

Does the above-mentioned utilization payment proxy sometimes used by
DR Resources also relate to costs of being activated? If so, please identify
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what these costs are. Please also identify, for a typical dispatchable load
and HDR participant, an approximate breakdown of these costs and all
other elements that form part of these participants’ Demand Response
Energy Bids.
(c)

Please explain the circumstances under which the partial proxy “workaround” is used, and the circumstances under which it is not used.

(d)

To what degree does the “work-around” reflect a capitalization of energy
market costs borne by demand responders with DRA capacity obligations
into their offer prices for the DRA? Are these costs always present for a
demand responder with a DRA capacity obligation, or are they only present
when the demand responder is activated?

(e)

A dispatchable load with a commitment in the DRA must make Demand
Response Energy Bids into the Day Ahead Commitment Process (DACP)
and the real time energy market (RTEM), and these bids must cover all
hours in its availability window. A dispatchable load that does not have a
commitment from the DRA may enter bids in DACP and the RTEM if it wants
to consume energy. If these two dispatchable loads are in all other respects
the same, please:
i.

explain how their energy bids into the DACP and the RTEM would
be different. In providing this explanation please identify all
significant elements that comprise the energy price bid for a given
quantity of energy demanded.

ii.

Identify any other differences in the situation of a dispatchable load
with a commitment from the DRA and one without.

iii.

Explain whether and how these differences will cause the behaviour
of these two participants to differ.

Response:
(a)

A Demand Response Auction Participant (DRAP), when determining its bid
parameters ($/MW and Quantity of MW) for the DRA/TCA, needs to
consider both the cost of providing the availability, as well as the potential
costs associated with curtailment when asked to do so in the real time
energy market. This second set of costs requires a DRAP to make an
estimate of the number of activations they may experience.
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The cost elements associated with curtailment are specific to each individual
participant based on a number of business and operational factors and no two
participants are likely to have the same characteristics, inputs or outcomes.
Accordingly, AMPCO is not in a position to provide an approximate percentage
value that each element would account for in the total auction price and that would
be reflective of the cost elements of a class of resources.
Factors that may be considered in determining capacity auction offers include:
1.

2.

Cost per Curtailment:


Lost opportunity

Forecast production schedule and flexibility (i.e. is the plant’s
output completely sold out, or can lost production be made up
later?)

Product type being made at the time

Product margins at the time

Product energy intensity

Foreign exchange rates

Business Reputation Risk (i.e. will curtailments affect the DR
resource’s high value customers, thereby damaging DR
resource’s reputation, future business opportunities, prices,
etc.?)

Inventory Costs



Semi-variable cost recovery

Labour costs

Other Overhead costs for production facility

Number of Curtailments:


Entity’s Risk Tolerance (could change seasonally or could be
variable depending on market conditions)



Weather Impact (Frequency of activations)

Winter Forecast

Summer Forecast

Unusual weather events (e.g. polar vortex)



Length of Curtailment Risk

HDR risk is between 1 to 4 hours of curtailment

DL could be 5 minute to full availability window (9 hrs)

Curtailment costs increase as duration increases
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3.

(b)



Natural Gas/power price forecast



Market Price Risk (i.e. the potential for changes in the electricity
market supply that could have impacts on price)

Other Considerations:


Availability Risk

Possibility of penalties



Administration costs

Contract management

Metering

Daily Bidding



Individual Department risk

Energy Intensity of upstream and downstream operations that
are impacted

Equipment wear and tear



Shut down/Start up risk (for all impacted equipment)

Yes, the above-mentioned utilization payment proxy sometimes used by DR
Resources also relates to costs of being activated. See part a) for a listing
of potential costs.
In the DRA, participants can only recover their costs in their auction offer,
while assuming the risk that they may be activated for more hours than they
have forecast.
The costs above refer to a typical Dispatchable Load (“DL”) or an Hourly
Demand Response Resource (“HDR”). The difference to consider is DL’s
may be activated for as short a period as 5 minutes or as long as 9 hours
with no limit on the number of activations per day, whereas HDR activations
are currently 4 hours in length (and could be as short as 1 hour), and they
can only be activated once per day.

(c)

As set out in AMPCO’s evidence (Affidavit of Colin Anderson, paragraphs
15-20) DR resources may or may not incorporate utilization amounts in their
capacity offers.
The circumstances in which a specific resource will incorporate these
elements are driven primarily by the entity’s risk tolerance, and its
perspective on activation probabilities. For example, a DR resource that
feels it will likely be activated will probably include utilization amounts in its
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capacity offers. A resource that feels the probability of activation is very low
may not incorporate such elements.
The decision on whether to include or not is entity specific and driven by its
approach to offers and one or more of the various factors listed in response
to part (a) and any other factors or considerations relevant for that entity.
(d)

Costs associated with curtailments typically increase the entity’s operating,
maintenance and administration (OM&A) costs and are therefore not
typically capitalized. Capital costs would generally be included by DR
resources in their capacity offers exclusive of any “utilization payment”
proxy workaround.

(e)

In general, any individual load is going to have the same approach to
offering, unless its costs change between the two different timeframes
(DACP vs real time (RT)). For example, a load facility’s production schedule
could (theoretically) change between the DACP and RT time horizons,
which could fundamentally change the entity’s desire to consume – which
would manifest itself in different offers between the two time horizons.
In regards to a DR resource that has a DRA position versus one that does
not, offer strategy is participant specific. It is possible that, all other things
being equal, the entity with the DRA position could have a lower bid, but this
is not necessarily the case since no two participants have identical cost
profiles.
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ASSOCIATION OF MAJOR POWER
CONSUMERS IN ONTARIO (AMPCO)
Response to Staff #2

Reference: (FERC) Order No. 745 Demand Response Compensation in Organized
Electricity Markets, March 15, 2011, paragraphs 24, 25, 28, 42, 43, 57, 60, 63, 103, 104,
footnote 199, paragraphs, 105, 107, 108, footnote 208, paragraphs 110, 111, 114.
Reference Commissioner Moeller’s dissenting opinion page 4, paragraph 3; page 4,
footnote 11; page 5, paragraph 2; page 5, footnote 12; page 7, paragraph 1; page 7,
footnote 21, page 8, paragraph 1, page 8, footnote 26; page 8, footnote 27; page 8,
footnote 29; page 9, paragraph 1; page 9, footnote 33; page 10, paragraph 1.
Preamble:
The paragraphs and footnotes listed in the reference above deal with how FERC’s
decision relating to the payment of LMP for demand response activations interacts with
the fact that many potential demand responders in the electricity markets under FERC’s
jurisdiction pay state-level regulated retail rates for the energy they consume. This
appears to be quite different as compared to the Ontario electricity market where potential
demand responders typically pay either the market clearing price determined in the Real
Time Energy Market (for Class A loads), or the Hourly Ontario Energy Price (HOEP) plus
a volumetric charge for Global Adjustment (for Class B loads).
The contrast between the U.S. discussion and the Ontario discussion suggests
differences in how demand responders participate in the IESO-administered markets in
Ontario as compared to similar demand responders in U.S. FERC-regulated electricity
markets.
Questions:
(a)

What differences between demand response participation in energy
markets in the U.S. and in Ontario are you aware of?

(b)

Are any such differences relevant to the question of energy payments for
the economic dispatch of demand response resources in Ontario? If so,
why?
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Response:
AMPCO does not have particular expertise in the nuances of energy markets, and DR
resources participation within those markets, in the various FERC regulated US
jurisdictions (which are PJM Interconnection (PJM), New York Independent System
Operator (NYISO), New England ISO (ISO-NE), Midcontinent ISO (MISO), Southwest
Power Pool, (SPP) and California ISO (CAISO)). Questions on particular market
differences between one or more of these markets and the Ontario electricity market
might be best addressed by the IESO.
There are two issues discussed by FERC in the various paragraphs referenced in
connection with this question in respect of which AMPCO can contribute its view:
1.

The relevance of the fact that some of in the U.S. jurisdictions considered large
electricity customers pay retail rather than wholesale market rates.

2.

Whether DR resources would be overcompensated by receiving energy payments
set at what FERC refers to as the full “locational marginal price” (LMP), rather than
receiving energy payments of LMP-G where G is the retail electricity cost avoided
by the DR resource operator.

Related to these two issues is the importance, in AMPCO’s view, of the “net benefits test”
adopted by FERC in order to ensure that compensation of DR resources with energy
payments provides a benefit to electricity consumers (i.e. reduces overall electricity
costs).
In respect of the first issue – the relevance of the fact that in some of the U.S. jurisdictions
considered large electricity customers pay retail rather than wholesale market rates – the
implication of this difference that has been suggested in the context of considering energy
payments for DR resources is that, in these U.S. jurisdictions, but for the energy payments
the DR resource operators would not be responsive to wholesale market prices. In
Ontario, where large electricity customers pay real time energy market prices, they have
direct price signals which influence their consumption choices and behaviours, even
without energy payments.
The second issue – the impact of avoided energy costs on appropriate energy payments
to DR resources – relates to theoretical optimization of economic efficiency.
FERC addressed both of these issues in examining the appropriateness of energy
payments for DR resources from the perspective of the market, not the individual
customer. At paragraph 62 of its March 15, 2011 decision FERC stated:
In the absence of market power concerns, the Commission does not inquire into
the costs or benefits of production for individual resources participating as supply
resources in the organized wholesale electricity markets and will not here, as
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requested by some commenters, single out demand response resources for
adjustments to compensation. The Commission has long held that payment of
LMP to supply resources clearing in the day-ahead and real-time energy markets
encourages “more efficient supply and demand decisions in both the short run and
long run,” notwithstanding the particular costs of production of individual resources.
Commenters have not justified why it would appropriate for the Commission to
continue to apply this approach to generation resources yet depart from this
approach for demand response resources.
In the result, FERC found [paragraph 47, page 39] it appropriate to pay demand response
resources LMP “in order to compensate those resources in a manner that reflects the
marginal value of the resource to each RTO and ISO”, and thus in order to “result in just
and reasonable rates for ratepayers”.
FERC went on to qualify its finding by requiring that two conditions be met to establish
the appropriateness of compensating DR resources at the wholesale energy price (LMP
in those jurisdictions) for the service provided [page 39, paragraph 42]. These two
conditions are that;
1.

the DR resources have the capability to provide the service, i.e. to displace a
generation resource in a manner that serves the RTO or ISO in balancing supply
and demand; and

2.

payment of the LMP for the provision of the service by the DR resources must be
cost-effective, as determined by the net benefits test described.

A properly constructed net-benefits test was required by FERC in order to [page 3,
paragraph 3]:
… ensure that the overall benefit of the reduced LMP that results from dispatching
demand response resources exceeds the cost of dispatching and paying LMP to
those resources. When the net benefits test described herein is satisfied and the
demand response resource clears in the RTO’s or ISO’s economic dispatch, the
demand response resource is a cost-effective alternative to generation resources
for balancing supply and demand.
From AMPCO’s perspective a properly constructed and applied, Ontario specific, net
benefits test is required in order to ensure that a demand response resource will only be
paid for energy in a situation where it is cost-effective from the market’s perspective (i.e.
the consumer’s perspective) for that resource to be utilized. This means that the interests
of all consumers are served by implementing energy payments because the utilization of
the specific demand response resource in question is the most economically efficient
action that can be taken to satisfy the need. A properly constructed net-benefits test would
take into account any Ontario specific considerations to ensure such a result (such as,
for example, out of market settlements and the Global Adjustment).
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If the net-benefits test is not passed, no energy payment is made.
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ASSOCIATION OF MAJOR POWER
CONSUMERS IN ONTARIO (AMPCO)
Response to Staff #3

Reference: Transitional Capacity Auction, Phase I Design Document, June 5, 2019, p.11.
Preamble:
The IESO’s Phase I design document for the TCA describes the different approach in
relation to the dispatch of dispatchable load resources and non-dispatchable load
resources, which are referred to as Hourly Demand Response (HDR) resources. That
document notes dispatchable load resources deliver energy by following the IESO’s fiveminute dispatch instructions. In contrast, HDR resources receive a “standby report” in
advance of a potential activation between 15:00 EST day-ahead until 07:00 EST on the
dispatch day, if they were scheduled to curtail. HDR resources would then be notified that
they will be dispatched by receiving an Activation Notice about 2.5 hours before the start
of the first dispatch hour. Dispatchable load resources are therefore subject to the same
requirements as generators (i.e., 5 minute dispatch), while HDR resource requirements
are not.
AMPCO does not distinguish between the different types of DR in the application (i.e.,
dispatchable and not dispatchable).
Questions:
(a)

Is AMPCO’s position that all DR resources should be eligible to receive an
energy payment?

(b)

If so, given the differences between dispatchable and non-dispatchable
loads discussed above, please explain why HDR resources should receive
the same treatment as dispatchable load resources in relation to receiving
an energy payment.

Response:
(a)

Yes.

(b)

Demand side resources that are activated for energy will all incur costs,
examples of which are provided in AMPCO’s response to Board Staff
Interrogatory 1. Those costs are not dependent on whether the load in
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question is dispatchable or is an hourly demand response resource. For this
reason, they should all be considered eligible for energy payments in a
situation where they are activated and providing the requisite service to the
market and displacing a generation resource, provided the appropriately
derived and applied Ontario specific net-benefits test is passed.
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ASSOCIATION OF MAJOR POWER
CONSUMERS IN ONTARIO (AMPCO)
Response to SEC #3

Preamble:
SEC wishes to better understand the impact on ratepayers of the Market Rule
amendments at issue, and AMPCO’s position that Demand Response providers should
be eligible for energy payment.
Question:
Please provide AMPCO’s views, including copies of any analysis that it has undertaken
or is aware of, regarding impact on costs that will ultimately be borne by Ontario
ratepayers of providing energy payments to Demand Response providers.

Response:
AMPCO has not undertaken any analysis on this issue.
In AMPCO’s view which includes consideration of the perspectives of the majority of
AMPCO’s members who are not DR resource providers and for whom the lowest possible
electricity costs are of paramount importance, the interests of Ontario consumers would
be fully and appropriately protected by the development and application of an Ontario
specific “net benefits test”, as was required by FERC as a pre-condition to energy
payments for DR resources. Please see AMPCO’s response to OEB Staff interrogatory
2.
In AMPCO’s view, this is the primary issue which the IESO’s now launched [Affidavit of
David Short dated October 25, 2019, paragraph 21-27 and Exhibit K] stakeholder
engagement on energy payments for DR resources should be focussed on.
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1.2

KCLP-2

Interrogatory
Reference: LEI Report, section 3.2.2, pp. 10-11
Preamble: The LEI Report states that Figure 5 presents for illustrative purposes PJM’s monthly
NBT prices from April 2012 to October 2019, along with the monthly average prices for PJM –
RTO Zone. It states that the chart is illustrative as the test is actually applied to each applicable
zone on an hourly basis.
Questions:
(a) Can you confirm that the net benefits test price threshold in PJM is calculated monthly
using a system-wide monthly supply curve that is smoothed using non-linear estimation
techniques?
(b) Can you confirm that this singular system-wide threshold is compared to the various
locational marginal prices (LMPs) on an hourly basis to determine DR resources are
eligible for compensation?
(c) In your opinion, are there any shortcomings of applying this system-wide threshold to
hourly LMPs for determining a net benefit to consumers from compensating DR
resources?
(d) Would you recommend the same approach be applied to Ontario? If yes, why and if no,
why not?
Response
(a) As laid out in PJM’s Manual 11: Energy & Ancillary Services Market Operations, Revision: 107,
Section 10.3.1 (effective September 26, 2019), the aggregate supply curve for PJM is smoothed
using a non-linear least squares estimation technique.
(b) The system-wide threshold is compared to applicable LMPs; this can be on an hourly basis
(e.g. in the case of the day-ahead market) or on a five-minute basis (e.g. in the case of the realtime market).
(c) Yes. Comparing the LMPs to a system-wide threshold poses a degree of administrative burden
on market institutions, while potentially oversimplifying net benefit calculations given the
possible diversity in how load to customers is priced and the nature of their financial hedges,
among other factors.
(d) No. We do not believe that Order 745 is relevant to the specifics of the Ontario market. Any
test developed for Ontario should at a minimum take into account Ontario-specific conditions,
including the Global Adjustment and how it is recovered, as well as more generally how supply
is priced to various types of load in Ontario and over what time period, and the expected
evolution of the Ontario market.
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1.4

KCLP-4

Interrogatory
Reference: LEI Report, Section 3, Pages 7-14
Rivard Affidavit, Paragraphs 56-58
Preamble: At section 3 (pages 7-14) of the LEI Report, LEI provides an overview of FERC Order
745 and the net benefits test.
At paragraphs 56-58 of the Rivard Affidavit, Mr. Rivard draws a distinction between
the net benefits test and economic efficiency.
Questions:

(a) Please identify any points on which LEI is in agreement with, or disagrees with, Mr.
Rivard’s assessment of the net benefits test and economic efficiency. If LEI generally
agrees with Mr. Rivard, please confirm this.
(b) If LEI disagrees with any aspect of Mr. Rivard’s assessment, please explain the basis of
this disagreement.
(c) Based its research conducted, has LEI formed an opinion regarding the economic impacts
of providing energy payments to DR resources? If yes, please state the opinion.
(d) Is LEI of the opinion that providing energy payments to DR resources could lead to
economically inefficient outcomes both during the TCA, and in the event that a DR
resource is dispatched? Please explain.
Response
(a) LEI’s disagreement with the assessment of the net benefits test lies primarily with regards to
its relevance to the Ontario situation. With regards to economic efficiency, LEI’s concern is with
regards to the fidelity of the price signal and the need for a more nuanced approach to the concept
of horizontal equity.
However, LEI agrees that any consideration of whether and how market rules are developed to
incorporate an activation payment must take into account the incentives Class A customers
receive under the ICI to adjust their consumption.
(b) LEI believes that the discussion of horizontal equity is over-simplified. Fossil generators are
not expected to guess how many times they will operate and at what fuel price, and to incorporate
those assumptions into their capacity bids because they will not be paid an energy price when
run. While the theoretical premise is that generators will reduce their capacity bids by the margin
above fuel costs that they expect to achieve, generators do expect to receive at least their short
run marginal costs when dispatched, and configure their bids accordingly.
A framework in which DR receives only capacity payments but no activation payments will drive
DR participants to set high activation price thresholds. This may dull the effectiveness of the price
signal at relatively high price periods (such as periods when the market price is high, but remains
below the DR activation threshold). Short run costs of activation include process wastage (for
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example disposing of unfinished and unfinishable products) and staff inefficiencies; allowing
compensation for these costs rather than expecting companies to factor them in to their activation
threshold (i.e. the price trigger at which load would be curtailed) is more consistent with
horizontal equity in that it is equivalent to generators being paid for fuel and other short run
variable operating costs through their energy bids.
(c) Given the short time period in which to develop its analysis and respond, LEI’s opinions are
preliminary and subject to change. With that caveat in mind, LEI’s views are as follows:
Based on the markets and programs LEI reviewed in its report, actual activation of DR resources
has been relatively limited, and DR resource revenues from this activation have also been limited
(as compared DR capacity revenues, see Section 4.4 of LEI’s report). This implies that, from a
practical perspective, the benefit or harm arising from whether DR resources are provided energy
payments may not be material in the near term.
LEI’s understanding is that the IESO’s proposed design is the subject of this proceeding and
alternative approaches are not within the scope of the case. Nevertheless, LEI believes that,
conceptually, there is merit in separating the reservation payment embodied in a capacity
payment from an activation payment which occurs when the resource is actually deployed. In
such a market design, bidders into the capacity auction need not consider the frequency of
deployment or build in a risk premium when submitting their capacity bid. Were market rules
devised which allowed a two part bid from DR resources in which they set forth both their
required activation payment and the activation price threshold, DR resources would receive a
payment, and their DR activation bids would reflect both the benefit of avoiding a cost and the
cash payment required to address specific costs of activation. LEI believes that such an approach
would result in greater variation of DR activation bids leading to a more robust price signal. LEI
also notes that behavior responses to avoidance of cost versus those to receipt of a benefit may
differ; creating a hybrid of the two may produce more economically efficient outcomes.
(d) LEI believes that any assessment of economic efficiency needs to be based on the specific
market rules being applied, and the period of time being analyzed. Furthermore, the fact that
something could happen does not mean that it will happen; analysis needs to take into account
probability, frequency, the degree of harm, safeguards, and net benefits before coming to a
determination.
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1.6

KCLP-6

Interrogatory
Reference: LEI Report, Section 5, pages 33-39, Rivard Affidavit, Paragraphs 58-71
Preamble: At Section 5.4 (pages 37-38) of the LEI Report, LEI identifies the impact of Global
Adjustment in Ontario, which according to Figure 30 accounts for 77% of the total
electricity wholesale costs (excluding transmission and distribution costs) in Ontario.
At paragraphs 58-71 of the Rivard Affidavit, Mr. Rivard provides an analysis of the
impact of Global Adjustment on the calculation of the net benefits test in Ontario.

(a) Does LEI agree with Mr. Rivard that if the intent of the FERC net benefit test is to
compensate DR resources only when it results in a reduction in the bills of non-DR
consumers (non-DR consumers’ surplus), then the IESO would have to take into account
the effect of the Global Adjustment in this calculation in Ontario?
(b) Does LEI agree with Mr. Rivard that as a result of the Global Adjustment, the net benefits
test will be satisfied less frequently (if ever) than in the US markets?
(c) With specific reference to paragraphs 58-71 and Figures 5, 6 and 7 of the Rivard Affidavit,
please explain whether LEI generally agrees or disagrees with Mr. Rivard’s analytic
approach and Mr. Rivard’s findings?
Response
(a) Yes; however, as Ontario is not under FERC jurisdiction, and the market framework has
significant differences, the test is not relevant.
(b) LEI does not believe that the net benefits test as configured for US markets is appropriate for
developing market rules in Ontario. Due to the generally inverse correlation between Ontario
wholesale market prices and the Global Adjustment, there are some changes to Ontario market
rules which could improve transparency and change wholesale price outcomes without having
an immediate bill impact. However, such rule changes could still incentivize changes to
investment and operating behavior which over the long run would still provide benefits to
consumers.
(c) Because LEI questions whether the net benefits test as configured for US markets is relevant
to Ontario, LEI regards the analysis as largely academic. LEI nonetheless has the following
observations:
1.
2.
3.

The analysis is largely static; it does not assess how the behavior of various market players
would change as a result of the changes in market conditions.
Using historical data is a beginning, rather than an end, to the analysis; consideration of
future changes in price dynamics is helpful in exploring the impact on final consumers.
Changes that impact even a very small number of overall hours may nonetheless be
worthwhile, to the extent that they improve the value of the price signal during superpeak hours.
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4.

5.

The analysis may be targeted at the wrong question: a better question is, under what
circumstances would providing energy payments to demand response be beneficial for
Ontario, and what tests should be designed to confirm that those circumstances prevail at
the time?
LEI believes that Ontario should pursue a pragmatic approach based on sustained
incremental improvements to market rules, which where appropriate is substantiated by
dispatch modeling and scenario analysis.
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amendment to accommodate other priorities, and that it would provide another update once new
implementation timelines are established. 69

4 New Market Mechanisms to Procure Capacity
The IESO is planning to introduce new market mechanisms for procuring additional capacity to
meet future system needs. Over the course of 2015, the IESO has advanced initiatives in this
direction: capacity auctions for demand response (DR), as a first stage in the development of
capacity auctions for other resources, and the consideration of capacity exports to other
jurisdictions.
The IESO held its first capacity auction for DR in December 2015 for delivery starting in the
summer of 2016. This first auction had a target of 367 MW, equal to the capacity expiring from
the IESO’s current DR programs. The outcome of the auction was the award of DR capacity to
seven of the seventeen registered participants, for 391.5 MW of capacity at a price of
$378.21/MW-day in the summer (May 1 to October 31) and 403.7 MW of capacity at a price of
$359.87/MW-day in the winter (November 1 to April 30). 70
The IESO plans to hold DR auctions once each year to procure capacity for two six-month
commitment periods— summer and winter. Registered DR auction participants will bid their
capacity and the availability payment they will accept, and the IESO will clear the market (in
several zones across the province) with a downward sloping demand curve for each commitment
period.
Participants who clear the auction will be required to offer into the real-time market as DR
resources, and will receive a monthly availability payment equal to their capacity times the
clearing price times the number of business days in the month. Participants who respond to the
dispatch will save the energy costs when they are activated to provide DR. Activations of these
DR resources is expected to reduce peak demand.
The DR capacity auction is intended to be the first phase of the IESO’s efforts to introduce
capacity markets for all resources. The IESO conducted several information sessions on this
69

For more information see the IESO’s October 9, 2015 stakeholder communication, available at:
http://www.ieso.ca/Documents/consult/se111/SE111-20151109-Communication.pdf
70
For more information see the IESO’s Demand Response Auction webpage, available at:
http://www.ieso.ca/Pages/Participate/Demand-Response-Auction/default.aspx
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topic over the course of 2014, and published details of design elements in a September 18, 2014
Discussion Paper. 71 The Discussion Paper describes the role of a capacity auction as enabling
“all resources to compete on a frequent basis to meet the province’s future incremental resource
adequacy needs”. Although the IESO has not committed to firm implementation timelines for the
capacity auction, the development of detailed design elements and the launch of the DR auction
have set the groundwork for further market development in this area.
In November 2010, the Minister directed the IESO (then the Ontario Power Authority) to enter
into negotiations with non-utility generators (NUGs) for new contracts. In December 2014, in
light of changing supply conditions, the Minister directed the IESO (then the Ontario Power
Authority) to suspend any pending negotiations with NUGs and prepare an assessment of the
framework for NUG recontracting in the Province, having regard to a number of considerations
including the IESO’s work to develop a capacity auction in Ontario. The IESO’s September 1,
2015 report to the Minister of Energy recommended that the current pause on recontracting with
the NUGs be continued given the current strong supply outlook and pending clarification of
evolving sector conditions. 72 The IESO identified the continued operation of the Pickering
nuclear generating station, the development of the capacity auction and capacity export
opportunities, and the introduction of cap-and-trade legislation as potential changes in the sector
that would have a bearing on recontracting efforts. The IESO also recommended that the
development of the capacity auction and capacity export markets be continued with
consideration given to facilitating broad participation, including by the NUGs, as a more
effective means of meeting future resource needs. By letter dated December 14, 2015, the
Minister of Energy directed the IESO to discontinue negotiations for new contracts for NUGs
and to continue engaging stakeholders in the IESO’s development of an Ontario capacity auction
and rules and protocols for Ontario-based capacity exports. 73
Capacity markets in some other jurisdictions accept exports of capacity from neighbouring
jurisdictions. Beginning in 2015, the IESO opened a stakeholder engagement on the subject of
71

For more information see the IESO’s September 18, 2014 Discussion Paper, available at:
http://www.ieso.ca/Documents/consult/capacity-20140918-Design_Element_Discussion_Paper_Agenda.pdf
72
For more information see the IESO’s NUG Framework Assessment report, available at:
http://www.ieso.ca/Documents/generation-procurement/NUG-Framework-Assessment-Report.pdf
73
For more information on the Minister of Energy’s December 14, 2015 Directive, see:
http://www.ieso.ca/Documents/Ministerial-Directives/2051214-DirectiveNUG_CHPSOP_ChaudiereFalls_WhitesandFirstNation.pdf.
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capacity exports. This IESO continues to work towards establishing the market need for such a
program, assessing the feasibility and timeline of implementation, and continues to engage with
stakeholders. 74

5 Developments Relating to Ontario’s Interconnections
Several developments during this reporting period have had or will have an impact on the
IESO’s interconnections with other jurisdictions. These include a seasonal electricity capacity
sharing agreement with Québec, discussions around enhancing trade in electricity products with
Québec and Newfoundland and Labrador, and ongoing developments in the proposed
interconnection between the Ontario and parts of the United States that fall within the
jurisdiction of PJM. 75
The capacity sharing agreement between the IESO and Hydro Québec Energy Marketing is in
force from December 1, 2015 to September 30, 2025. 76 Ontario has an initial two year obligation
to provide 500 MW to Québec during the first two winter periods (December to March), with an
option to reduce the quantity after that time. Ontario may elect to receive up to 500 MW from
Québec in any given summer period (June to September). Québec’s obligation is to “repay in
kind the equivalent amount of capacity it received in the winter periods to Ontario in the summer
periods.” The capacity is to be shared “like for like”, with no monetary exchange. The
jurisdiction receiving the power must make a “Reliability Declaration”, which in Ontario will be
made when there is a shortfall in the market. If Hydro Québec makes a Reliability Declaration, it
will be responsible for scheduling an export transaction in the IESO-administered market, which
will clear based on the economics of the bid. 77
The IESO is also planning to study and provide reports on expanding trade in electricity between
Ontario and Québec, and between Ontario and Newfoundland and Labrador. This is in response
to the April 22, 2015 direction from the Minister of Energy to investigate “other opportunities to
obtain electricity products from Hydro-Québec, and other Market Participants, where the
74

For more information, see the IESO’s stakeholder engagement webpage at: http://www.ieso.ca/Pages/Participate/StakeholderEngagement/Capacity-Exports.aspx.
75
PJM is a regional transmission operator that coordinates the movement of wholesale electricity in the USA in all or parts of 13
states and the District of Columbia. For more information on PJM, see: http://www.pjm.com/.
76
For more information see the IESO’s summary of the agreement, available at: http://www.ieso.ca/Documents/corp/SummaryCapacity-Sharing-Agreement-Ontario-Quebec.pdf
77
For more information see the IESO’s backgrounder, available at: http://www.ieso.ca/Documents/Ontario-Quebec-CapacitySharing-Agreement-Backgrounder-20151112.pdf
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Zone

BRUCE
EAST
ESSA
NIAGARA
NORTHEAST
NORTHWEST
OTTAWA
SOUTHWEST
TORONTO
WEST
Total MW
Weighted
Average Price

Summer Commitment Period
(May 1, 2016 - Oct 31, 2016)
Capacity
Auction
Obligation
Clearing Price
(MW)
($/MW-day)
24.7
378.21
13.7
378.21
15.9
348.45
56.3
378.21
51
378.21
10.8
378.21
40
378.21
159.4
378.21
19.7
378.21
391.5
-

377.00

Winter Commitment Period
(Nov 1, 2016 - Apr 30, 2017)
Capacity
Auction
Obligation
Clearing Price
(MW)
($/MW-day)
25.4
359.87
13.8
359.87
15.9
332.71
56.3
359.87
50
359.87
11.2
359.87
55.3
359.87
159.2
359.87
16.6
359.87
403.7
-

358.80
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SODFHRQD]RQDOOHYHOE\FUHDWLQJOLPLWVIRUWKHDPRXQWRI'5SURFXUHGLQHDFK]RQH=RQHVZLWK
PRUHJHQHUDWLRQWKDQORDGZRXOGUHTXLUHOHVV'5ZKLOH]RQHVZLWKPRUHORDGWKDQJHQHUDWLRQ
FDQKDYH'5SOD\LQJDJUHDWHUUROHLQPDWFKLQJVXSSO\DQGGHPDQG)RUWKHVHUHDVRQV7RURQWR
ZDVWKH]RQHZLWKWKHJUHDWHVWFDSDFLW\REOLJDWLRQKROGLQJDQGRIWKHWRWDOFDSDFLW\
REOLJDWLRQLQWKHVXPPHUDQGZLQWHUFRPPLWPHQWSHULRGVUHVSHFWLYHO\7KHUHZDVQRFOHDUHG
FDSDFLW\LQ%UXFHEHFDXVHQRSDUWLFLSDQWVXEPLWWHGRIIHUVLQWRWKHDXFWLRQ6HHVHFWLRQRI
&KDSWHUIRUDQLQGHSWKGLVFXVVLRQRIWKH'5DXFWLRQ
2

Demand

7KLVVHFWLRQGLVFXVVHV2QWDULRHQHUJ\GHPDQGIRUWKH&XUUHQW5HSRUWLQJ3HULRGUHODWLYHWR
SUHYLRXV\HDUV

)LJXUH0RQWKO\2QWDULR(QHUJ\'HPDQG
0D\±$SULO
7:K 
'HVFULSWLRQ
)LJXUHSUHVHQWVHQHUJ\FRQVXPSWLRQE\DOO2QWDULRFRQVXPHUVLQHDFKPRQWKLQWKHSDVW
\HDUV7KHILJXUHUHSUHVHQWV2QWDULRGHPDQGZKLFKLQFOXGHVGHPDQGVDWLVILHGE\EHKLQGWKH
PHWHU HPEHGGHG JHQHUDWRUV

38%/,&




0DUNHW6XUYHLOODQFH3DQHO5HSRUW
1RYHPEHU±$SULO



&KDSWHU




DVVRFLDWHGZLWKDPHJDZDWWKRXURIH[SRUWGHPDQG$VDUHVXOWH[SRUWHUVEHQHILW
GLVSURSRUWLRQDWHO\ZKHQGLVEXUVHPHQWVDUHEDVHGRQGHPDQGVXFKDPHWKRGRORJ\GRHVQRW
UHVXOWLQZKDWWKH3DQHOFRQVLGHUVWREHDIDLUDOORFDWLRQ
+DGGLVEXUVHPHQWVEHHQDOORFDWHGLQOLQHZLWKWKH3DQHO¶VYLHZRQIDLUQHVV2QWDULRWUDQVPLVVLRQ
FXVWRPHUVZRXOGKDYHUHFHLYHGGLVEXUVHPHQWVWRWDOOLQJPLOOLRQZKLOHH[SRUWHUVZRXOGKDYH
UHFHLYHGPLOOLRQ8QGHUVXFKDQDOORFDWLRQ2QWDULRWUDQVPLVVLRQFXVWRPHUVZRXOGKDYH
UHFHLYHGDQDGGLWLRQDOPLOOLRQLQGLVEXUVHPHQWVWKDWZDVDFWXDOO\SDLGWRH[SRUWHUV
*LYHQWKH,(62¶VUHYLVHG75&OHDULQJ$FFRXQWSROLFLHVDLPHGDWEDODQFLQJFRQJHVWLRQUHQWVDQG
75SD\PHQWVWKH3DQHOH[SHFWVDOOIXWXUHDXFWLRQUHYHQXHVWREHGLVEXUVHGWRWUDQVPLVVLRQ
FXVWRPHUV6LQFHDXFWLRQUHYHQXHVKDYHLQFUHDVHGHDFK\HDUHFOLSVLQJPLOOLRQSHU
\HDULQDQG/HIWXQUHPHGLHGWKHGLVEXUVHPHQWDOORFDWLRQPHWKRGRORJ\ZLOOFRQWLQXH
WREHDVLJQLILFDQWLVVXHJRLQJIRUZDUG
5HFRPPHQGDWLRQ
$ 7KH,(62VKRXOGUHYLVHWKHPDQQHULQZKLFKLWDOORFDWHVGLVEXUVHPHQWVIURPWKH
7UDQVPLVVLRQ5LJKWV&OHDULQJ$FFRXQWVXFKWKDWGLVEXUVHPHQWVDUHSURSRUWLRQDWHWR
WUDQVPLVVLRQVHUYLFHFKDUJHVSDLGRYHUWKHUHOHYDQWDFFUXDOSHULRG
% 7KH,(62VKRXOGQRWGLVEXUVHDQ\IXUWKHUIXQGVIURPWKH7UDQVPLVVLRQ5LJKWV
&OHDULQJ$FFRXQWXQWLOVXFKWLPHWKDW5HFRPPHQGDWLRQ $ KDVEHHQDGGUHVVHG


$VVHVVPHQWRIWKH,(62¶V'HPDQG5HVSRQVH$XFWLRQ

6LQFHWKH*RYHUQPHQWRI2QWDULRKDVEHHQPDQGDWLQJWKHGHYHORSPHQWRIHOHFWULFLW\
FRQVHUYDWLRQSURJUDPV7KHSULPDU\DLPRIWKHVHSURJUDPVLVWRDOOHYLDWHWKHQHHGWREXLOGQHZ
JHQHUDWLRQIDFLOLWLHVE\UHGXFLQJGHPDQGGXULQJSHDNSHULRGV'HPDQG5HVSRQVH '5 
SURJUDPVZKLFKLQFHQWFRQVXPHUVWRUHGXFHFRQVXPSWLRQGXULQJSHULRGVRIKLJKSULFHVKLJK
GHPDQGRUWLJKWVXSSO\KDYHEHHQDODUJHSDUWRIWKDWFRQVHUYDWLRQHIIRUW




7KHWUDQVPLVVLRQFKDUJHVDSSOLFDEOHWR2QWDULRWUDQVPLVVLRQFXVWRPHUVDUHEURNHQGRZQLQWRWKUHHVHSDUDWH2(%DSSURYHG
UDWHV1HWZRUN6HUYLFH&KDUJH/LQH&RQQHFWLRQ6HUYLFH&KDUJHDQG7UDQVIRUPDWLRQ&RQQHFWLRQ6HUYLFH&KDUJH7RJHWKHUWKHVH
UDWHVFXUUHQWO\WRWDO0:K([SRUWHUVDUHVXEMHFWWRWKH([SRUW7UDQVPLVVLRQ6HUYLFH (76 FKDUJHZKLFKLVFXUUHQWO\VHWDW
0:K%RWKWKHUDWHVFKDUJHGWR2QWDULRWUDQVPLVVLRQFXVWRPHUVDQGH[SRUWHUVDUHVHWDQQXDOO\DQGKDYHYDULHGRYHUWLPH
WKRXJKWKHUDWHVDSSOLFDEOHWR2QWDULRWUDQVPLVVLRQFXVWRPHUVKDYHDOZD\VEHHQKLJKHUWKDQWKH(76FKDUJH

7KH0LQLVWU\RI(QHUJ\¶V&RQVHUYDWLRQ)LUVW$5HQHZHG9LVLRQIRU(QHUJ\&RQVHUYDWLRQLQ2QWDULRUHSRUWVWDWHVWKDW
³2QWDULR¶VYLVLRQLVWRLQYHVWLQFRQVHUYDWLRQILUVWEHIRUHQHZJHQHUDWLRQZKHUHFRVWHIIHFWLYH´7KHUHSRUWLVDYDLODEOHDW
KWWSZZZHQHUJ\JRYRQFDHQILOHVFRQVHUYDWLRQILUVWHQSGI

38%/,&




0DUNHW6XUYHLOODQFH3DQHO5HSRUW
1RYHPEHU±$SULO



&KDSWHU




7KH,(62LVUHVSRQVLEOHIRUDFKLHYLQJWKHFRQVHUYDWLRQUHODWHGSROLF\JRDOVVHWIRUWKE\WKH
0LQLVWU\RI(QHUJ\3ULRUWRELODWHUDOFRQWUDFWLQJZDVWKHSULPDU\PHDQVRISURFXULQJWKH
QHFHVVDU\'5UHVRXUFHVWRPHHWSROLF\REMHFWLYHVLQWKH,(62GHYHORSHGWKH'5DXFWLRQ
7KH'5DXFWLRQLQWURGXFHGDFRPSHWLWLYHIOH[LEOHDQGWUDQVSDUHQWSURFHVVIRUSURFXULQJ'5
UHVRXUFHVZKHUHIRUPHUO\WKHUHZDVQRQH
7KH'5DXFWLRQRFFXUVRQFHDQQXDOO\DQGSURFXUHV'5UHVRXUFHVIRUDSHULRGRIRQH\HDU$V
SDUWRIWKHDXFWLRQSURFHVVHOLJLEOHUHVRXUFHVVXEPLWWKHTXDQWLW\RI'5FDSDFLW\WKH\DUHZLOOLQJ
WRSURYLGHDQGWKHSULFHDWZKLFKWKH\DUHZLOOLQJWRSURYLGHLWWKH,(62XVHVWKRVHRIIHUVWR
EXLOGDVXSSO\FXUYH7KH'5DXFWLRQFOHDULQJSULFHLVVHWZKHUHWKHVXSSO\FXUYHLQWHUVHFWVWKH
DGPLQLVWUDWLYHO\GHWHUPLQHGGHPDQGFXUYHDOOUHVRXUFHVVHOHFWHGLQWKH'5DXFWLRQUHFHLYHWKH
FOHDULQJSULFH7REHSDLGUHVRXUFHVSURFXUHGWKURXJKWKH'5DXFWLRQPXVWEHPDGHDYDLODEOH
WRUHGXFHFRQVXPSWLRQGXULQJVSHFLILHGSHULRGVDQGPXVWDFWXDOO\UHGXFHFRQVXPSWLRQZKHQ
FHUWDLQDFWLYDWLRQFULWHULDDUHPHW)RUWKLVVHUYLFHUHVRXUFHVSURFXUHGLQWKHDQG'5
DXFWLRQVZLOOEHSDLGXSWRDWRWDORIPLOOLRQWKHVHSD\PHQWVDUHUHFRYHUHGIURP2QWDULR
FRQVXPHUVWKURXJKDQXSOLIWFKDUJH
7ZRW\SHVRIUHVRXUFHVDUHSHUPLWWHGWRSDUWLFLSDWHLQWKH'5DXFWLRQGLVSDWFKDEOHORDGVDQG
KRXUO\GHPDQGUHVSRQVH +'5 UHVRXUFHV'LVSDWFKDEOHORDGVDOUHDG\SDUWLFLSDWHLQWKHHQHUJ\
PDUNHWFKDQJLQJWKHLUFRQVXPSWLRQLQUHVSRQVHWRILYHPLQXWHSULFHVLJQDOVSDUWLFLSDWLQJLQWKH
'5DXFWLRQVKRXOGQRWPDWHULDOO\FKDQJHWKHEHKDYLRXURIWKHVHUHVRXUFHV)RUWKDWUHDVRQWKH
IROORZLQJVHFWLRQVIRFXVRQ+'5UHVRXUFHVXQOHVVRWKHUZLVHVWDWHG+'5UHVRXUFHVDUHQRW
ZLOOLQJRUDEOHWRUHVSRQGWRILYHPLQXWHSULFHVLJQDOVDQGZRXOGQRWSDUWLFLSDWHLQWKHHQHUJ\
PDUNHWDEVHQWVRPHLQFHQWLYHVXFKDVWKHSD\PHQWVUHFHLYHGWKURXJKWKH'5DXFWLRQ7RGDWH
DSSUR[LPDWHO\RIDOO'5SURFXUHGWKURXJKWKH'5DXFWLRQKDVEHHQIURP+'5UHVRXUFHV




*LYHQWKHGLIIHUHQFHVLQVXSSO\DQGGHPDQGLQGLIIHUHQWDUHDVRIWKHSURYLQFHWKH,(62OLPLWVWKHDPRXQWRI'5SURFXUHGLQ
HDFK]RQH,IWKHOLPLWLVUHDFKHGLQDJLYHQ]RQHWKHFOHDULQJSULFHLQWKDW]RQHPD\GLIIHUIURPWKHRWKHUV

:KLOHDXFWLRQSD\PHQWVDUHWHFKQLFDOO\UHFRYHUHGIURP2QWDULRFRQVXPHUVYLDXSOLIWWKHXSOLIWLVDOORFDWHGLQWKHH[DFWVDPH
PDQQHUDVWKH*OREDO$GMXVWPHQW,QRWKHUZRUGVDFRQVXPHU¶VVKDUHRIWKLVXSOLIWLVEDVHGRQZKHWKHUWKH\DUH&ODVV$RU&ODVV
%FXVWRPHUV&ODVV$FXVWRPHUVDUHFKDUJHGEDVHGRQWKHLUVKDUHRIFRQVXPSWLRQGXULQJWKHILYHFRLQFLGHQWSHDNGHPDQGKRXUV
GXULQJD\HDU&ODVV%FXVWRPHUVEDVHGRQWKHLUYROXPHWULFFRQVXPSWLRQRQDOOGD\V([SRUWHUVGRQRWSD\WKLVXSOLIW

38%/,&




0DUNHW6XUYHLOODQFH3DQHO5HSRUW
1RYHPEHU±$SULO



&KDSWHU




7KH,(62KDVVWDWHGWKDWWKH'5DXFWLRQLVSDUWRIDVXLWHRISURJUDPVDQGLQFHQWLYHVWKDWZLOO
KHOSPHHWWKH0LQLVWU\RI(QHUJ\¶VFRQVHUYDWLRQUHODWHGSROLF\JRDOV+RZHYHUIRUWKHUHDVRQV
H[SODLQHGLQWKLVVHFWLRQLWLVXQOLNHO\WKDWWKHFXUUHQW'5SURJUDPZLOODFWXDOO\FRQWULEXWHWR
FRQVHUYDWLRQRUGHPDQGUHGXFWLRQ%ULHIO\WKLVLVEHFDXVHWKHUXOHVDVVRFLDWHGZLWKWKH'5
DXFWLRQHVWDEOLVKWKUHVKROGVIRUDFWLYDWLRQZKLFKKDYHQRWEHHQUHDOL]HGWRGDWHDQGDUHXQOLNHO\
WREHUHDOL]HGLQWKHIXWXUH
 0HHWLQJWKH0LQLVWU\RI(QHUJ\¶V3ROLF\*RDO
+DYLQJVDLGWKDWLWLVZRUWKQRWLQJWKDWWKH,(62YLHZVWKH'5DXFWLRQDVDQLQLWLDOVWHSWRZDUGV
WKHHYROXWLRQRIFDSDFLW\SURFXUHPHQWLQWKHSURYLQFHRQHLQZKLFKDOOJHQHUDWLQJDQG'5
FDSDFLW\LVSURFXUHGWKURXJKDQLQWHJUDWHGDXFWLRQ7KH3DQHOVXSSRUWVWKLVORQJHUWHUP
REMHFWLYH
,QWKH0LQLVWU\RI(QHUJ\LVVXHGLWVPRVWUHFHQWFRQVHUYDWLRQUHODWHGSROLF\JRDOXVH'5
WRPHHWRISHDNGHPDQGE\ DSSUR[LPDWHO\0:XQGHUWKHQIRUHFDVWHG
FRQGLWLRQV 7KH,(62YLHZVWKH'5DXFWLRQDVDPHDQVRIDFKLHYLQJWKH0LQLVWU\¶VSROLF\
JRDO
&UHDWLQJD'5DXFWLRQZLOOVXSSRUWWKHSURYLQFH¶VREMHFWLYHIRU'5WRPHHWSHUFHQWRI
2QWDULR¶VSHDNGHPDQGE\DQGHQFRXUDJHQHZFRPSHWLWLYH'5UHVRXUFHVWRKHOS
PHHWWKDWJRDOIRU2QWDULR¶VHOHFWULFLW\V\VWHP±,(62
,QRUGHUIRUWKH,(62¶VVXLWHRI'5SURJUDPVDQGLQFHQWLYHVWRDFKLHYHSHDNGHPDQGUHGXFWLRQV
'5QRWRQO\QHHGVWREHDYDLODEOHGXULQJSHULRGVRISHDNGHPDQGEXWPXVWDOVREHDFWLYDWHG
GXULQJWKRVHSHULRGV$VVXFKLWLVLPSRUWDQWWRXQGHUVWDQGWKHGLIIHUHQFHEHWZHHQWKH
SURFXUHPHQWRI'5FDSDFLW\ LH'5DYDLODELOLW\ DQGDFKLHYLQJSHDNGHPDQGUHGXFWLRQV LH





6HHWKH,(62¶V'HPDQG5HVSRQVH6WDNHKROGHU(QJDJHPHQW3ODQDYDLODEOHDWKWWSZZZLHVRFD
PHGLDILOHVLHVRGRFXPHQWOLEUDU\HQJDJHGUDGUDXFWLRQ VHSODQ GUDIWSGI"OD HQ

)RUPRUHLQIRUPDWLRQRQWKH,(62¶VFDSDFLW\DXFWLRQGHYHORSPHQWSODQVVHHVOLGHVDQGRILWV'HYHORSLQJD0DUNHW
5HQHZDO:RUNSODQSUHVHQWDWLRQDYDLODEOHDWKWWSZZZLHVRFDPHGLDILOHVLHVRGRFXPHQWOLEUDU\HQJDJHPHPH
GHYHORSLQJDZRUNSODQSGI"OD HQ

)RUPRUHLQIRUPDWLRQRQWKH0LQLVWU\RI(QHUJ\¶VSROLF\JRDOVHHSDJHVRIWKH/RQJ7HUP(QHUJ\3ODQUHSRUW
DYDLODEOHDWKWWSZZZHQHUJ\JRYRQFDHQILOHV/7(3  (QJOLVK :(%SGI

6HHWKH,(62¶V'HPDQG5HVSRQVH6WDNHKROGHU(QJDJHPHQW3ODQDYDLODEOHDWKWWSZZZLHVRFD
PHGLDILOHVLHVRGRFXPHQWOLEUDU\HQJDJHGUDGUDXFWLRQ VHSODQ GUDIWSGI"OD HQ

38%/,&




0DUNHW6XUYHLOODQFH3DQHO5HSRUW
1RYHPEHU±$SULO



&KDSWHU




'5DFWLYDWLRQV $SURJUDPWKDWSURFXUHV'5FDSDFLW\EXWGRHVQRWUHVXOWLQ'5DFWLYDWLRQV
GXULQJSHDNGHPDQGZLOOQRWKHOSDFKLHYHWKH0LQLVWU\RI(QHUJ\¶VSROLF\JRDO
$VFXUUHQWO\GHVLJQHG'5SURFXUHGWKURXJKWKH,(62¶V'5DXFWLRQLVXQOLNHO\WREHDFWLYDWHG
GXULQJSHULRGVRISHDNGHPDQG7RXQGHUVWDQGZK\WKDWLVLWLVQHFHVVDU\WRXQGHUVWDQGERWKWKH
DYDLODELOLW\REOLJDWLRQSODFHGRQ'5UHVRXUFHVDQGWKHFULWHULDXQGHUZKLFKWKH\DUHDFWLYDWHG
$YDLODELOLW\2EOLJDWLRQ
'5UHVRXUFHVSURFXUHGWKURXJKWKH'5DXFWLRQDUHUHTXLUHGWRSDUWLFLSDWHLQWKHHQHUJ\PDUNHW
IRUFHUWDLQSUHGHWHUPLQHGFRPPLWPHQWSHULRGVDQGDYDLODELOLW\ZLQGRZV7KHDYDLODELOLW\
ZLQGRZDSSOLHVWREXVLQHVVGD\VRQO\30WR30IURP0D\WR2FWREHU 6XPPHU
&RPPLWPHQW3HULRG DQG30WR30IURP1RYHPEHUWR$SULO :LQWHU&RPPLWPHQW3HULRG 
'XULQJWKHDYDLODELOLW\ZLQGRZV'5UHVRXUFHVPXVWHQWHUELGVLQWRWKHHQHUJ\PDUNHWDWSULFHV
EHWZHHQ0:KDQG0:K7KHVHELGVUHSUHVHQWWKHSULFHDWZKLFKWKHUHVRXUFHLV
ZLOOLQJWREHDFWLYDWHGIRU'57KHELGVPXVWEHHQWHUHGLQWRWKHPDUNHWEHIRUHWKH,(62¶VGD\
DKHDGSURFHVVVWDUWVDQGUHPDLQLQWKHPDUNHWXQWLOWKH,(62GHWHUPLQHVWKHUHVRXUFHZLOOQRWEH
DFWLYDWHGRUXQWLODQDFWLYDWLRQLVFRPSOHWHG
$FWLYDWLRQ&ULWHULD
,QRUGHUIRUD'5UHVRXUFHWREHDFWLYDWHGGXULQJWKHDSSOLFDEOHDYDLODELOLW\ZLQGRZLWPXVW
UHFHLYHERWKDVWDQGE\QRWLFHDQGDQDFWLYDWLRQQRWLFHIURPWKH,(62
)LUVWD'5UHVRXUFHZLOOUHFHLYHDVWDQGE\QRWLFHDWRUEHIRUH$0LIWKHSUHGLVSDWFKQRGDO
SULFHDWLWVORFDWLRQLVDERYHLWVELGSULFHIRUIRXUFRQVHFXWLYHKRXUVZLWKLQWKHDYDLODELOLW\
ZLQGRZ6HFRQGLIWKHUHVRXUFHUHFHLYHVDVWDQGE\QRWLFHLWPD\QH[WUHFHLYHDQDFWLYDWLRQ
QRWLFHKRXUVSULRUWRDFWLYDWLRQVRORQJDVWKHSULFHUHPDLQVDERYHLWVELGSULFHIRUIRXU
FRQVHFXWLYHKRXUVZLWKLQWKHDYDLODELOLW\ZLQGRZ,ID'5UHVRXUFHUHFHLYHVDQDFWLYDWLRQQRWLFH
LWPXVWUHGXFHLWVFRQVXPSWLRQIRUDSHULRGRIIRXUKRXUVEHJLQQLQJZLWKWKHILUVWKRXULQFOXGHG
LQWKHDFWLYDWLRQQRWLFH
&RQVLGHUWKHIROORZLQJH[DPSOHD'5UHVRXUFHLVSURFXUHGIRUWKH:LQWHU&RPPLWPHQW3HULRG
WRIXOILOOLWVDYDLODELOLW\REOLJDWLRQLWELGV0:KLQWRWKHHQHUJ\PDUNHWGXULQJDOOKRXUVRI

38%/,&




0DUNHW6XUYHLOODQFH3DQHO5HSRUW
1RYHPEHU±$SULO



&KDSWHU




WKHDYDLODELOLW\ZLQGRZ)RUVLPSOLFLW\DVVXPHWKDWDQ\DFWLYDWLRQZLOOVWDUWDW30DQG
FRQFOXGHDW30
8QGHUWKHVHFRQGLWLRQVWKH'5UHVRXUFHZLOOUHFHLYHDVWDQGE\QRWLFHLIGXULQJDQ\RIWKHKRXUV
EHIRUH$0WKHSUHGLVSDWFKQRGDOSULFHVIRUWKH30WR30DFWLYDWLRQSHULRGH[FHHGWKH
UHVRXUFH¶V0:KELG7RWKHQUHFHLYHDQDFWLYDWLRQQRWLFHWKHVDPHFRQGLWLRQVPXVW
SHUVLVWDW30LQZKLFKFDVHWKHUHVRXUFHPXVWUHGXFHLWVFRQVXPSWLRQIRUWKH30WR30
DFWLYDWLRQSHULRG
3URVSHFWRI%HLQJ$FWLYDWHG
*LYHQWKHDFWLYDWLRQFULWHULDGHVFULEHGDERYHWKHOLNHOLKRRGRIDQDFWLYDWLRQLVUHPRWH7KLVLV
ERUQHRXWE\HYHQWVVLQFHWKH&XUUHQW5HSRUWLQJ3HULRGVLQFHWKHILUVWFRPPLWPHQWSHULRGVWDUWHG
LQ0D\QR+'5UHVRXUFHKDVEHHQDFWLYDWHG
8QGHUWKHSURJUDPUXOHV'5UHVRXUFHVFDQELGLQWRWKHHQHUJ\PDUNHWDWDQ\SULFHEHWZHHQ
0:KDQG0:KWKHKLJKHUWKHELGSULFHWKHORZHUWKHOLNHOLKRRGRIEHLQJ
DFWLYDWHG7DEOHFRQWDLQVWKHSULFHVXVHGWRGDWHE\+'5UHVRXUFHVZKHQVXEPLWWLQJWKHLU
ELGVWRWKHHQHUJ\PDUNHW
7DEOH+'55HVRXUFHV¶%LGVLQWRWKH(QHUJ\0DUNHW
0D\±'HFHPEHU
2EVHUYHG%LG3ULFHV

+'5&DSDFLW\%LGDW
2EVHUYHG3ULFH

0:K



0:K



6LQFHWKHVWDUWRIWKHILUVWFRPPLWPHQWSHULRGRIDOO'5FDSDFLW\KDVEHHQELGLQWRWKH
HQHUJ\PDUNHWDWWKHSURJUDP¶VPD[LPXPDOORZDEOHSULFH:KLOHWKH3DQHOVXSSRUWV'5
UHVRXUFHVEHLQJDEOHWRELGLQWRWKHHQHUJ\PDUNHWDWDQ\SULFHELGGLQJDWWKHPD[LPXP
DOORZDEOHSULFHLQFRQMXQFWLRQZLWKWKHFXUUHQWDFWLYDWLRQFULWHULDPHDQVWKDW+'5UHVRXUFHV
ZLOOQRWEHDFWLYDWHG,QGHHGWKH3DQHO¶VDQDO\VLVLQGLFDWHVWKDWDQ\ELGSULFHRYHU0:K
ZRXOGQRWKDYHEHHQDFWLYDWHGGXULQJWKHSHULRG




'XULQJWKH:LQWHU&RPPLWPHQW3HULRGD'5UHVRXUFHPD\DOVRKDYHDQDFWLYDWLRQSHULRGIURP30WR30'XULQJWKH
6XPPHU&RPPLWPHQW3HULRGDQDFWLYDWLRQSHULRGPD\VSDQDQ\IRXUFRQVHFXWLYHKRXUVEHWZHHQQRRQDQG30

38%/,&
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1RYHPEHU±$SULO



&KDSWHU




*LYHQ2QWDULR¶VFXUUHQWVXUSOXVVXSSO\FRQGLWLRQVDQGWKHSULFHVWKDWSHUVLVWHGRYHUWKHSHULRGLW
LVQRWVXUSULVLQJWKDWWKHUHZHUHQRDFWLYDWLRQV
7KDWVDLGWKHSURYLQFHKDVQRWDOZD\VEHHQIOXVKZLWKVXUSOXVVXSSO\,QDQGDOOWLPH
GHPDQGUHFRUGVZHUHEHLQJVHWLQ2QWDULRDQGLQWKHZLQWHURIWKH³SRODUYRUWH[´ZHDWKHU
HYHQWLQFUHDVHGGHPDQGDQGFRQVWUDLQHGVXSSO\7RJHWDVHQVHRIWKHOLNHOLKRRGRIDQDFWLYDWLRQ
JLYHQWKHFXUUHQWDFWLYDWLRQFULWHULDWKH3DQHODSSOLHGWKHVDPHFULWHULDWRDOOKRXUVGDWLQJEDFNWR
WKHKLJKGHPDQGFRQGLWLRQVH[SHULHQFHGLQ7DEOHGLVSOD\VWKHQXPEHURI+'5
DFWLYDWLRQVWKDWZRXOGKDYHRFFXUUHGDWYDULRXVELGSULFHVVLQFH
7DEOH+\SRWKHWLFDO+'5$FWLYDWLRQVE\%LG3ULFH
±
1XPEHURI$FWLYDWLRQV 
(QHUJ\%LG3ULFH
0:K 











































































































































































































6LQFHQRELGSULFHDERYH0:KZRXOGKDYHEHHQDFWLYDWHG\HWPRVW+'5
UHVRXUFHVELGDWWZLFHWKDWSULFH$Q\ELGSULFHRYHU0:KZRXOGQRWKDYHEHHQDFWLYDWHG
VLQFH
(YHQXQGHUWKHPRVWDJJUHVVLYHRIGHPDQGSURMHFWLRQVSHDNGHPDQGLVQRWH[SHFWHGWRUHWXUQWR
UHFRUGDQGOHYHOVXQWLO2QWDULRLVDOVRLQDEHWWHUVXSSO\VLWXDWLRQWKDQLWZDV
GXULQJWKRVH\HDUVKDYLQJDGGHGWKRXVDQGVRIPHJDZDWWVRIFDSDFLW\WRWKHJULG




*RLQJIRUZDUGQHZ+'5UHVRXUFHVPD\HPHUJHDWGLIIHUHQWORFDWLRQVRQWKHJULGWKHLUOLNHOLKRRGRIDFWLYDWLRQPD\GLIIHU
6HHWKH,(62¶VPRVWUHFHQW2QWDULR3ODQQLQJ2XWORRNDYDLODEOHDWKWWSZZZLHVRFD'RFXPHQWV2322QWDULR3ODQQLQJ
2XWORRN6HSWHPEHUSGI

6HH7KH1HHGIRU&DSDFLW\VHFWLRQEHORZIRUDVXPPDU\RI2QWDULR¶VFXUUHQWVXSSO\DQGGHPDQGFRQGLWLRQV


38%/,&




0DUNHW6XUYHLOODQFH3DQHO5HSRUW
1RYHPEHU±$SULO



&KDSWHU




7KH3DQHOLVPLQGIXOWKDWUHGXFLQJFRQVXPSWLRQGXULQJSHULRGVRISHDNGHPDQGLVDPHDQVWRDQ
HQGDQGVKRXOGQRWEHDJRDOXQWRLWVHOI$'5UHVRXUFHPD\ZLVKWRFRQVXPHGXULQJSHULRGVRI
KLJKGHPDQGEXWPD\EHLQFHQWHGWRDEVWDLQLQRUGHUWRDOOHYLDWHWKHQHHGWREXLOGDGGLWLRQDO
VXSSO\,QWKLVZD\'5SURJUDPVLQFXUVKRUWWHUPFRVWV LHFXUWDLOLQJRWKHUZLVHHIILFLHQW
HQHUJ\FRQVXPSWLRQ LQRUGHUWRDYRLGORQJWHUPFRVWV LHUHGXFLQJWKHQHHGIRUDGGLWLRQDOSHDN
JHQHUDWLRQFDSDFLW\ $VORQJDVWKHDYRLGHGORQJWHUPFRVWVH[FHHGWKHLQFXUUHGVKRUWWHUP
FRVWVUHGXFLQJSHDNGHPDQGFDQEHHIILFLHQW
2QWDULRLVFXUUHQWO\IOXVKZLWKVXSSO\DQGZLOOFRQWLQXHWREHIRUWKHIRUHVHHDEOHIXWXUH VHH7KH
1HHGIRU&DSDFLW\VHFWLRQEHORZ (YHQZLWKFRQVLGHUDEOHGHPDQGJURZWKWKHUHLVOLWWOHQHHGWR
EXLOGQHZFDSDFLW\&RQVHTXHQWO\FRQVXPSWLRQGXULQJSHDNSHULRGVUHVXOWVLQQRDGGLWLRQDO
ORQJWHUPFDSDFLW\FRVWVPHDQLQJGHPDQGUHGXFWLRQVGXULQJWKHVHSHULRGVDUHXQQHFHVVDU\DQG
OLNHO\LQHIILFLHQW,WIROORZVWKDWSD\PHQWVWRSURFXUH'5VXFKDVWKRVHSURYLGHGE\WKH'5
DXFWLRQDUHDOVRXQQHFHVVDU\DQGLQHIILFLHQW
 0HHWLQJWKH,(62¶V&DSDFLW\2EMHFWLYH
$VPHQWLRQHGLQWKHSUHYLRXVVHFWLRQWKH,(62¶V'5DXFWLRQLVXQOLNHO\WRSURYLGHHQHUJ\
WKURXJK'5DFWLYDWLRQVJLYHQWKHFXUUHQWDFWLYDWLRQFULWHULD
7KHQRWLRQWKDWWKH'5DXFWLRQLVSURFXULQJFDSDFLW\RQO\LVFRQVLVWHQWZLWKWKHSURJUDP¶V
DYDLODELOLW\REOLJDWLRQVDVZHOODVWKHPDQQHULQZKLFK'5UHVRXUFHVDUHFRPSHQVDWHG
6SHFLILFDOO\'5UHVRXUFHVDUHSDLGWREHDYDLODEOHIRUDFWLYDWLRQQRWWREHDFWLYDWHGWKHUHDUHQR
PLQLPXPUHTXLUHPHQWVRQWKHQXPEHURIWLPHVDUHVRXUFHPXVWEHDFWLYDWHG,QIXUWKHUDQFHRI
WKLVLGHDWKH,(62SODQVWRLQWHJUDWHWKH'5DXFWLRQDQGLWVSDUWLFLSDQWVLQWRWKHEURDGHUFDSDFLW\
DXFWLRQFXUUHQWO\EHLQJGHYHORSHGWKURXJKWKH,(62¶V0DUNHW5HQHZDOLQLWLDWLYH,QWKH
VHFWLRQVWKDWIROORZWKH3DQHODVVHVVHVWKHDSSURSULDWHQHVVRIWKH'5DXFWLRQDVDPHDQVWR
SURFXUHFDSDFLW\





)RUPRUHLQIRUPDWLRQRQWKH,(62¶VFDSDFLW\DXFWLRQGHYHORSPHQWSODQVVHHVOLGHVDQGRILWV'HYHORSLQJD0DUNHW
5HQHZDO:RUNSODQSUHVHQWDWLRQDYDLODEOHDWKWWSZZZLHVRFDPHGLDILOHVLHVRGRFXPHQWOLEUDU\HQJDJHPHPH
GHYHORSLQJDZRUNSODQSGI"OD HQ
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$YDLODELOLW\2EOLJDWLRQDQG$FWLYDWLRQ&ULWHULD
8QOLNHPHHWLQJWKH0LQLVWU\RI(QHUJ\¶VSROLF\JRDORIXVLQJ'5WRUHGXFHSHDNGHPDQG
SURFXULQJFDSDFLW\GRHVQRWQHFHVVDULO\FRPHZLWKWKHH[SHFWDWLRQWKDWLWZLOOEHXWLOLVHG
UHJXODUO\RUSUHGLFWDEO\7KH,(62PXVWSURFXUHHQRXJKFDSDFLW\WRHQVXUHWKDW2QWDULR¶V
HOHFWULFLW\QHHGVDUHPHWSOXVVRPHDGGLWLRQDOFDSDFLW\WRHQVXUHUHOLDELOLW\2QWKDWEDVLVRQH
ZRXOGH[SHFWWKHUHWREHDSRUWLRQRIFDSDFLW\WKDWLVUDUHO\LIHYHUXVHG6SHFLILFDOO\FDSDFLW\
UHVRXUFHVZLWKKLJKELGVLQWKHHQHUJ\PDUNHWVXFKDVWKRVHSURFXUHGWRGDWHWKURXJKWKH'5
DXFWLRQDUHWKHODVWWREHDFWLYDWHGDQGDUHOLNHO\RQO\QHHGHGRQUDUHRFFDVLRQV)RU'5FDSDFLW\
WREHRIXVHWKHDFWLYDWLRQFULWHULDQHHGVWRUHVXOWLQFRQVXPSWLRQUHGXFWLRQVRQWKRVHLQIUHTXHQW
RFFDVLRQVZKHQWKRVHUHVRXUFHVDUHQHHGHG
$VQRWHGHDUOLHU+'5UHVRXUFHVELGGLQJDWWKHPD[LPXPDOORZDEOHHQHUJ\PDUNHWSULFH RI
DOO+'5UHVRXUFHVWRGDWH ZRXOGQRWKDYHEHHQDFWLYDWHGIURPRQZDUGVUHVRXUFHVELG
DERYH0:KZRXOGQRWKDYHEHHQDFWLYDWHGVLQFH7KHUHKDYHEHHQRFFDVLRQVVLQFH
LQFOXGLQJGXULQJWKHYHU\WLJKWVXSSO\FRQGLWLRQVH[SHULHQFHGGXULQJWKHZLQWHURI
ZKHQ'5DFWLYDWLRQVFRXOGKDYHEHHQEHQHILFLDO7RWKDWHQGWKH3DQHOHQFRXUDJHVWKH,(62WR
DVVHVVZKHWKHUFKDQJHVWRWKHFXUUHQWDYDLODELOLW\REOLJDWLRQVDQGDFWLYDWLRQFULWHULDVKRXOGEH
PDGHLQRUGHUWRIDFLOLWDWHDFWLYDWLRQVZKHQQHHGHG
7HFKQRORJ\6SHFLILF3URFXUHPHQW
,QWHUPVRIVDWLVI\LQJWKHQHHGIRUFDSDFLW\FDSDFLW\IURP'5LVQRGLIIHUHQWWKDQFDSDFLW\IURP
RWKHUUHVRXUFHVVXFKDVJDVILUHGJHQHUDWRUV*LYHQWKHVXEVWLWXWDELOLW\RIFDSDFLW\IURPGLIIHUHQW
WHFKQRORJLHVWKHSURFXUHPHQWSURFHVVVKRXOGEHWHFKQRORJ\QHXWUDOQRWIDYRXULQJRQH
WHFKQRORJ\RYHUDQRWKHU7HFKQRORJLFDOQHXWUDOLW\DOORZVWKHSURFXUHPHQWPHFKDQLVPWRVHOHFW
WKHORZHVWFRVWFDSDFLW\QRPDWWHUWKHUHVRXUFHW\SH,QRUGHUIRUWKHSURFXUHPHQWPHFKDQLVPWR
EHWHFKQRORJLFDOO\QHXWUDOLWPXVWSHUPLWDOOUHVRXUFHVWRFRPSHWHDJDLQVWRQHDQRWKHUWRVXSSO\
FDSDFLW\DQGSODFHLGHQWLFDOREOLJDWLRQVRQDOOUHVRXUFHVSURFXUHG7KHQHHGIRUWHFKQRORJ\
QHXWUDOSURFXUHPHQWZDVUHFHQWO\VXSSRUWHGE\WKH0LQLVWHURI(QHUJ\*OHQQ7KLEHDXOW





7KH3DQHOILQGVLWLQVWUXFWLYHWKDWRYHUWKHVDPHSHULRGWKHUHZHUHQXPHURXVRWKHU'5SURJUDPVZLWKGLIIHULQJDFWLYDWLRQ
FULWHULDWKDWUHVXOWHGLQDFWLYDWLRQVLQFOXGLQJDFWLYDWLRQVXQGHUWKHSURJUDPWKH'5DXFWLRQLVHIIHFWLYHO\UHSODFLQJ
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8SRQWDNLQJWKLVRIILFH,ZDVLQWHUHVWHGWROHDUQWKDWRXUSUHYLRXVSURFXUHPHQWVZHUH
HVVHQWLDOO\VHJPHQWHGLQWR³WHFKQRORJ\VSHFLILF´DOORWPHQWV,QWKLVGD\DQGDJHZLWKWKH
OHYHORILQQRYDWLRQSDFHRIWHFKQRORJLFDOFKDQJH±DVZHOODVWKHFOHDUEHQHILWWR
UDWHSD\HUVIURPFRPSHWLWLYHO\SURFXUHGUHVRXUFHVLWLVHVVHQWLDOWKDWZHEHJLQPRYLQJ
WRZDUGVPRUH³WHFKQRORJ\DJQRVWLF´SURFXUHPHQWV
7RRRIWHQZHKDYHVRXJKWWRLPSRVHVWULFWUHTXLUHPHQWVRQWKHV\VWHPRSHUDWRU5DWKHU
DVZHVHHNWRXQGHUWDNHIXWXUHSURFXUHPHQWV±ZHVKRXOGEHIRFXVHGRQRXWFRPHVUDWKHU
WKDQFRQWUDFWLQJZLWKVSHFLILFWHFKQRORJLHV0RYLQJWREHFRPHWHFKQRORJ\DJQRVWLFZLOO
SURYLGHQHZRSSRUWXQLWLHVIRULQQRYDWLRQDQGPRGHUQL]DWLRQ:HPXVWXQOHDVKWKH
HOHFWULFLW\VHFWRUDQGRXUV\VWHPRSHUDWRUWRILQGWKHDSSURSULDWHPL[WRIXOILODFDSDFLW\
DXFWLRQZRXOGHQVXUHWKDWUDWHSD\HUVUHFHLYHWKHEHVWSULFHVSRVVLEOH

$OORFDWLQJWKHSUHFLVHPL[RIWHFKQRORJ\W\SHVKDVODUJHO\EHHQDUELWUDU\DQGOHGWR
VXERSWLPDOVLWLQJXQFRPSHWLWLYHSULFHVDQGKHLJKWHQHGFRPPXQLW\FRQFHUQV
7KH'5SROLF\JRDOVHWE\WKH0LQLVWU\RI(QHUJ\LQLVWHFKQRORJ\VSHFLILFDVZDVWKH
,(62¶VFRUUHVSRQGLQJSURFXUHPHQW&XUUHQWO\'5LVWKHRQO\FDSDFLW\SURFXUHGWKURXJKDQ
DXFWLRQSURFHVV%\OLPLWLQJFRPSHWLWLYHSURFXUHPHQWWRRQHUHVRXUFHW\SHWKH,(62LVOLPLWLQJ
LWVDELOLW\WRSURFXUHFDSDFLW\DWOHDVWFRVW)RUWXQDWHO\WKH,(62LVFRQVLGHULQJWKHLQWURGXFWLRQ
RIDWHFKQRORJ\QHXWUDOFDSDFLW\PDUNHWDOORZLQJIRU'5UHVRXUFHVWRFRPSHWHDJDLQVWRWKHU
WHFKQRORJLHVWRSURYLGHFDSDFLW\DWOHDVWFRVWLQWKHIXWXUH
7KH1HHGIRU&DSDFLW\
7KHTXDQWLW\RI'5FDSDFLW\SURFXUHGWKURXJKWKH'5DXFWLRQLVGHWHUPLQHGE\WKHLQWHUVHFWLRQ
RIWKHSDUWLFLSDQWRIIHUHGVXSSO\FXUYHDQGWKH,(62GHWHUPLQHGGHPDQGFXUYH7KHGHPDQG
FXUYHVHWVWKHERXQGVIRUKRZPXFK'5FDSDFLW\ZLOOEHSURFXUHGDWGLIIHUHQWSULFHVLQFOXGLQJ
WKHPD[LPXPTXDQWLW\DWWKHDXFWLRQ¶VORZHVWSULFHDQGWKHPLQLPXPTXDQWLW\DWLWVKLJKHVW
SULFH




6SHHFKGHOLYHUHGE\*OHQQ7KLEHDXOW 0LQLVWHURI(QHUJ\ WRWKH(PSLUH&OXERI&DQDGDRQ1RYHPEHU
&RPPHQWVPDGHE\*OHQQ7KLEHDXOWIROORZLQJKLVVSHHFKWRWKH(FRQRPLF&OXERI&DQDGDRQ)HEUXDU\DVUHSRUWHG
LQWKH*OREHDQG0DLO¶VDUWLFOH2QWDULR/LEHUDOV(\H(OHFWULFLW\0DUNHW2YHUKDXOWR/RZHU5DWHVDYDLODEOHDW
KWWSZZZWKHJOREHDQGPDLOFRPQHZVRQWDULROLEHUDOVH\HHOHFWULFLW\PDUNHWRYHUKDXOWRORZHUUDWHVDUWLFOH
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7KH,(62VHWVWKHSRVLWLRQRIWKHGHPDQGFXUYH LHKRZPXFK'5ZLOOEHERXJKWDWGLIIHUHQW
SULFHV E\VHWWLQJDWDUJHWTXDQWLW\DQGSULFHIRUSURFXULQJ'5FDSDFLW\5HFDOOWKDWSULRUWRWKH
DXFWLRQ'5ZDVSURFXUHGWKURXJKELODWHUDOFRQWUDFWLQJWKRVHOHJDF\FRQWUDFWVH[SLUHDWGLIIHUHQW
WLPHVWKHODVWRIWKHVHH[SLUHVLQ)RUWKHILUVW'5DXFWLRQWKH,(62VHWWKHWDUJHW
TXDQWLW\HTXDOWRWKHFDSDFLW\WKDWZDVH[SLULQJXQGHUWKRVHOHJDF\FRQWUDFWV7KH,(62VHWWKH
WDUJHWSULFHHTXDOWRWKHDJUHHGXSRQSULFHLQWKRVHH[SLULQJFRQWUDFWV,QHIIHFWWKHTXDQWLW\RI
'5SURFXUHGIRUDQGWKHSULFHDWZKLFKLWZDVSURFXUHGZDVODUJHO\GHWHUPLQHGE\PDUNHW
FRQGLWLRQVWKDWSUHYDLOHGZKHQWKRVHOHJDF\FRQWUDFWVZHUHVLJQHG XSZDUGVRIILYH\HDUVSULRULQ
VRPHFDVHV 7KH,(62SODQVWRLQFUHDVH'5FDSDFLW\WDUJHWVLQIXWXUHDXFWLRQVE\SHU\HDU
ZLWKDGGLWLRQDOLQFUHDVHVDVPRUHOHJDF\'5FRQWUDFWVH[SLUH,QWKH3DQHO¶VYLHZWKH
SURFXUHPHQWRIFDSDFLW\IRUIXWXUHSHULRGVVKRXOGQRWEHEDVHGRQDGPLQLVWUDWLYHO\GHWHUPLQHG
JURZWKUDWHVRUWKHYROXPHRIFRQWUDFWH[SLUDWLRQVEXWUDWKHURQDUHDVRQDEOHH[SHFWDWLRQRI
FDSDFLW\QHHGVGXULQJWKHFRPPLWPHQWSHULRG
5HJDUGOHVVRIWKHSURFXUHPHQWPHFKDQLVPWKHGHFLVLRQRQKRZPXFKFDSDFLW\WRSURFXUHLI
DQ\VKRXOGEHGLUHFWO\WLHGWRWKHQHHGIRUFDSDFLW\7KH,(62UHFHQWO\DVVHVVHGWKHORQJWHUP
QHHGIRUFDSDFLW\LQ2QWDULRQRWLQJWKHSURYLQFH¶VVWURQJFDSDFLW\SRVLWLRQLQLWV2QWDULR3RZHU
2XWORRNUHSRUW³2QWDULRZLOOKDYHVXIILFLHQWUHVRXUFHVWRPHHWGHPDQGUHTXLUHPHQWVJHQHUDOO\
RYHUWKHQH[WGHFDGHDFURVVDOO>GHPDQG@RXWORRNV´7KLVDVVHVVPHQWLVFRQVLVWHQWZLWKWKH
,(62¶VPRVWUHFHQWPRQWK2XWORRN,QGHHGHYHQZLWKRXWWKHH[SHFWHGFDSDFLW\
FRQWULEXWLRQVRIUHVRXUFHVSURFXUHGWKURXJKWKH'5DXFWLRQ2QWDULRKDVVXIILFLHQWFDSDFLW\WR




6HHVOLGHRIWKH,(62¶V6HSWHPEHUSUHVHQWDWLRQ8SGDWHRQ7DUJHW&DSDFLW\DQG&RPPLWPHQW3HULRGDYDLODEOHDW
KWWSZZZLHVRFDVHFWRUSDUWLFLSDQWVHQJDJHPHQWLQLWLDWLYHVZRUNLQJJURXSVPHGLDILOHVLHVRGRFXPHQWOLEUDU\ZRUNLQJ
JURXSGHPDQGUHVSRQVH'5:*8SGDWHRQ7DUJHW&DSDFLW\DQG&RPPLWPHQW3HULRGSGI

6HHSDJHRIWKH,(62¶VDSSURYHG0DUNHW5XOH$PHQGPHQW3URSRVDO 055 DYDLODEOHDW
KWWSLHVRFD'RFXPHQWV$PHQGPU05  5 $PHQGPHQW 3URSRVDOYSGI

6HHVOLGHRIWKH2QWDULR3RZHU$XWKRULW\¶V$SULOSUHVHQWDWLRQ'HPDQG5HVSRQVH3URJUDPVLQ2QWDULRDYDLODEOHDW
KWWSZZZLHVRFDVHFWRUSDUWLFLSDQWVHQJDJHPHQWLQLWLDWLYHVZRUNLQJJURXSVPHGLDILOHVLHVRGRFXPHQWOLEUDU\ZRUNLQJ
JURXSGHPDQGUHVSRQVHGUZJ'5:*23$3UHVHQWDWLRQSGI

6HHVOLGHRIWKH,(62¶V6HSWHPEHUSUHVHQWDWLRQ8SGDWHRQ7DUJHW&DSDFLW\DQG&RPPLWPHQW3HULRGDYDLODEOHDW
KWWSZZZLHVRFDVHFWRUSDUWLFLSDQWVHQJDJHPHQWLQLWLDWLYHVZRUNLQJJURXSVPHGLDILOHVLHVRGRFXPHQWOLEUDU\ZRUNLQJ
JURXSGHPDQGUHVSRQVH'5:*8SGDWHRQ7DUJHW&DSDFLW\DQG&RPPLWPHQW3HULRGSGI

6HHSDJHRIWKH,(62¶V2QWDULR3RZHU2XWORRNDYDLODEOHDWKWWSZZZLHVRFD'RFXPHQWV2322QWDULR3ODQQLQJ
2XWORRN6HSWHPEHUSGI

6HHSDJHLLRIWKH,(62¶V0RQWK2XWORRNDYDLODEOHDWKWWSZZZLHVRFDPHGLDILOHVLHVRGRFXPHQWOLEUDU\SODQQLQJ
IRUHFDVWVPRQWKRXWORRNPRQWKRXWORRN VHSSGI

7KH,(62¶VWDUJHWSURFXUHPHQWFDSDFLW\IRUWKH'5DXFWLRQLV0:LQJURZLQJWR0:LQ)RUPRUH
LQIRUPDWLRQVHHWKH,(62¶V6HSWHPEHUSUHVHQWDWLRQ8SGDWHRQ7DUJHW&DSDFLW\DQG&RPPLWPHQW3HULRGDYDLODEOHDW
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PHHWLWVQHHGVIRUPDQ\\HDUV%DVHGRQWKH,(62¶VPRVWDJJUHVVLYHGHPDQGRXWORRN SOXVD
UHVHUYHPDUJLQ DQGZLWKRXWDQ\FRQWULEXWLRQIURPWKH'5DXFWLRQ2QWDULRKDVVXIILFLHQW
FDSDFLW\WRPHHWLWVFDSDFLW\QHHGVXQWLO8QGHUWKHPRVWFRQVHUYDWLYHGHPDQGRXWORRN
2QWDULRKDVVXIILFLHQWFDSDFLW\XQWLO
$FFRUGLQJO\WKH,(62LVSURFXULQJFDSDFLW\WKURXJKWKH'5DXFWLRQDWDWLPHZKHQFDSDFLW\LV
QRWQHHGHG7KLVSURFXUHPHQWFRPHVDWDVLJQLILFDQWFRVWUHVRXUFHVSURFXUHGWKURXJKWKH
DQG'5DXFWLRQVZLOOEHSDLGXSZDUGVRIPLOOLRQLQWRWDO8QGHUWKHPRVWDJJUHVVLYHRI
DVVXPSWLRQVDGGLWLRQDOFDSDFLW\LVQRWQHHGHGXQWLO)RUWXLWRXVO\WKHWHFKQRORJ\QHXWUDO
FDSDFLW\DXFWLRQLQGHYHORSPHQWLVH[SHFWHGWRKDYHLWVILUVWFDSDFLW\DXFWLRQLQWRSURFXUH
FDSDFLW\IRUIXWXUH\HDUV1RWRQO\LVWKHWHFKQRORJ\QHXWUDOFDSDFLW\DXFWLRQDPRUHFRVW
HIIHFWLYHZD\WRSURFXUHFDSDFLW\EXWWKHWLPLQJRILWVLPSOHPHQWDWLRQDOLJQVIDUEHWWHUZLWK
2QWDULR¶VFDSDFLW\QHHGV
,QWKLVUHJDUGLWLVQRWHZRUWK\WKDWYDULRXVRWKHUFDSDFLW\SURFXUHPHQWSURMHFWVKDYHEHHQ
FDQFHOOHGRUVFDOHGEDFNLQUHFHQW\HDUVLQFOXGLQJURXQGWZRRIWKH/DUJH5HQHZDO3URFXUHPHQW
SURFHVVDQGURXQGVILYHDQGVL[RIWKH)HHG,Q7DULIISURJUDP
5HFRPPHQGDWLRQ
7KH,(62VKRXOGUHDVVHVVWKHYDOXHSURYLGHGE\WKHFDSDFLW\SURFXUHGWKURXJKLWV'HPDQG
5HVSRQVHDXFWLRQLQOLJKWRI2QWDULR¶VVXUSOXVFDSDFLW\FRQGLWLRQVDVZHOODVWKHVWDWHG
SUHIHUHQFHRIWKHJRYHUQPHQWDQGWKH,(62 WKURXJKLWV0DUNHW5HQHZDOLQLWLDWLYH IRU
WHFKQRORJ\QHXWUDOSURFXUHPHQWDWOHDVWFRVW


KWWSZZZLHVRFDVHFWRUSDUWLFLSDQWVHQJDJHPHQWLQLWLDWLYHVZRUNLQJJURXSVPHGLDILOHVLHVRGRFXPHQWOLEUDU\ZRUNLQJ
JURXSGHPDQGUHVSRQVH'5:*8SGDWHRQ7DUJHW&DSDFLW\DQG&RPPLWPHQW3HULRGSGI

6HHVOLGHRIWKH%UDWWOH*URXS¶V'HFHPEHUSUHVHQWDWLRQ,(620DUNHW5HQHZDO%HQHILWV&DVH3UHOLPLQDU\%HQHILWV
&DVH)LQGLQJVDYDLODEOHDWKWWSLHVRFDPHGLDILOHVLHVRGRFXPHQWOLEUDU\HQJDJHPHPHSUHOLPLQDU\
EHQHILWVSGI"OD HQ

$VSDUWRILWVUHDVRQLQJIRULPSOHPHQWLQJWKH'5DXFWLRQWKH,(62VWDWHGWKHDXFWLRQZLOO³3URYLGHDVWDEOHWUDQVLWLRQ>IURP
ELODWHUDO'5FRQWUDFWV@WKDWRIIHUVDOHDUQLQJRSSRUWXQLW\IRU'5SURYLGHUVWREHDEOHWRVXFFHVVIXOO\FRPSHWHLQDIXOOFDSDFLW\
DXFWLRQ´:KLOHWKDWPD\EHWUXHWKDWOHDUQLQJRSSRUWXQLW\FRPHVDWDFRVWWKDWZLOOZHOOH[FHHGPLOOLRQDOOWKHZKLOH
SURYLGLQJOLWWOHEHQHILW)RUPRUHLQIRUPDWLRQRQWKH,(62¶VMXVWLILFDWLRQIRUWKH'5DXFWLRQVHHLWV0DUNHW5XOH$PHQGPHQW
6XEPLVVLRQ 054 DYDLODEOHDWKWWSZZZLHVRFD'RFXPHQWV$PHQGPU054SGI

6HHWKH0LQLVWHURI(QHUJ\¶V/HWWHUWRWKH,(62GDWHG6HSWHPEHUDYDLODEOHDWKWWSZZZLHVRFD
PHGLDILOHVLHVRGRFXPHQWOLEUDU\PLQLVWHULDOGLUHFWLYHVGLUHFWLYHOUSLLHIZVRSSGI"OD HQ

6HHWKH0LQLVWHURI(QHUJ\¶V/HWWHUWRWKH,(62GDWHG'HFHPEHUDYDLODEOHDWKWWSZZZLHVRFD
PHGLDILOHVLHVRGRFXPHQWOLEUDU\PLQLVWHULDOGLUHFWLYHVGLUHFWLYHQXJSGI"OD HQ
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Chapter 1

IESO Responses to Panel Recommendations in Last Monitoring Report

Below are the recommendations made in the Panel’s May 2017 Monitoring Report, and the
IESO’s responses to them.9

Recommendation
Recommendation 3-1
The IESO should take steps to ensure that
dispatchable loads are only compensated for the
amount of operating reserve they were capable
of providing in real-time. More fundamentally,
the IESO should explore options for ensuring
unavailable OR is not scheduled in the first
instance.

Recommendation 3-2
The IESO should revise the methodology used to
set the intertie failure charge to include the
congestion rents that an intertie trader avoids
when it fails a scheduled transaction for reasons
within its control.

IESO Response
The IESO agrees that market participants should not be
compensated for services that they are unable to provide. The
Market Rules require all market participants, including dispatchable
loads, to maintain accurate dispatch data and respond to IESO
dispatch instructions for both energy and operating reserve. The
IESO will assess what remedies are available to respond to the
Panel's recommendation in 2017. These remedies could include but
are not limited to changes to market design through Market Rules or
investigations of non-compliance.
The IESO agrees with the Panel's recommendation on intertie
transaction failures; an intertie trader should not benefit by avoiding
congestion rents when failing intertie transactions for reasons within
its own control. Market Rules are in place that allow for the
recovery of congestion rents that have been avoided, or
Transmission Rights payments, when the intertie trader fails its
transactions for illegitimate reasons. The IESO will consider the
structure of intertie failure charges in 2017 and determine an
appropriate avenue to address the issue identified by the Panel.

9

See the May 30, 2017 letter from Bruce Campbell, then President and CEO of the IESO, to Rosemarie Leclair, Chair and CEO
of the Ontario Energy Board, available at: https://www.oeb.ca/sites/default/files/IESO-Reply-to-OEB-MSP-Report-20170530.pdf
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Recommendation 4-1
a) The IESO should revise the manner in
which it allocates disbursements from
the Transmission Rights Clearing
Account such that disbursements are
proportionate to transmission service
charges paid over the relevant accrual
period.
b) The IESO should not disburse any
further funds from the Transmission
Rights Clearing Account until such
time that Recommendation 4-1(A) has
been addressed.

Recommendation 4-2
The IESO should reassess the value provided by
the capacity procured through its Demand
Response auction in light of Ontario’s surplus
capacity conditions, as well as the stated
preference of the government and the IESO
(through its Market Renewal initiative) for
technology-neutral procurement at least cost.

Chapter 1

The current disbursement methodology of the Transmission Rights
Clearing Account is to allocate disbursements to both internal and
external loads based upon their share of demand. In 2017 the IESO
will initiate a review of the disbursement allocation methodology to
ensure it is both consistent with the intent and purpose of the
Transmission Rights Clearing Account, and is aligned with current
market and system needs. The outcome of the review, which will be
completed and communicated to the Panel by the end of 2017, could
also inform the Transmission Rights discussions that will take place
as part of the IESO's Market Renewal Program. Given that the
allocation method is Market-Rule based, the outcome of the review
will also inform whether changes to the Market Rule are required.
Meanwhile, until the review of the disbursement allocation
methodology is completed, the IESO will continue with the semiannual disbursements, as directed by the IESO Board and as detailed
in Market Manual 5.5: Physical Markets Settlement Statements.
The IESO was assigned responsibility for developing Demand
Response (DR) in Ontario in 2013 with a mandate to develop DR to
meet system and policy objectives in the short and longer term.
Since that time, the IESO has developed a comprehensive work plan
to ensure contracted resources are integrated cost effectively into the
market. As a result of these initiatives, the annual cost of
maintaining DR has dropped by almost 30%, while participation has
increased significantly and new innovative approaches are
continuing to emerge.
In the short term, DR is contributing to the reliability of the Ontario
grid as an integrated resource that is dispatched when it is economic
relative to other resources. Over the longer term, the IESO agrees
with the MSP that a technology-neutral capacity auction is a more
cost effective way to procure capacity. The IESO has launched a
stakeholder engagement to design such a mechanism as part of the
Market Renewal Program. The learnings from the DR auction will
help inform the design of a future incremental capacity auction and
demonstrate how such a mechanism could work in Ontario.
The IESO is also working together with stakeholders through the
DR Working Group (DRWG). The IESO and the DRWG are
committed to continuously improving the efficiency of the DR
auction and working together to assess priorities for 2017. The
DRWG work plan includes a number of projects to improve the
efficiency of the DR auction, including a review of how DR is
activated in the market.
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Chapter 1

Panel Commentary on IESO Responses

Recommendations 3-1 and 3-2
With respect to recommendations 3-1 and 3-2, the IESO agreed that action should be taken to
address the inappropriate outcomes identified by the Panel, and committed to assessing potential
solutions in 2017. In both cases, the Panel believes that the optimal solution would be one that
prevents these inappropriate outcomes from arising in the first instance, rather than relying on
after-the-fact payment recoveries or compliance actions.
Recommendation 4-1
The IESO committed to reviewing the current disbursement methodology for the Transmission
Rights Clearing Account (TR Clearing Account) in 2017, to ensure that it is consistent with the
intent and purpose of the TR Clearing Account, and aligned with current market and system
needs.
With respect to the Panel’s recommendation that the IESO stop disbursing funds from the TR
Clearing Account until such time as revisions are made to the disbursement methodology, the
IESO indicated that it would proceed with semi-annual disbursements as directed by the IESO
Board of Directors and as detailed in the relevant Market Manual. The IESO has since made an
additional disbursement of $76 million from the TR Clearing Account (in July 2017) using the
existing methodology.10 As a result, $11.3 million has been paid to exporters, $9 million of
which ought in the Panel’s view to have been for the benefit of Ontario ratepayers
Recommendation 4-2
The IESO was not directly responsive to the Panel’s recommendation, as it has not indicated an
intention to reassess the value provided by the capacity procured through its Demand Response
(DR) auction. In the Panel’s view, the IESO is procuring capacity through the DR auction at a
time when additional capacity is not needed. Upwards of $73 million has been paid to demand
response resources through the 2016 and 2017 auctions.

10

See the IESO’s June 1, 2017 News Release, available at: http://www.ieso.ca/en/sector-participants/iesonews/2017/06/transmission-rights-clearing-account-disbursement.
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While the IESO’s response did not address the Panel’s primary concern, it is consulting
stakeholders about potential changes to the DR activation criteria. The changes being considered
could increase the frequency with which DR resources are activated, and better align activations
with system needs.11

11

For more information, see the IESO’s July 18, 2017 presentation entitled Improved Utilization of DR, available at:
http://www.ieso.ca/en/sector-participants/engagement-initiatives/working-groups/demand-response-working-group
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1. INTRODUCTION
This paper was drafted to provide context and research on utilization payments and inform a dialogue on
their possible merits to drive additional, economically efficient, curtailment of loads to meet a variety of
electricity system needs. This discussion paper includes a review of practices in other jurisdictions,
arguments for and against providing a utilization payment to demand response (DR) resources, a
qualitative assessment of the potential impact of utilization payments on the dispatch frequency of DR
resources in Ontario, and a qualitative assessment of the effect of any changes in payment structure on
the wider market. This paper focuses solely on economic (i.e. energy) and reliability (i.e. capacity)
DR that is linked to an organized wholesale power market and the question of economic efficiency
relative to the status quo in Ontario.
There is disagreement about the efficiency and fairness of allowing a single DR resource to capture both
energy (utilization) and capacity (availability) payment streams.1 At the broadest level, proponents of both
payments for load resources argue that calling on a DR resource to curtail provides incremental value to
the power system, and these load reductions should be compensated through utilization payments much
like a generation resource participating in both capacity and energy markets. Opponents argue that the
availability payment adequately compensates a DR resource for providing capacity and that utilization
payments are a form of double payment as the DR provider receives a benefit in terms of its avoided cost
of electricity when it is utilized. This paper will discuss these and other arguments for and against both
availability and utilization payments.
DR has been part of the Ontario electricity system since the early 2000s. Dispatchable load resources
were active in the IESO-administered market since the market open in 2002. In 2007, the IESO (former
OPA) recognized that there was capacity value from demand-side resources and started the DR3
program. DR resources were procured through multi-year standard offer contracts in the DR3 program.
The DR3 program included availability payments and utilization payments. In December 2015, the DR
programs were integrated into the IESO-administered wholesale power market with the advent of the DR
auction.
The DR auction procures DR resources as reliability/capacity resources. Participants offer into two
seasonal DR auctions. Participants who clear the auction are required to be available to the IESO to meet
peak demand. As part of this, they have a requirement to bid into the real-time energy market between a
price floor of $100 and price ceiling of $1999.99 for each business day during the season. A DR resource
is dispatched through the IESO’s security constrained dispatch algorithm and is curtailed when economic
in the seasonal activation window. Availability payments are made to DR resources that clear in the DR
auction regardless of how often they are dispatched to curtail. DR resources participating in the DR
auction do not receive an additional utilization payment when they are dispatched.
For some wholesale customers, the opportunity cost of curtailing load in any individual hour is higher than
the IESO ceiling price. They participate in the market mainly to receive capacity payments. The main
impact of this dynamic is that DR resources in Ontario tend to bid into the energy market at the ceiling
price to minimize their utilization and are seldom called upon to curtail.

1

DR also participates in ancillary service markets in a number of jurisdictions, however, the use of utilization payments in these
markets is widely accepted and outside the scope of this report.

3

It is important to note that Ontario is different from many U.S. jurisdictions in that many of the DR
resources are wholesale market participants or large customers that are exposed to real-time electricity
prices as opposed to retail prices. This means that Ontario DR customers avoid the entire real-time
electricity price when curtailing and are exposed to high price spikes. When DR providers are only
exposed to retail rates as they are in many U.S. jurisdictions, they are unlikely to have the same avoided
cost benefit when curtailing during spikes in prices.
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2. BACKGROUND AND DEFINITIONS
This section outlines four levels of considerations that should be reflected upon when discussing DR
program or market design. The first is the type of DR resource sought. The second is the payment
structure used to compensate the DR resource. The third is the mechanism to establish the payment
level for each of the payment structures. The fourth is the evaluation or decision criteria used to assess
the tradeoffs between different options.

2.1 Types of DR
DR resources are generally categorized into three different classes.
•

Economic / Energy: Economic DR is a commitment to reduce consumption when productive or
convenient. Economic DR resources are typically dispatched based on an hourly bid price.
These resources do not receive availability payments in the jurisdictions reviewed.

•

Reliability / Capacity: Reliability DR is a firm commitment to reduce consumption during times of
scarcity or system contingencies. Reliability DR resources are typically dispatched manually.
These resources receive an availability payment in exchange for being available to curtail.
Ontario is unique, in the sense that reliability DR resources are dispatched through the IESO’s
dispatch algorithm.

•

Ancillary services: Ancillary services DR is the provision, by load, of specialty services that are
essential to the secure operation of the system for example operating reserve and frequency
regulation.

In many jurisdictions resources can participate in more than one of these DR program. For example, in
PJM DR resources can participate in both the economic and reliability DR programs and in Ontario
dispatchable loads which are a type of economic / energy can also participate in the 10-minute and 30minute operating reserve markets.

2.2 Payment Structures
There are two basic payment structures for DR resources. DR resources may be provided with an
availability payment, a utilization payment, or a combination of both.

2

•

Availability payment: A fixed daily, monthly, or annual payment made to DR resources in
exchange for the guarantee that they will be ready to curtail their load when called upon.
Typically, this payment compensates the service provider for the fixed costs associated with
providing the service. In most jurisdictions, including Ontario, availability payments are used for
reliability/capacity DR.

•

Utilization payment: A payment made to DR resources when they are called upon to modify
their load. Payments are typically based on the actual level of curtailment. Utilization payments
that are based on a market price are often referred to as energy payments.2 Utilization payments

Note that in U.S. jurisdictions, utilization payments are almost always tied to the energy market and it is broadly accepted to refer
to them as energy payments. This framework is driven by FERC Order No. 745.
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are generally intended to compensate DR resources for the variable (marginal) costs associated
with providing the service. In most regions, utilization payments are used for DR that provide
economic/energy DR.

2.3 Payment Levels
Payment levels for both availability and utilization payments can be set in several ways. Utilization
payments are typically set administratively, through a pay-as-bid process, or tied to wholesale energy
prices.
•

Administrative Payments: The level of payment is determined by the program or market
administrator and incorporated into the contract with a DR resource or DR program rules. This
type of utilization payment is usually not provided to DR resources participating in the power
markets. For example, in the previous DR3 program in Ontario, resources were paid an
administrative payment ($200/MWh) when they were activated.

•

Pay-As-Bid: The level of payment is determined by each individual DR resource’s bid or offer
price. In some cases, DR resources include a pay-as-bid price in their bids which if activated
they are paid. This is a model used in some jurisdictions where resources receive utilization
payments for reliability DR activation. It can also be used as payment structure for resources
who are activated through a DR program rather than through participation in power markets.

•

Wholesale Energy Price: The level of payment is determined by the market clearing price in a
wholesale energy market. In 2011, FERC Order No. 745 stipulated that DR resources
participating in organized wholesale energy markets should receive a utilization payment equal to
the Locational Marginal Price (LMP). The LMP reflects the value of energy at the specific location
and time it is delivered. A more detailed description of the FERC Order and associated
arguments has been included in Appendix B.

•

Modified Wholesale Energy Price: An alternative to the market clearing price, resources may
receive is an adjusted market clearing price, where the market clearing price is modified by some
factor. An example of a modified wholesale energy price payment is LMP-G which is the market
clearing price minus the retail price or in call terminology the spot price minus the strike price.
FERC Commissioner Moeller in his dissenting opinion in Order No. 745 argued that paying LMP
results in DR resources being overcompensated by the amount of the retail generation rate and
paid more than a generator would in providing energy. He argued for a modified rate of LMP
minus the retail generation rate.3

2.4 Evaluation Considerations
Compensating DR resources that provide capacity through availability payments is broadly accepted.
However, there is significant disagreement on whether DR resources should receive a utilization payment
when they are curtailed. Historically, utilization payments have not had a large impact on DR participation

3

http://www.bostonpacific.com/back-basics-demand-response-compensation/
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levels (i.e. the amount of DR registered or contracted) or activation levels (i.e. how often it is curtailed).
However, new technologies such as energy storage and the improving economics of distributed energy
resources present an opportunity for additional DR participation and the payment structure for these types
of DR resources needs to be considered more thoroughly.
There are many different criteria that can be used to evaluate trade-offs between payment structure and
payment level decisions.
•

Economic Efficiency: The efficiency of a power market is frequently evaluated using three
concepts of efficiency.
Productive efficiency (also called technical efficiency) occurs at a specific point in time
if a given level of output is produced with the least amount of inputs. The Ontario
electricity market achieves productive efficiency if the least cost resources are
dispatched to meet demand.
Allocative efficiency occurs at a specific point in time if resources are allocated in a way
that maximizes the gains from trade or the net benefit attained through their use. This
occurs when the social marginal benefit of the last unit produced equals its social
marginal cost. In the wholesale market, the social marginal cost would include, for
example, the marginal cost to produce the energy plus the marginal cost of emissions.
In the Ontario market, allocative efficiency is largely about getting the price right for
consumers so that they can make efficient consumption decisions.
Dynamic efficiency is concerned more with the pace of investment and innovation in a
market. It involves efficient technology choice and timely and efficient capacity
investment decisions both on the supply side and the demand side of the industry. In
the Ontario electricity market, this would include ensuring we have the efficient supply
mix, both at the transmission and distribution level given our demand profile, and that
consumers are making the right investments in the technologies needed to manage
their consumption.4

•

Consumer Benefits: Consumers are responsible for most if not all of the costs of the electricity
system. Changes to power markets are sometimes evaluated based on the impact the changes
will have on the cost to consumers.
With utilization payments, DR resources would have an incentive to bid values lower than the
ceiling price into the energy market as they would receive payment whenever they are activated.
This may lead to reduced wholesale energy prices if DR resources are bidding lower than
traditional generation. The merit of utilization payments may be evaluated based on their ability to
reduce cost to consumers.

•

4

Level of Participation or Activation: Another consideration that is relevant for DR is the level of
participation or the level of activation. The level of participation refers to the amount of DR,
typically measured in megawatts, that is registered or contracted. In certain circumstances, the
level of participation can be used as a proxy for the level of competition. The level of activation

Charles River Associates. How to put Ontario’s power market on a faster track to economic efficiency. October 2016.
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refers to the amount of DR that is activated, typically measured in megawatt-hours, over a
defined period.
With utilization payments, more DR resources may participate in the market. If more resources
are participating in the market the competition is likely to be greater which would like to lower
costs. The merit of utilization payments may be evaluated based on their ability to increase the
amount of DR participating in the market.
•

Fairness: Another potential consideration is fairness or consistency. In the context of DR,
fairness typically refers to how traditional generation resources are compensated relative to
demand-side resources.
DR resources are bidding into the market alongside generation. In the case that they are
dispatched rather than generators one could argue that they should be compensated in the same
way as the generators.

•

Materiality: A final consideration is materiality. The materiality of the impact of changes to
payment structures and payment levels can be a consideration.
When examining the merit of introducing utilization payments any potential impacts should also
be examined by evaluating how significant their impacts. For example, introducing utilization
payments may increase participation in the market but this impact may not be significant enough
to make any impact on consumer costs.

As a point of consideration, in FERC Order No. 745, the commission ultimately determined that
fairness/consistency and materiality outweighed economic efficiency5.

5

See Appendix for more detail on FERC 745
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3. ECONOMIC EFFICIENCY ARGUMENTS
This section presents the arguments for and against providing utilization payments to DR resources.

3.1 Against Activation Payments in Ontario
3.1.1 Wholesale Price Efficiency
The argument is as follows. Real-time wholesale energy prices are an efficient price signal because they
match supply and demand based on bids and offers on a minute-by-minute, hour-by-hour basis.
When price responsive loads are exposed to real-time wholesale electricity prices they assess whether it
is more cost effective for them to operate or curtail based on the real-time price signal. During high-price
events a customer can choose to curtail and save the cost of electricity. This provides an economically
efficient incentive to reduce consumption when prices are higher than a customer is willing to pay.
For example, large industrial customers such as pulp and paper pay for electricity based on the wholesale
electricity price. These customers can determine on an on-going basis if it is more economically efficient
for them to continue operating and producing pulp and paper given the required input costs of electricity
than it would be to stop production leading to loss of production revenues but savings in electricity costs.
Considerations for Ontario: This argument only applies to loads that receive the wholesale energy price.
Many large commercial and industrial customers in Ontario are already exposed to wholesale energy
prices. These customers are already price responsive. They can determine based on real-time energy
prices if it is more cost effective from them to operate or to curtail. These customers would not need an
additional payment to be incented to curtail when they are needed by the system. There are some
customers in Ontario who are not exposed to the wholesale electricity price. These customers are not
exposed to price spikes that occur in the wholesale electricity prices. Since they aren’t exposed to the
price spikes they are not receiving the signal to curtail when needed by the system. The wholesale price
efficiency argument is not relevant in those cases. In Ontario, 58% of the total load is exposed to the
market price6.

3.1.2 Disproportional Benefits
The argument is as follows. Providing a utilization payment compensates a DR resource
disproportionally relative to a supply resource, because the DR resource did not incur a cost associated
with the production of electricity. Under this argument, a DR resource should be treated as if it had first
purchased the power it wishes to resell to the market.
This argument is based on a premise that a megawatt of electricity curtailed (negawatt) is not
economically equivalent to producing a megawatt of electricity. This was the argument put forward by a
group of economists in support of the Electric Power Supply Association’s petition to US Court of Appeals

6

http://www.ieso.ca/-/media/files/ieso/document-library/engage/ssm/ssm-20170817-presentation.pdf?la=en
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to overturn FERC Order No. 745.7 This argument was supported by FERC Commissioner Philip D.
Moeller, who argued that paying demand response resources full LMP overcompensates those resources
because in addition to any incentive payments received, those resources also receive the benefit of not
paying the cost of retail energy consumption that they otherwise would have incurred8.
The underlying factor of this argument is the claim that DR is not a resource in the same way that
generation is. A generating resource is providing a product and is paid for that. Opponents of DR
utilization payments argue that since DR does not own the power they are not consuming, they should
not be paid additionally for not consuming it. Despite this argument, FERC’s final 745 ruling9 was based
on the premise that negawatts and megawatts are functionally and economically equivalent.
Considerations for Ontario: This argument is based on a premise that a megawatt of electricity curtailed
(negawatt) is not equivalent to a megawatt of electricity. The argument assumes the cost of curtailment
(or the value of lost load) for a DR resource is immaterial. Whether the disproportional benefits argument
is considered valid in Ontario depends on whether this premise accepted.

3.1.3 Harm to Other Suppliers
The argument is as follows. Utilization payments can lead to greater levels of activation that put
downward pressure on wholesale energy prices and negatively impact the profitability of other supply
resources.
While initially a benefit to consumers, the argument is that this practice has the potential to harm suppliers
in the long term to a point where existing or new generators, required to maintain system reliability, are
not able to operate economically. This argument is based on the concept of dynamic efficiency.
The argument is that if more DR resources bid into the market at prices lower than traditional generation
they will be dispatched rather than the generation. This is because the more demand response that sees
and responds to higher market prices, the greater the competition, and the more downward pressure it
places on generator bidding strategies by increasing the risk to a supplier that it will not be dispatched if it
bids a price that is too high. This may make it difficult for the generators to recover their costs and
ultimately to continue operating. In practice, the impact of providing a utilization payment has not been
significant enough to affect generators ability to recover their costs.
Some FERC 745 commenters assert that a power system can function solely and reliably on generating
plants and without any reliance on demand response, while the system cannot rely exclusively on
demand response because demand response by itself cannot keep the lights on10.
Considerations for Ontario: To have a material impact on energy prices, utilization payments would have
to result in a considerable increase in activation. Also, under the current market structure in Ontario, most
generators are under contract or receive regulated rates and hence have a high degree of revenue or
price certainty.

7

https://sites.hks.harvard.edu/fs/whogan/Economists%20amicus%20brief_061312.pdf
https://www.cleanenergylawreport.com/energy-regulatory/federal-appeals-court-vacates-ferc-order-no-745-on-demand-responsecompensation/
9
https://www.ferc.gov/EventCalendar/Files/20110315105757-RM10-17-000.pdf
10
https://www.ferc.gov/EventCalendar/Files/20110315105757-RM10-17-000.pdf
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3.1.4 Harm to Economy
The argument is as follows. Providing utilization payments may incentivize companies to reduce
production to provide demand reductions into the electricity market. Reducing production would in turn
reduce the supply of goods in the economy that could increase the cost of these goods.
This argument comes back to the concept of allocative efficiency. It relies on the argument that the
wholesale energy price signal is efficient and that introducing a utilization payment will result in inefficient
outcomes.
For example, if a company which is producing widgets is incentivized through utilization payments to
curtail their load and stop producing widgets fewer widgets will be available to buy. This reduced supply
may increase the price of the widgets in the market. In practice, the impact of providing a utilization
payment is not expected to be significant enough to cause a material impact on supply of goods (widgets)
in the market.
Considerations for Ontario: This argument only valid for supply constrained and non-trade exposed
sectors of the economy where prices are set based on local supply and demand. Ontario has a diversified
and open economy that responds effectively to changes in supply.

For Activation Payments in Ontario
3.1.5 More DR Activation Reduces Consumer Costs
The argument is as follows. Utilization payments will increase levels of DR participation and activation in
lieu of more expensive generation resources.
Utilization payments are a way to incentivize higher levels of DR participation and activation. These DR
resources will provide less expensive capacity and energy that in turn will lead to lower consumer costs.
This argument is based on the concept of productive efficiency.
For example, if a utilization payment incents DR resources to bid into the energy market at lower prices
they will likely be activated more often. If the DR resources are bidding lower than the traditional
generation resources the wholesale energy price will be lower. These reduced prices will be passed
through to customers in the form of reduced consumer electricity costs.
Large commercial and industrial customers with a high value of lost load are not likely to change their
bids into the energy market because of utilization payments however smaller commercial or residential
customers who may have a lower value of lost load are likely to bid into the energy market below the
ceiling price. While this will lower energy prices, the impact is not expected to be significant since these
resources do not represent a significant amount of the supply required in Ontario.
Considerations for Ontario: To have a material impact on capacity or energy prices, utilization payments
would have to result in a considerable increase in levels of participation and activation. Under the current
market structure in Ontario, most generators are under contract or receive regulated rates and hence
consumer costs are largely fixed. It is also possible that reduced electricity costs could lead to reduced
manufacturing costs that may be passed along to consumers as reduced cost of goods.
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3.1.6 Disconnect Between Wholesale and Retail Prices
The argument is as follows. There is a disconnect between retail energy prices and wholesale energy
prices. Retail prices don’t reflect the real-time fluctuations in the cost of electricity and hence are
inefficient. DR resources that are exposed to retail prices behave inefficiently because they are not
exposed to the true cost of electricity on a short-term basis. Utilization payments are a way of improving
the economic efficiency of the retail price during high-price events.
Retail rates paid by some consumers are fixed in advance and do not fluctuate during peak periods. Even
when the market price (and the cost) of generating an additional megawatt of electricity during a peak
period is relatively high, retail customers (who typically have unlimited access to supply at a fixed rate) do
not curtail demand in response to the price signal. For that reason, many economists agree that it may be
useful to provide retail consumers with an incentive to avoid using electricity, i.e., to stimulate DR during
peak periods.11 The economically efficient goal should be for resources to reduce their consumption
whenever the value of their consumption is lower than the cost of supplying it. It should be noted that
many of the existing DR resources in Ontario are exposed to real-time wholesale prices. Emerging DR
resources such as aggregated residential or commercial loads are exposed to retail prices as opposed to
wholesale prices. As a result, these resources would benefit from a price signal that would incent them to
curtail in response to wholesale prices.
Considerations for Ontario: This argument is only valid for customers on retail rates who are not exposed
to real-time energy prices. As described previously, many providers of DR in Ontario are already exposed
to wholesale rates.

3.1.7 Fairness/Consistency
The argument is as follows. Generation resources receive a utilization payment in the form of an energy
payment when they produce electricity. DR resources should be treated fairly/consistently and receive a
utilization payment when they curtail electricity.
The argument takes the position that a DR resource and a generation resource providing a megawatt of
electricity for the same period are equivalent and should be compensated equivalently. The principle
behind this argument is that both demand and supply are “electricity resources”. DR has demonstrated
that it can serve as a reliable and economic resource for wholesale markets and integrated resource
plans. It has demonstrated its ability to mitigate market power that can arise in a generation-only market.
This argument was supported by FERC in the FERC 745 ruling 12. The Commission argued that when a
demand response resource has the capability to balance supply and demand as an alternative to a
generation resource, and when dispatching and paying LMP to that demand response resource is shown
to be cost-effective as determined by the net benefits, payment by an RTO or ISO of compensation other
than the LMP is unjust and unreasonable. When these conditions are met, we find that payment of LMP
to these resources will result in just and reasonable rates for ratepayers. FERC indicated that they believe
paying demand response resources the LMP will compensate those resources in a manner that reflects
the marginal value of the resource to each RTO and ISO.

11
12

https://sites.hks.harvard.edu/fs/whogan/Economists%20amicus%20brief_061312.pdf
https://www.ferc.gov/EventCalendar/Files/20110315105757-RM10-17-000.pdf
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The Public Service Electric & Gas Company (PSE&G) argues that a MW of demand response does not
make the same contribution towards system reliability as a MW of generation, because demand response
committed as a capacity resource is only required to perform for a limited number of times over the peak
period.
Considerations for Ontario: This argument is the counter-point to the disproportionate benefits argument.
Whether the equivalence of the product provided by DR and generating resources is accepted is a main
point of contention on utilization payments.

3.1.8 Other Costs Associated with Curtailment
The argument is as follows. For dispatchable loads, electricity is as much an input as an output. The
cost of producing a megawatt of electricity for a load is equal to the value of lost load, which can be
higher than the price cap imposed in most organized wholesale energy markets (in Ontario the price cap
is CAD $2,000 per megawatt-hour).
Another way to think about this argument is that, for a load, the cost of producing electricity in the form of
curtailment is equivalent to the lost revenue and additional costs incurred (i.e. lost profit) associated with
a reduction in production. DR resources have both fixed costs such the initial investment in technology
such as monitoring and controls software to manage and execute DR operational activities and variable
costs, such as labor cost and loss of productivity during the DR activation period. This value may vary
significantly by DR resource. In jurisdictions where utilization payments are provided, activation levels for
DR in the energy market are still relatively low. This suggests that even when provided with a utilization
payment, the lost profit or value of lost load may still be much higher.
Considerations for Ontario: For large commercial and industrial customers, the value of lost load (VOLL)
can be very high, which could result in limited activation of DR resources regardless of whether utilization
payments are offered. Residential customers generally have a lower VOLL ($0/MWh - $17,976/MWh)
than commercial and industrial customers (whose VOLLs range from about $3,000/MWH to
$53,907/MWh)13. Given the sensitivity of VOLL to a variety of specific factors such as customer’s
consumption profile, a region’s macroeconomic and climatic attributes, as well as the types of outage
these ranges these ranges may be different for Ontario.

3.2 Considerations for Ontario
The arguments for and against utilization payments are nuanced and prudent. Responsible stakeholders
can arrive at different conclusions based on preferences for evaluation criteria.
A unique consideration for Ontario is that today, almost all generation resources are compensated under
long-term contract or through regulation that guarantees a certain level of revenue. The economic
efficiency arguments under this current market structure are different than they would be if considering
the future state of the wholesale power market where generation resources are largely compensated
through energy and capacity market revenues. Under the current conditions, more DR activation (as a

13http://www.ercot.com/content/gridinfo/resource/2014/mktanalysis/ERCOT_ValueofLostLoad_LiteratureReviewandMacroeconomic
.pdf
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result of bidding into the market at prices lower than traditional generators) would not actually lead to
reduced costs to consumers since generators have their compensation guaranteed. In the future when if
DR resources compete against generation assets in the capacity market, traditional generators may lose
revenue because of being under bid by DR. This would result in reduced (though likely not significant)
costs to consumers.
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4. WIDER MARKET IMPACTS
Introducing utilization payments for DR can have both direct and indirect impacts on the Ontario electricity
system. It is important to consider both types of impacts, particularly in the context of the proposed
changes associated with Market Renewal.14 This section describes the impact on a qualitative basis.
Additional effort is required to estimate the quantum of the impacts.
The key question is whether the current Ontario framework of only offering availability payments is
sufficient. Considering this:
• Would there be more or different types of DR offered into the market?
• What are the impacts on energy market prices and costs?
• How much and to what extent are other market participants and consumers impacted?
When considering the wider market impacts it is important to keep in mind that if utilization payments do
not significantly change the activation levels of DR than the impact on the energy price will be negligible
and the additional utilization payments will be minimal.

4.1 Direct Impacts
DR resources change their bids into the energy market and are activated more often
With utilization payments, DR resources would have an incentive to bid values lower than the ceiling price
into the energy market as they would receive payment whenever they are activated. Each participating
resource would have to determine the value of consuming electricity relative to their avoided cost plus the
utilization payment and use that to define their bid into the market. The magnitude of this impact depends
on the mix of participating DR resources. Experience in other markets has shown that the impact is likely
to be small for traditional DR providers but as technologies change, expanded capabilities and changing
business models may result in larger impacts on bidding strategies.
Consider DR aggregators who collect multiple residential or small commercial loads (typically air
conditioning) to bid into the energy market. These DR resources have a low value of lost load. If a
utilization payment were provided they are likely to bid into the energy market more frequently and at
lower prices to get activated more often and get additional revenues.
DR participation increases in both the capacity and energy markets
With the additional incentive of utilization payments, there may be increases in the amount of DR that
enters the Ontario system. The magnitude of this impact depends on whether there is a material increase
in revenue for traditional DR or if there are viable new business models that can rely on the changed
incentives.
Some resource types such as aggregated residential or small commercial loads may have a higher initial
cost of DR (such as an incentive cost per customer) but a low value of lost load. If a utilization payment
were provided the economics for this type of customer would be more attractive. That would lead to more
DR resources offering into the capacity market and more DR resources bidding into the energy market at
lower prices. Currently aggregated residential and small commercial load only represents a small amount
of DR participation so this is not expected to have a large impact on participation or activations.
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Market impacts have to be evaluated in the context of a specific payment structure so the impacts in this section assume that
utilization payments are tied to LMP even though there are other utilization payment structures that could be considered.
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However, additional technology improvements are leading to more load being available to aggregators for
DR participation.

4.2 Indirect Impacts
Energy prices, particularly during price spikes, decrease
If the utilization of DR resources increases, there will be downward pressure on energy prices. The
impact depends on whether DR resources change their bids to be below the ceiling price or if there is
significant new entry of DR resources due to the changed incentives. If neither of these conditions is true,
then the impact on energy prices will be minimal.
As noted above, the introduction of utilization payments may attract more DR resources with higher initial
investment but lower value of loss load. This type of resource (e.g. residential AC) is more likely to bid
into the energy market at lower prices which would lead to the DR resource being dispatched rather than
a more expensive traditional generator. The overall impact would be decreased energy prices though
again the impact is not expected to be significant since large C&I customers who represent a significant
amount of DR resources typically have a high value of lost load and are not expected to change their bids
into the energy market.
Capacity prices change
If DR participation in the market increases and it can meet capacity obligations, then there could be
reduced need for other capacity resources. This would put downward pressure on capacity prices.
However, reduced energy prices increase the net revenue requirement of traditional resources and they
would likely increase their offers into the capacity market which could put upward pressure on capacity
prices. The relative impacts of these two dynamics is difficult to estimate.
Considering again aggregated residential or small commercial loads; adding these additional offers into
the capacity market will lead to greater competition. Competition generally leads to lower prices however
it is possible that traditional generation participating in the capacity auction would need to increase their
capacity offers if they anticipated being activated less often and receiving lower revenues through the
energy market.
DR resources receive higher revenues
With an additional source of revenue, DR resources would likely receive higher overall revenues. For
current market participants, even if they do not change offering/bidding strategies, they would add
utilization payments when prices reach the ceiling and they are dispatched. The caveat to the higher
revenues is whether there is a reduction in availability prices that offsets the utilization payments.
DR resource with a high value of lost load are unlikely to receive higher revenues. For these resources
(typically large C&I customers) it would not be economically efficient for them to change their bids in the
energy market even if a utilization payment were provided. For DR resources with lower value of lost load
revenues are expected to increase. These resources would bid into the energy market more frequently
leading to additional revenues collected through utilization payments.
Improved flexibility
With the additional incentive of utilization payments, there may be increases in the amount of DR that
participates in the wholesale market in Ontario. This will lead to additional quick response resources
being available to balance the electricity grid which will support system reliability and address resource
adequacy.
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Activating DR resources rather than traditional supply resources reduce the load on the electricity
distribution system which can increase the life of the system equipment and may lead to deferral of
capacity projects. They also represent an emissions free resource which leads to additional
environmental benefits when these resources are activated rather than traditional supply generators.
System costs change
Each of the indirect dynamics discussed above change the overall system cost. Incremental activation
payments to DR providers would increase costs. Decreases in capacity and energy prices would
decrease costs. It is challenging to estimate the relative magnitude of the impacts.
If utilization payments are added to the system, but the mix and level of DR participation and activation
remains the same, then the overall impact of the change would be minimal. However, if the change
resulted in a large increase in participation and activation then the incentives could be a material
reduction in system costs.
As described above, if additional residential and small commercial customers participate in the DR
auction and then bid into the energy market more often at lower prices they will be activated more often
and at a lower price than traditional generators. This will lead to lower overall system costs.
However, if all resources who participate in the DR auction continue to be large C&I customers with value
of lost load higher than the energy ceiling price, DR resources will likely continue to bid into the energy
market at the market ceiling price and will not be activated any more than they are now. Under this
scenario, no changes in system costs would be expected.
Production Losses
With the additional source of revenue some DR resources may be incented to bid into the energy market
at lower prices leading to more frequent curtailment. This could lead to declines in the domestic
production of other goods, which in turn could change the price of these goods in the economy. These
impacts are expected to be minimal, as jurisdictions that added or increased utilization payments did not
realize a significant increase in the activation levels of DR.
As described above, if a company which is producing widgets is incentivized through utilization payments
to curtail their load and stop producing widgets fewer widgets will be available to buy. This reduced
supply may increase the price of the widgets in the market. In practice, the impact of providing a
utilization payment is not expected to be significant enough to cause a material impact on supply of goods
(widgets) in the market.
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5. SUMMARY OF DR PARTICIPATION IN OTHER JURISDICTIONS
5.1 Jurisdictions with Relevant DR Programs
DR is a common resource in organized wholesale power markets. Navigant reviewed markets that have a
history of DR, ideally within a power market framework. Navigant reviewed the products in each
jurisdiction that are most applicable to Ontario. These include both economic/energy DR and
reliability/capacity DR.
In many jurisdictions, the same DR resource can participate in both an economic/energy and
reliability/capacity programs at the same time, which allows them to collect both availability and utilization
payments. DR can participate in ancillary service markets in many jurisdictions, however, the
requirements for these markets are very specific and the use of utilization payments in these markets is
widely accepted. For this reason, ancillary services DR is not discussed within this section but is covered
in Appendix A, where additional cross-jurisdictional details are provided.
The jurisdictions reviewed were selected to cover diverse geography, payment structures, and payment
levels. Navigant reviewed publicly available documentation for all jurisdictions to understand the DR
resource requirements and payment structures. Interviews were also conducted with contacts at the
PJM, CAISO, ERCOT, AEMO (Australia) and with an expert on the DR auction in South Korea.
Most markets in the US are FERC jurisdictions and because of the recent FERC ruling have a
requirement to provide utilization payments. As a result, Navigant and the IESO identified a need to
examine jurisdictions outside of North America as well. Within the US, PJM was selected since it
represented the most established market for DR participation in power markets. California was selected
to cover innovative ways of incorporating DR into power markets through the DRAM mechanism. New
York was selected as a less mature jurisdiction which also included the types of DR being examined
(economic and reliability). ERCOT was selected as a non-FERC US jurisdiction which represents
alternative compensation mechanisms to FERC jurisdictions. Outside of North America, Navigant and the
IESO worked to identify regions with applicable DR programs (economic and reliability) that are relatively
well established. This led to the identification of Finland (which is a relatively well establish region for DR
participation in the power markets), France (which is also a well-established DR market and has recently
introduced a capacity certificate program), Australia (which has recently gone through a review process
for potential introduction of a DR mechanism that would allow aggregators to bid DR into power markets)
and South Korea (which has very recently added DR participation to the power markets).
Seven of the eight jurisdictions examined have economic DR. Five of the eight jurisdictions have reliability
DR.

5.2 Payment Structures and Levels
5.2.1 Economic DR
Navigant examined the features of economic DR across all jurisdictions. The economic DR products are
like the IESO’s existing DR market structure, in that they bid directly into the wholesale energy market
and are dispatched using the ISOs’ security constrained dispatch algorithm. They differ from the IESO’s
existing DR market structure in that they receive utilization payments for the provision of economic/energy
DR. Economic DR resources do not receive capacity payments in exchange for bidding into the energy
market.
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The jurisdictions reviewed include FERC jurisdictions (California, NYISO and PJM) and non-FERC
jurisdictions (France, Finland, Australia, South Korea). ERCOT does not have an exclusively
economic/energy DR product. In 2011, the FERC in the US ruled that DR resources bidding into the DayAhead and Real-Time energy markets should be paid the full locational marginal price (LMP) like other
generation resources bidding into the markets. This set a requirement for California, NYISO and PJM to
provide utilization payments equivalent to LMP.
All three jurisdictions opposed FERC Order No. 745 and have suggested that LMP minus generation is a
more appropriate payment level. Australia, France, Finland and South Korea are non-FERC jurisdictions.
These jurisdictions provide a utilization payment equal to the wholesale energy price. For the two
jurisdictions where Navigant completed interviews (Australia and South Korea) this incentive level was
reported to have been selected based on consistency, since the DR resources are participating in the
energy market like other supply resources.
Some key features of the payment structures and levels for energy/economic DR are noted below.
1. In all jurisdictions reviewed resources that provide economic/energy DR receive utilization
payments.
2. In jurisdictions that also procure reliability/capacity DR, resources can participate in both (and
receive availability payments for providing reliability DR and utilization payments for providing
economic DR).
3. Participation and activation levels vary considerably by jurisdiction.
o In NYISO no resources have bid into the energy market even though the program is
available to do so. This may indicate that the cost to curtail is higher than the ceiling
price.
4. Some jurisdictions have a floor price for DR bidding into the wholesale energy market. FERC
Order No. 745 set a net benefit price requirement that represents the price at which the benefits
incurred by a reduction in wholesale prices from the economic DR will exceed the cost to pay for
the economic DR. The net benefit price is set as the minimum price at which DR can bid into the
market.
5. The magnitude of the utilization payment has been debated across regions (e.g. wholesale
market clearing price vs. wholesale market clearing price minus cost of generation).
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Jurisdiction

Name of Service

California

Proxy DR

NYISO

Day-Ahead DR Program
(DADRP)

Mid Atlantic
US (PJM)

Economic DR

France

NEBEF Energy Wholesale

Notification Time

Utilization
Payment Levels

Day Ahead (by Wholesale market
3pm) or Real Time
clearing price

Participation

16015 MW

Day-ahead and 2- Wholesale market 0 MW (No bidding
hours prior
clearing price
activity since 2010)
30 minutes

Wholesale market
clearing price

Day ahead or Real Wholesale market
Time
clearing price

2,096 MW in 2017
(decreasing or
stagnant)
600-1000 MW 16

https://www.caiso.com/Documents/2016AnnualReportonMarketIssuesandPerformance.pdf
http://www.smartenergydemand.eu/wp-content/uploads/2015/09/Mapping-Demand-Response-in-Europe-Today-2015.pdf
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Jurisdiction

Name of Service

Notification Time

Utilization
Payment Levels

Participation

Finland

Elspot & Elbas

Day ahead or
Intraday

Wholesale market
clearing price

200-600 MW DayAhead; 0-200 MW
Intraday

South Korea

Load Curtailment

Day Ahead

System Marginal
Price

Unknown

Australia

Economic DR

Day Ahead

Wholesale market
clearing price

Unknown

5.2.2 Reliability DR
Five of the eight jurisdictions examined have reliability DR programs. These programs are like the IESO
DR market structure from the perspective that they provide an availability payment in exchange for the
ability to use DR in a reliability event. In some jurisdictions, reliability resources also receive utilization
payments when activated. They are also able to participate in economic DR programs that can lead to
higher levels of activiation for which they are further compensated with additional utilization payments.
They differ from the IESO DR market structure in that these resources are not also required to bid into the
energy market. They are dispatched administratively by the ISOs.
In addition to the five jurisdictions with reliability DR that is integrated into power markets, France has a
capacity mechanism that acts as a decentralized market which does not interface with the energy market.
Generators and suppliers trade capacity certificates. Capacity certificates come with a right to the
corresponding energy. DR resources are eligible to participate in the capacity mechanism. By trading
capacity certificates, DR resources would be able to collect a payment that would be analogous to an
availability payment. No additional energy payments are received.
DR resources in PJM, NYISO, and South Korea are all able to participate in both economic/energy and
reliability/capacity programs. They are provided an availability payment through the capacity/reliability
program in exchange for being available to be dispatched during a reliability event. They are also paid a
utilization payment when dispatched by clearing the energy market or when dispatched administratively
by the ISO through reliability DR.
California recently introduced a Demand Response Auction Mechanism (DRAM), which is a pay-as-bid
auction of monthly local, system, and flexible capacity for third party offerors. Bidding in the DRAM is
done by the utilities rather than customers themselves. Each utility has a target of DR capacity that they
are required to acquire.
Some key features of the payment structures and levels for reliability/capacity DR are noted below.
1. Resources that are participating in the reliability DR programs receive availability payments for
being available in a reliability event.
2. Resources are dispatched administratively, they are not typically dispatched by the ISOs’ security
constrained economic dispatch algorithm.
3. When activated, reliability DR resources are paid a utilization payment in 4 of the 5 jurisdictions.
4. Resources can participate in both reliability/capacity and economic/energy DR programs. In
theory, this enables higher levels of activation, as DR resources are dispatched when economic
and for reliability reasons. Both reliability and economic dispatch are compensated by utilization
payments.
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5. For NYISO and PJM, participation in the reliability DR programs is significantly higher than
participation in the economic DR programs.17 This suggests that wholesale prices are not high
enough for many customers to be incented to reduce demand and that the availability payment is
a larger driver.
Jurisdiction

Name of Service

Notification
Time

Payment Type & Level

California

DRAM

Day Ahead (by
3pm) or Real
Time

Availability & Utilization
(Wholesale price)

NYISO

Installed Capacity –
Special Case
2 hour and Day
Resource (ICAPAhead
SCR)

Participation
200 MW under
contract for
2018/1918
1,192 MW 201619

Availability & Utilization
(Wholesale price)

Mid Atlantic
US (PJM)

Limited, Extended
Summer, Annual,
Base DR

30 min

Availability & Utilization
(Wholesale price)

Texas ERCOT

ERS or Load
Resources

10 min or 30 min

Availability Payment

South Korea

Capacity DR

1 hour

Availability & Utilization
(Wholesale price)

9,123 MW 201620

896 MW (Oct 17Jan 18)21
3,885 MW 201622

5.3 Motives and Outcomes
DR is playing an expanding role in electricity systems in many jurisdictions. Participation levels vary
across jurisdictions and have been impacted by the magnitude of the availability and utilization payments
available. Anecdotally, jurisdictions with higher wholesale prices have experienced higher levels of DR
activation.
In the jurisdictions reviewed by Navigant, only utilization payments are made to DR resources for
economic/energy DR. Availability payments and utilization payments are made to reliability/capacity DR
resources.
PJM, NYISO, and CAISO are all FERC jurisdictions and are required to follow FERC Order No. 745.
Under this order, FERC requires ISOs to compensate DR when activated with utilization payments equal

17
18

20

This may also be true for South Korea, however, the economic DR participation is not available publicly.
Program is still in pilot phase
19
http://www.nyiso.com/public/webdocs/markets_operations/market_data/demand_response/Demand_Response/Reports_to_FE
RC/2017/NYISO%202016%20Annual%20Report%20on%20Demand%20Response%20Programs_Final.pdf
https://pjm.com/~/media/markets-ops/dsr/2017-demand-response-activity-report.ashx
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http://mis.ercot.com/misapp/GetReports.do?reportTypeId=11465&reportTitle=ERS%20Procurement%20Results&showHTMLVie
w=&mimicKey
South Korea has recently moved from a contract model to market based participation. Not clear how much of the DR is actually
being activated in the energy market.
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to LMP. Proponents of this ruling argued that DR resources should be paid like other supply resources,
since they are providing a similar product and the gains seen through bill reductions only cover a portion
of the variable costs incurred by the DR resources when curtailed. Many of the ISOs in the US argued
that paying the full LMP was overcompensating DR. The ISOs recommended compensating the DR
provider as if it had first purchased the power it wishes to resell to the market.23
PJM indicated during an interview with Navigant that it does not support the full LMP utilization payment,
because it is an implicit subsidy. They noted that the introduction of LMP utilization payments lead to
higher activation levels, though not significantly, leading to an immaterial impact financially. Long term,
PJM wants to revisit the payment structure. ERCOT, which does not have to follow FERC Order No. 745,
elected to not provide utilization payments since DR resource customers are receiving the wholesale
energy price signal.
Following the FERC ruling, jurisdictions experienced higher, though not significantly, DR activation levels.
Following FERC Order No. 745, PJM reported:
• an increase in energy market participation;
• an increase in the amount of energy market activity in the day-ahead market; and
• better performance (actual delivered load reductions closer to amount dispatched in real-time
market or cleared in day-ahead market).
PJM indicated the potential for a significant increase in economic DR activity, since most DR resources
who are registered have not submitted offers into the real-time or day-ahead market and the majority of
emergency DR resources do not participate as an economic DR resource. The average megawatts
settled after FERC Order No. 745, relative to immediately before, grew (approximately 20 MW to over 60
MW). However, the utilization factor for DR in the energy market is still only a very small fraction (~3
percent) of the overall DR capability. Only a small percentage of the DR which is registered is activated
through the energy/economic DR. This suggests that wholesale prices are not high enough for most
customers to be incented to reduce demand.24

23
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http://www.caiso.com/Documents/FinalSupplementalOpiniononEconomicIssuesRaisedbyFERCOrder745.pdf
http://pjm.com/-/media/markets-ops/dsr/20150701-order-745-impact-on-economic-dr.ashx?la=en
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ADDITIONAL JURISDICTIONAL SCAN DETAILS
Navigant reviewed publicly available documentation for each of the jurisdictions selected to determine:
1. What types of DR (economic/energy, capacity/reliability, etc.) does each jurisdiction procure from
loads.
2. The structure (market-based, program-driven, etc.) used to remunerate loads for providing these
services. In particular, to determine whether DR resources are offered utilization payments in
addition to (or instead of) availability payments.
3. Where utilization payments are offered, how those payments are made, e.g., a fixed payment per
event, LMP-based, etc.
Navigant was also able to complete interviews with contacts from 5 jurisdictions (PJM, CAISO, ERCOT,
Australia and South Korea) to discuss the motivations behind providing the incentive types they offer.
The table below provides a summary of the jurisdictional scan findings and is followed by a detailed
description of each jurisdiction.
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Table 1: DR Jurisdictional Scan Summary
Jurisdiction

California

New York (NYISO)

Name of Service

Notification Time

Payment Type

Emergency

Optional Binding Mandatory
Curtailment Program

15 min

Contract payment

Proxy DR

Day Ahead (by 3pm) or
Real Time

Utilization payment

Capacity

System/Flexible/Local DR

Day ahead or Real Time

Capacity & Utilization
payment

Emergency

Emergency DR Program
(EDRP), Installed Capacity
– Special Case Resource
(ICAP-SCR)

2 hour and Day Ahead

Contract payment

Economic

Day-Ahead DR Program
(DADRP)

Day ahead or Real Time

Utilization payment

Day ahead or
Real Time

Spot price for service

Ancillary
services
market

30 min

Availability Payments &
Energy Payments

Real time and
Day Ahead

Day ahead or Real Time

Utilization Payment

Real time
energy markets

Economic

Ancillary

Mid Atlantic US
(PJM)

Bid into
wholesale
markets?

Type of DR

Emergency
Economic

Economic DR
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Real Time and
Day Ahead
DRAM auction
No

Fully Automated, 4 s, 10
Demand Side Ancillary
Services Program (DSASP)
min
Limited, Extended Summer,
Annual, Base DR

No

Jurisdiction

Type of DR

Name of Service

Notification Time

Synchronized reserve,
Frequency regulation

10 min or 30 min

Ancillary

Emergency Response
Service

10 min or 30 min

Load Resource

5 min

Responsive Reserve

Fully automated, 4 s or 10
min depending on service

Emergency

Texas (ERCOT)

Capacity

Ancillary

France

Spot price for service

Ancillary
services
market

Availability Payments

No

Availability Payments

Real time
energy markets

Spot price for service

Ancillary
services
market

Economic

NEBEF Energy Wholesale

Day ahead or Real Time

Utilization (spot price)
payments

Day Ahead and
Intraday

Balancing, Ancillary
Services and
Reserves

Balancing, Ancillary
Services and Reserves

<30 s, < 400 s, 13 min, 30
min depending on service

Availability & Utilization
payments

Ancillary
service
markets

Capacity

Capacity Mechanism

Day Ahead

Decentralized market
which does not interfere
with the energy market

No

Economic

Elspot & Elbas

Day ahead or Real Time

Utilization Payments

Day ahead or
intraday

Ancillary

FCR-N, FCR-D, FRR-A,
Balancing Power market

Automatic, 5 s, 30 s, 2
min, 15 min based on
service provided

Availability &
Utilization Payments

Ancillary
service
markets

Ancillary

Ancillary services

6 s, 1 min, and 5 min
depending on product

Spot price for service

Ancillary
services
market

Finland

Australia

Payment Type

Bid into
wholesale
markets?
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Jurisdiction

Type of DR

Name of Service

Notification Time

Payment Type

Bid into
wholesale
markets?

Economic

Load Curtailment

Day Ahead

Utilization Payment
(System Marginal
Price)

Real time and
day ahead
market

Capacity

Capacity DR

1 hour

Availability &
Utilization Payments

No

South Korea
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A.1 New York (NYISO)
DR programs in NYISO can be broadly classified into two categories, reliability DR and economic DR.
Participants in NYISO can participate in one reliability and one economic DR program in parallel.
Participation in both programs in parallel is most closely aligned to the IESO DR auction. When
participating in both, participants receive an availability payment (through the reliability program) and bid
into the wholesale energy market (through the economic program). Some key differences should be
noted: (1) participants can be activated administratively (because of a reliability event) through the
reliability program (2) participants receive a utilization payment when activated through either the
reliability or economic programs.
Reliability Based Programs: During periods of increased demand, or when the grid is affected by
unplanned events such as inclement weather, the NYISO’s market pays participants in these programs for
load reductions that lessen stress on the electric grid. Program rules unique to the ICAP-SCR program
also enable participants to receive monthly payments (called “capacity payments”) based on the obligated
level of load reduction (i.e., the committed level of load reduction at the facility when the NYISO requests
that participants reduce load). There are two reliability based program available:
• Installed Capacity – Special Case Resource (ICAP-SCR) program
• Emergency DR Program (EDRP) program
Economic Based programs: These programs provide participants the opportunity to offer load reduction
into New York’s electricity markets in response to high electricity prices. Day-Ahead DR Program
(DADRP) participants submit to the NYISO an “energy offer” to reduce consumption at the price the
participants determine. Similarly, Demand Side Ancillary Services Program (DSASP) participants submit
“reserves” and/or “regulation” service offers to the NYISO. If the offer is accepted and scheduled by the
NYISO, DSASP participants are eligible to receive market payments based upon actual performance.
Table 2: NYISO Capacity and Energy Market Summary
Category

Capacity Market

Energy Market

Program Period

Annual (can bid seasonally or
monthly)

Annual (bid at will)

Event Windows

Anytime

Based on bidding and clearing

Dispatch Limits

4 hours

Based on bidding and clearing

Notification Time

Day-ahead and 2-hours prior

Day-Ahead or Real-Time,
based on bidding and clearing

Curtailment Limits

None

Based on bidding and clearing

Tests

1 per season (Summer and
Winter)

N/A

Enrollment Deadlines

Monthly

Daily bidding

Payments

Monthly

Monthly

Minimum Size

100 kW

1 MW
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Category

Capacity Market

Energy Market

Metering Requirements

1 hour

1 hour

Baselines

Average Coincident Load
(highest 20 hours of load in the
system 40 peak hours)

Customer Baseline: High 5 of
10 days

Source: Navigant Research and NYISO website

The Installed Capacity (ICAP) Special Case Resources (SCR) program provides financial incentives for
electricity consumers larger than 100 kW to reduce their electricity use or operate on-site generation during
periods of electricity reserve shortage. NYISO provides 2-hour notice of curtailment events as well as dayahead advisories. Participants receive two separate payment streams: a capacity payment based on their
committed load reduction and energy payments for their actual load reductions during curtailment
events. Participants face non-compliance penalties if they do not curtail their committed amount when
called by NYISO. Individual customers must participate through an authorized Responsible Interface Party
(RIP) who coordinates transactions with NYISO, and cannot commit the same resources in both the
Emergency DR program and the SCR program.

Figure 1: Summer 2016 EDRP Enrollment

Source: NYISO’s Semi-Annual Report to FERC (June 1, 2016)

Payment: Monthly Capacity payments are based on sales made through ICAP auctions or bilateral
contracts. The energy payments are based on performance in events & tests; Locational Based Marginal
Pricing (LBMP) with daily guarantee of strike price recovery.
The Emergency DR Program (EDRP) provides financial incentives for electricity users to voluntarily
reduce consumption and/or operate on-site generation during periods of electricity reserve shortage in New
York. NYISO typically provides 2-hour notice of curtailment events as well as day-ahead advisories
(although in some cases immediate deployment is requested). Participants receive the higher of
$500/MWh or the real-time zonal Locational Based Marginal Price (LBMP) for their curtailments.
Participation in any curtailment event is voluntary, and there are no penalties for non-performance.
Individual customers can either participate directly in EDRP (if their load reduction is at least 100 kW) or
through an authorized curtailment service provider (CSP), such as a utility, energy service company, or
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curtailment customer aggregator. Customers cannot participate in both the Emergency DR Program and
the Installed Capacity Special Case Resources (SCR) program (see above). EDRP and SCR are
dispatched separately by NYISO, with SCR resources dispatched first, and EDRP customers called only if
additional resources are needed.
Payment: The energy payments are based on measured energy reduction during an event, with a
minimum rate of $500/MWh or the actual LBMP, if higher.

Figure 2: Historical Program Growth SCR and EDRP

Source: NYISO’s Semi-Annual Report to FERC (January 12, 2016)

Table 3: NYISO EDRP & SCR Events and Payments
Summer

#Resources and
Registered MW

Events

Avg Hourly
Response

Energy
Payments

Avg.
payment per
MWh

2009

4,067
2,384 MW

No events

N/A

N/A

N/A

2010

4,386
2,498 MW

31 hours
downstate
19 hours TDRP,
plus
12 ICAP/SCR &
EDRP

1.85 MW (TDRP)

$1.09 million

$500

11 hours
downstate
5 hours Upstate

7/21/11: 414 MW
7/22/11: 1065.2
MW

$3.8 million

$500

2011

5,807
2,173 MW

178.1 MW
(ICAP/SCR &
EDRP Energy)
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Summer
2012

#Resources and
Registered MW
5,032
1,888 MW

Avg Hourly
Response

Energy
Payments

Avg.
payment per
MWh

39 hours
Downstate
including 9 hours
TDRP, 30 hours
ICAP/SCR &
EDRP, 20 hours
Upstate
ICAP/SCR &
EDRP

3.6 MW (TDRP)

$5.9 million

$514

Events

1196 MW (June
21 Statewide
ICAP/SCR &
EDRP)

2013

4,495
1,270 MW

27 hours
Downstate
10 hours Upstate

915.2 MW (July
19 Statewide
ICAP/SCR &
EDRP)

$6.9 million

$524

2014

3,704
900 MW

6 hours
Statewide

236.2 MW (Jan 7
ICAP/SCR &
EDRP)

$346,356

$509

2015

3,896
1,325 MW

No events

N/A

N/A

N/A

Source: NYISO website

The Day Ahead DR Program (DADRP) provides electricity users with the opportunity to bid load
reductions into New York’s day-ahead wholesale electricity market, where their bids compete with
generators’ offers to meet the state’s electricity demand. At their discretion, customers can submit load
reduction bids on a day-ahead basis by indicating the load reduction amount, price (between $50 and
$1,000 per MWh), and time period. If the customer’s bid is accepted and the customer fully curtails, they
receive payment for their accepted bid, based on the greater of the bid price or the day-ahead LBMP.
If the customer fails to fully curtail, they will pay the higher of the day-ahead price (LBMP) or the real-time
price for the amount of incomplete scheduled load reduction. Individual customers can either participate
directly in DADRP if their load reduction is at least 1 MW, or through an authorized curtailment service
provider, such as a utility, energy service company, or a curtailment customer aggregator. Most of these
providers require a customer to be able to reduce load by at least 100 kW in each hour. Unlike in the
EDRP and SCR programs, standby generators are not eligible for participation. Day-ahead participants
can also be registered in EDRP.
DADRP enrollment has been static for several years and enrolled resources have not submitted demand
reduction offers for more than four years. DADRP enrollment remained unchanged since the January
2016 Report.
Payment: The incentive payment is the product of Day-Ahead LBMP (wholesale market clearing price)
and the lesser of actual or Day-Ahead scheduled load reduction. The curtailment initiation can be paid on
a daily basis, if applicable. Some program providers allow customers to bid both a price for each hour’s
load reduction bid and an additional amount, called the curtailment initiation cost (CIC). The CIC places a
floor on the total payment received if the bid is accepted.
NYISO also offers a Demand-Side Ancillary Services Program (DSASP), through which loads can
provide 10- and 30-minute non-spinning operating reserves. To participate, registered demand-side
resources submit availability bids to the day-ahead market. If these bids are accepted, the demand-side
customer is paid the market clearing price for that level of reserves (e.g., 10- or 30-minute). In return, the
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customer must comply with load reduction signals from NYISO. If the resource is asked to actually reduce
demand in real time, it will also be paid the real-time market price for energy. If the customer changes its
operating reserve offer in real time, the difference between this and the day-ahead reserve amount is
financially settled at the real-time operating reserve price. A demand-side resource cannot offer the same
capacity in the DADRP and DSASP on the same day.
For DSASP, participants have to get modeled in the NYISO system model and the undergo testing before
being allowed to participate. Historical participation is low, around 150 MW.
Payment: Resources are paid marginal clearing prices for Ancillary Service product scheduled. This price
is based on auction clearing price which is dependent on location and the product.

A.2 PJM
PJM’s DR opportunities enable retail electricity consumers to earn a revenue stream for reducing
electricity consumption when either wholesale prices are high or the reliability of the electric grid is
threatened. DR participation is broken in two broad classifications, economic and emergency. An
electricity consumer may participate in either or both depending on the circumstances. In the PJM region,
DR has accounted for as much ~10% of the total.
Similar to NY, resources in PJM territory can participate in both the economic and emergency programs in
parallel. The emergency program provides an availability payment and if activated (either administratively
through the emergency program or based on wholesale price in the economic program) they receive a
utilization payment.
Figure 3: PJM Historical and Projected DR volume
12,000

Cleared

Actual

Forecast

10,000

MW

8,000

6,000

4,000

2,000

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Source: PJM data and Navigant estimates

Pre-Emergency and Emergency DR primarily represents a mandatory commitment (referred to as Load
Management Resources AND Demand Resources (DR)) to reduce load or only consume electricity up to
a certain level when PJM needs assistance to maintain reliability under supply shortage or expected
emergency operations conditions. This is considered a mandatory commitment to which penalties are
applied for noncompliance. The Curtailment service provider’s (CSP) resources must be available to
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respond to PJM’s request to reduce load where the availability depends on the product selected by the
CSP as follows:
• Limited DR (only available through 17/18 Delivery Year) – resource is available for up to 10
weekdays from June through September, where each request may be up to six hours in duration.
• Extended Summer DR (only available through 17/18 Delivery Year) – resources are available for
all days from May through October, where each request may be up to ten hours in duration
• Annual DR – resources is available for all days from June through May of following year, where
each request may be up to 15 hours in duration
• Base DR (only available for 18/19 and 19/20 Delivery Years) – resource is available for all days
from June through September, where each request may be up to ten hours in duration
Table 4: PJM Capacity Market DR
Category

Current

Capacity Performance

Program Period

Summer (June-September)

Annual

Event Windows

12-8 PM

May-Oct: 10 am-10 pm; Nov-Apr: 6
am-9 pm

Dispatch Limits

6 hours per event

None

Notification Time

30 minutes

30 minutes

Curtailment Limits

10 events

None

Tests

1 per year

1 per year

Enrollment Deadlines

May each year

May each year

Payments

Monthly

Monthly

Minimum Size

100 kW

100 kW

Metering Requirements

1-hour interval meter

1-hour interval meter

Baselines

Firm Service Level using
Peak Load Contribution

Firm Service Level using Peak
Load Contribution (Summer and
Winter)

Source: PJM Website and Navigant Research

As of 2017, PJM will only procure Annual Capacity performance products. PJM considers these
resources like a generator and fully expects them to perform at the time when the grid most needs it to
avoid brownouts and/or rolling blackouts within the PJM service territory. The CSP is responsible for
managing their portfolio of customers to meet their obligations and avoid creating an operational problem
on the grid and/or receiving financial penalties.
The revenue stream derived from participation is largely driven by the “Capacity” market as defined under
the Reliability Pricing Model (RPM). The revenue earned is a function of the relevant price and the load
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reduction commitment. The resource is paid to be “available” during expected emergency conditions on a
monthly basis for a commitment that is made for one year, which starts on June 1 and ends on May 31 of
the following year.
Emergency DR (Load Management) Event Penalties are assessed by curtailment service providers and
distributed, as a bonus, to resources that perform above expectations, based on the ratio of the relevant
resource’s bonus performance level to the total bonus performance from all resources over the same
Performance Assessment Hour.
Economic DR primarily represents a voluntary commitment to reduce load in the energy market when the
wholesale price is higher than the published monthly PJM net benefits price. The net benefit price
represents the price at which the benefits incurred by a reduction in wholesale prices from the economic
DR will exceed the cost to pay for the economic DR. The economic DR will be used to displace a
generation resource and PJM expect the resource to perform and will assess deviation charges if the
amount of load reductions realized is significantly different than the amount of load reductions dispatched
by PJM.
An economic DR resource may also provide Ancillary Services to the wholesale market with the
appropriate infrastructure and qualification by PJM. There are three Ancillary Services markets in which
economic DR resources may participate: Synchronized Reserves (the ability to reduce electricity
consumption within 10 minutes of PJM dispatch), Day-Ahead Scheduling Reserves (the ability to reduce
electricity consumption within 30 minutes of PJM dispatch) and Regulation (the ability to follow PJM’s
regulation and frequency response signal). Participation in the market is voluntary; however, if a resource
clears, performance is mandatory. PJM fully expects the CSP to perform to maintain system reliability.
Currently, there are several electricity customers that provide synchronized reserves into the wholesale
market.
Table 5: PJM Energy Market DR
Category

Description

Program Period

Annual (bid at will)

Event Windows

Based on bidding and
clearing

Dispatch Limits

Based on bidding and
clearing

Notification Time

Day-Ahead or Real-Time,
based on bidding and
clearing

Curtailment Limits

Based on bidding and
clearing

Tests

N/A

Enrollment Deadlines

Daily bidding

Payments

Monthly
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Category

Description

Minimum Size

100 kW

Metering Requirements

1 hour

Baselines

Customer Baseline: High 4
of 5 days

Sources: Navigant Research

A.3 California (CAISO)
California is going through a period of transition in their DR market. Utilities run DR programs in
California25 through bilateral contracts with customers and DR aggregators and DR Auction Mechanism
(DRAM). In the future, DR will be allowed to participate directly in CAISO markets. The DRAM in
California or the Proxy DR is most closely aligned with the DR auction in Ontario since this program will
involve bidding DR resources directly into the market. However, in the DRAM, the bidding will be done by
the utilities rather than the customers themselves. Each utility has a target of DR capacity that they are
required to acquire. Since CAISO is a FERC jurisdiction, customers are paid full LMP based on energy
bid into the market.
As part of an effort to replace utility DR programs into demand- and supply-side resources and then
integrate DR resources into the California Independent System Operator’s (CAISO) markets by 2018, the
California PUC established a DR Auction Mechanism (DRAM) pilot for third parties to provide DR
outside of utility programs. During the pilot, the IOUs and third parties offer portions of their own DR
portfolios into the CAISO market.
It is a pay-as-bid auction of monthly local, system, and flexible capacity for Offerors to bid directly in the
California Independent Operator System (“CAISO”) market. Offerors must bid directly into the CAISO
energy market and any resulting revenues or liabilities allocated solely to the Offeror.
•

System Capacity: IOU‐wide, can be bid into CAISO market. Must bid per CAISO must‐offer
obligation in day ahead and/or real‐time market.

•

Local Capacity: Must be located in Local Capacity Areas (LCAs). For SCE, covers the LA Basin
and Big Creek/Ventura Substations; for PGE, Local Capacity Product must be within one of
PG&E’s seven LCAs; SDG&E, entire service area. Same must‐offer obligation (MOO) as System.

•

Flexible Capacity: Bids in to Day Ahead and Real Time Energy market, able to ramp and sustain
energy output for a minimum of three hours, must be a PDR resource. Addresses variability and
unpredictability created by intermittent resources. Must bid per CAISO must‐offer obligation for
flexible resources.

Offeror’s DR resource shall be comprised of a Proxy Demand Resources (“PDR”) or Reliability DR
Resource (“RDRR”) or multiple PDRs and RDRRS that aggregate customers.
Proxy DR (PDR) resources can be bid economically in the day-ahead and real-time markets as supply.
The total amount of proxy DR that was awarded in the day-ahead market decreased by almost half in

25

https://energy.gov/eere/femp/energy-incentive-programs-california
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2016 from the previous year. Day-ahead market awards for proxy DR were most significant in June, July
and September on several days with particularly high day-ahead forecasts and peak system loads.
The total amount of proxy DR capacity registered in 2016 decreased to about 160 MW from almost 200
MW during 2015. Only a fraction of this capacity was bid into the market. Between June and December,
scheduling coordinators bid in a combined average of about 10 MWh of proxy DR capacity for about 4
hours during peak weekday periods.
The current Commission DR requirements to qualify for local and flexible Resource Agency mandate the
DR resource to bid into the CAISO energy market under the CAISO Must-Offer Obligation (MOO) for DR
as one or more PDR(s) or RDRR(s) as defined in the CAISO Tariff.
Many utility programs also provide DR opportunities:
The Automated DR (Auto-DR) program provides free technical assistance and incentives to customers
of PG&E, SCE, and SDG&E for installing automated DR equipment.
Participation is open to customers enrolled in a qualifying DR or time-varying pricing programs (PG&E’s
Peak Day Pricing or SCE and SDG&E’s Critical Peak Pricing program). Auto-DR uses communication
and control technology to automatically implement the customer’s chosen pre-programmed load
reductions, providing a fast and reliable way to respond to peak events, while still leaving the customer in
complete control.
Incentives range from $125 to $400/kW of reduction capability, depending on level of automation and
utility. Eligible equipment includes energy management systems and software, wired and wireless
controls for lighting, HVAC, thermostats, motors, pumps and other equipment capable of receiving
curtailment signals. SCE also offers the Auto-DR Express program to smaller customers (up to 400 kW
peak demand).
The Base Interruptible Program (BIP) offered by PG&E, SCE, and SDG&E pays participants to reduce
electric load to (or below) a level pre-selected by the customer (called the firm service level or FSL) that is
below its historic average maximum demand. Customers receive a monthly incentive payment or credit
based on the size of the curtailable portion of their load, in return for committing to reduce to the FSL
when called upon by the utility with thirty minutes’ notice. The incentives typically range from $7 to $9 per
committed kW per month, even if no events are called. There is a minimum curtailment commitment of
100 kW, or 15% of the monthly average peak demand (whichever is larger). PG&E and SDG&E also offer
a longer, 3-hour, notice in exchange for a lower incentive option ($3/kW), and SCE offers a shorter, 15minute notice option for a higher incentive. Requests for curtailments (which can last up to four hours)
cannot exceed one per day, ten per month, or 120 hours per year (90 hours for the lower incentive
options). Penalties apply for customers that fail to reduce load as requested—the amount depends on
the utility and the incentive option.
All three utilities have contracted with numerous third-party aggregators who recruit customers to
participate in BIP and manage their participation process. By serving as an intermediary, the aggregators
can handle many of the details on customer’s behalf and help them develop load reduction strategies.
The aggregators may also offer innovative program features – for example, by assuming the risk of noncompliance penalties or by allowing customers to participate who might otherwise be too small to enroll
directly in the utility’s program. BIP participants are also be eligible for simultaneously participating in one
of the other DR programs, (e.g., time-varying pricing or PG&E/SCE’s Demand Bidding Program), which
allows customers to take advantage of rate credits, reduced energy charges and incentives associated
with both programs, with some restrictions.
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Under the Capacity Bidding Program (CBP), PG&E, SCE, and SDG&E participants receive a monthly
incentive for pledging to reduce their energy use to a pre-determined amount in the event a CBP event is
called by the utility, which can occur weekdays from May through October, 11 a.m. to 7 p.m. The program
offers either a day-ahead or day-of notification option. Customers receive the monthly payment (varies by
utility, time of year and notification option) whether an event is called. Failure to reduce the pledged
amount during an event will result in reduced incentives and possible penalties for not meeting at least
50% of the pledge. Customers typically enroll in CBP through a third-party aggregator, who manages
their participation and relays their monthly reduction pledge, which can vary. Participants can opt for dayahead notification, or receive higher incentive levels by choosing “day of” event notification. PG&E CBP
participants may also be eligible to concurrently participate in additional PG&E DR programs.
Critical Peak Pricing (CPP) from SCE and SDG&E (also called the Summer Advantage Incentive) is a
rate structure that offers lower electricity rates year-round in return for setting a higher rate on specific
summer afternoons. The rate is three to five times higher than the regular rate on up to fifteen “critical
peak” afternoons during the summer with customers notified of CPP days on a day-ahead basis. It is also
the default rate for large commercial and industrial customers of SCE. For new program entrants, a bill
protection option is available that prevents participants from paying more than they would have under
their previous rate during the first year of CPP participation. Participants may also opt for technical
assistance to help them better take advantage of the program. SDG&E customers participating in the
Day-Ahead option of the Capacity Bidding Program are not eligible for CPP.
Peak Day Pricing (PDP), very similar to SCE’s and SDG&E’s Critical Peak Pricing (see above), is the
default rate for PG&E’s large commercial, industrial and agricultural customers. Small and medium
business customers (demand 200 kW and less) will automatically transition to PDP beginning November,
2014. PDP is a “time varying” pricing plan with additional charges added during critical peak times (2-6
p.m. on 9 to 15 “Peak Event Days” per year, with some alternative durations available). Participants
shield their exposure to high prices during PDP events by shedding load during the peak price hours.
Customers on E-19 and E-20 rate schedules (demand of 500-999 kW and 1000+ kW respectively) have
the option to mitigate bill fluctuation by allotting a portion of their load to a “capacity reservation.”
The Demand Bidding Program (DBP) offered by PG&E and SCE provides incentive payments of up to
$0.50/kWh for curtailment commitments. Participants place bids online the day before a peak event for
the amount of power they are willing to reduce (minimum 10 kW each hour), in increments of two hours or
more. DBP events usually take place from noon to 8:00 p.m. and can occur on any weekday excluding
holidays. There is no penalty for failure to reduce electric load during an event.
PG&E and SCE offer the Optional Binding Mandatory Curtailment Program, which provides
customers with exemptions from rotating power outages if they can reduce their circuit load during Stage
3 emergencies. Participants must reduce their power consumption by 15% below their established
baseline load for the duration of every rotating outage event. The penalty for failure to reduce as
requested is $6.00 per kWh for energy use that exceeds an established baseline.
SCE’s Summer Discount Plan and SDG&E’s Summer Saver program offer summer air conditioner
cycling programs to commercial customers These programs provide a credit on participants’ summer
season electric bills in return for allowing the utility to cycle air conditioners when needed during the
months of May to September. Customers can choose among several options regarding the frequency and
duration of curtailments, each with corresponding remuneration levels.
SCE offers the Scheduled Load Reduction Program (SLRP) to qualified bundled-service customers
whose average monthly demand is 100 kW or more. The program provides a $0.10 per kWh on-bill credit
for reducing load on prescheduled days and times on weekdays from June 1 through September 30.
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PG&E and SCE offer financial incentives for implementing technologies that permanently shift electric
load by storing thermal cooling capacity during off-peak hours (e.g., by chilling water or making ice) in
order to meet cooling load during subsequent peak hours.

A.4 Texas (ERCOT)
Federal customers can receive payments for providing load curtailments through several programs
offered by the Electric Reliability Council of Texas (ERCOT). DR participation in ERCOT territory can be
split broadly into economic and emergency DR. Through the economic DR program, customers bid DR
into the energy market and are paid a utilization payment. Since ERCOT is not a FERC jurisdiction they
are not required to pay the full LMP. ERCOT provides payment of LMP-G for DR resources which are
cleared in the energy market. These resources are not paid an availability payment for participation in the
energy market but may also participate in one of the emergency DR programs through which they would
receive availability payments.
Figure 4: ERCOT Historical and Projected DR volume
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Source: ERCOT and Navigant. Combination of LR and ERS programs

Table 6: ERS & Energy Market DR summary ERCOT
Category

ERS

Energy Market DR

Program Period

Annual, broken into three 4month offer periods

Annual (bid at will)

Event Windows

Broken into 6 weekly and
daily bidding windows

Based on bidding and
clearing

Dispatch Limits

None

Based on bidding and
clearing
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Notification Time

Can choose 10 or 30
minutes

Real-Time: Resources with
bids at marginal LMP must
be capable of moving load
incrementally in either
direction every five minutes,
based on dispatch
instructions

Curtailment Limits

12 hours per 4-month
contract period

Based on bidding and
clearing

Tests

1 per year

N/A

Enrollment Deadlines

30 days prior to start of
contract period

Daily bidding

Payments

Monthly

Monthly

Minimum Size

100 kW

1 MW

Metering Requirements

15-minute interval meter

15-minute interval meter

Baselines

Choose between several
options: Regression, High 8
of 10, Matching Day,
Weather-Sensitive

Compare telemetered load
to basepoint instructions

Sources: Navigant Research

Load Resource Participation26 : Customers who can change their load in response to an instruction and
can meet certain performance requirements may qualify to become Load Resources (LRs). Qualified LRs
may participate in ERCOT’s real-time energy market (Security-Constrained Economic Dispatch, or SCED)
and/or may provide operating reserves in the ERCOT ancillary services (AS) markets. In the ERCOT
markets, the value of a Load Resource’s load reduction is equal to that of an increase in generation by a
generating plant. Load Resources in SCED submit bids to buy power "up to" their specified level, and are
instructed by ERCOT to reduce Load if wholesale market prices equal or exceed that level. Load
Resources that are scheduled or selected in the ERCOT Day-Ahead AS Markets are eligible to receive a
capacity payment regardless of whether they are curtailed.
Voluntary Load Response: A customer may decide independently to reduce consumption from its
scheduled or anticipated level in response to price signals or high demand on the ERCOT system. This is
known as Voluntary Load Response27.
Depending on how the retail contract with their Load Serving Entity (LSE) is structured, these customers
may have the opportunity to benefit financially during periods when wholesale market prices are high.

26
27

http://www.ercot.com/services/programs/load/laar
http://www.ercot.com/services/programs/load/vlrp
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Emergency Response Service (ERS): As with the Load Resource program, customers bid to provide
load reductions. However, this program is aimed solely at alleviating emergency (as opposed to high
price) conditions on the ERCOT grid. ERCOT procures ERS three times annually for four-month Standard
Contract Terms (SCT). In each SCT, ERCOT procures ERS per two different response times—thirty
minutes and ten minutes28.
For all programs, the customer participates through its Retail Electricity Provider (REP), and transactions
with ERCOT are conducted by the qualified scheduling entity (QSE) for the customer’s REP. The specific
terms for customer participation, including compensation, are based on the contractual arrangement
between the customer and their REP.
Table 7: DR Participation in ERCOT ERS
Year

MW

2017

890

2018

935

2019

982

2020

1,031

2021

1,082

Sources: ERCOT website; DR forecasts are Navigant estimates

A.5 France
France has a mature market which allows DR to participate in all markets (day-ahead, intraday,
balancing, ancillary services, reserves and capacity). This has been achieved by allowing aggregators to
operate independently of suppliers. Prequalification of all products participating in the markets is
completed by the TSO to validate the capacity. These prequalification test are designed by the RTE and
are different for each product depending on the service required. The NEBEF Mechanism is most
closely aligned to the IESO DR auction since it involves bidding DR into the wholesale market.
Participation in the NEBEF mechanism provides only utilization payments (no availability payments). DR
resources are paid the spot price when they are activated. Participation was high in 2016 due to high
wholesale prices.
NEBEF Mechanism (Day-Ahead and Intraday markets): The NEBEF mechanism allows DR to bid
directly into the wholesale market as energy. This mechanism has been in place since 2013 for the dayahead and January 2017 for the Intraday markets. The volume of DR activated through the Day-Ahead
market was low to begin (310 MWh in 2014), partially due to a mild winter. Since then the participation
has been 1.522 GWh (2015) and 10.313 GWh (2016)29. Offers through the NEBEF mechanism were
intensive at the end of 2016 due to high wholesale prices. To participate in the NEBEF mechanism, the
DR provider is required to sign a contract with the TSO. The minimum size of DR bids must be 0.1 MW.
Activation of DR through the wholesale market is managed by the TSO based on the system
requirements. The DR is bid directly into the EPEX Spot market and DR are paid the spot price when
they are activated.

28
29

http://www.ercot.com/services/programs/load/eils
http://www.smartenergydemand.eu/wp-content/uploads/2017/04/SEDC-Explicit-Demand-Response-in-Europe-Mapping-theMarkets-2017.pdf
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Balancing, Ancillary Services and Reserves: Two ancillary service markets (The Frequency
Containment Reserve (FCR) and the Automatic Frequency Restoration Reserves (aFRR)) are open to
DR participation. Historically, bids into the ancillary service markets and balancing programs needed to
include only DR or only generation. Beginning in January 2017, aggregated DR and generation was
allowed to bid experimentally into the FCR. Contracts for FCR and aFRR total 600-700 MW capacity
each. Both the FCR and aFRR have minimum bid sizes of 1 MW, are activated automatically, receive
very short notification times (<400 s) and can be triggered an unlimited number of times. FCR and aFRR
are paid availability payments based on their contracts and when activated are paid the spot price in the
market. In cases where the DR is not available, penalties are based on the spot price rather than the
availability payments.
Two Balancing Mechanism markets manual Frequency Restoration Reserve (mFRR) and Replacement
Reserves (RR) are open to DR participation in France. A maximum of 1000 MW is contracted for mFRR
and a maximum of 500 MW is contracted for RR. The participation in 2016 was 480 MW. The mFRR and
RR have minimum bid sizes of 10 MW, are activated manually, receive short notification times (<30 min)
and can be triggered an unlimited number of times. The TSO activates bids based on the most economic
offer. DR therefore competes against generation. The mFRR and RR are paid both an availability
payment and when activated an energy payment based on their bid. In cases where the DR is not
available, penalties are based on the spot price rather than the availability payments.
Capacity Mechanism: The capacity mechanism was launched in January of 2017 in response to growing
concerns about security of supply30. The capacity mechanism is a decentralized market which does not
interfere with the energy market. Capacity certificates are traded apart from the energy market and
owning a capacity certificate does not give any rights to the corresponding energy. All capacity owners in
France have an obligation to commit on their availability during peak periods 3 years in advance. All
suppliers must own capacity certificates which correspond to the consumption of their customers during
the peak periods. In its first year, the capacity market included 1700 MW of certified exchangeable
capacities and 800 MW of capacity obligation reduction from retailers. The capacity will reflect only the
availability of DR in the market. Its effective activation will be counted through the balancing mechanism
or wholesale market29.

A.6 Finland
In Finland, DR can participate in all markets (day-ahead, intraday, balancing, ancillary services, reserves
and capacity) however Finland is able to source a significant amount of their capacity needs from
neighboring countries which may be limiting actual DR participation in the markets. Participation in the
Economic DR is most closely aligned to the IESO DR auction. DR resources are paid only a utilization
payment (spot price) for participating. No availability payments are provided.
Economic DR (Day-Ahead and Intraday Markets): Operating on the Elspot (day-ahead) and Elbas
(intraday) markets requires an agreement with Nord Pool, as well as an agreement with an open
electricity provider, which also covers balance responsibility. Historic participation in the day-ahead
market has been between 200-600 MW and participation in the intraday market has been between 0-200
MW. The day-ahead and intraday markets both require a minimum demand resource size of 0.1 MW to
participate. DR participating in the wholesale markets is paid the spot price for energy. In the wholesale

30

http://www.ceem-dauphine.org/assets/dropbox/DGEC-_Etienne_Hubert.pdf
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markets, penalties are based on the imbalance settlement price which corresponds to the Nordic
balancing market price.
Ancillary and Balancing Services: Finland allows participation of DR in all ancillary services through
Fingrid. A summary of the services, contract types, minimum size requirements, activation time and
payments is provided below31.

Summer

#Resource
s and
Registered
MW

Event
s

Avg.
Hourly
Respons
e

Energy Payments

Avg.
payment
per MWh

Frequency
controlled
normal
operation
reserve
(FCR-N)

Yearly and
hourly
markets

0.1
MW

Frequency
controlled
disturbanc
e reserve
(FCR-D)

Yearly and
hourly
markets

1 MW

Frequency
controlled
disturbanc
e reserve
(on-offmodel)
(FCR-D)

Long-term
contract

10 MW

240 MW

Automatic
Instantly,
when
f under 49,5 Hz

About
once a
year

Availabilit
y+
Activation
Fee

Automatic
Frequency
Restoration
Reserves
(FRR-A)

Hourly
market

5 MW

0 MW

Automatic
Must begin within 30 s of
the signal's reception,
must be fully activated in
2 minutes

Several
times a
day

Hourly
market +
energy
price

Balancing
power
market

Hourly
market

10 MW

100-300
MW

15 minutes

According
to the
bids,
several
times per
day

Market
price

31

1 MW

240 MW

Automatic - 3 minutes

Automatic
5 s / 50%
30 s / 100%, when
f under 49,9
Hz OR 30 s, when
f under 49,7 Hz and 5
s, when f under 49,5 Hz

Constantl
y

Payment
Type

Several
times per
day

Yearly
market +
Price of
electricity

Yearly
Market

http://www.fingrid.fi/en/electricity-market/Demand-Side_Management/Market_places/Pages/default.aspx
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Summer
Fast
disturbanc
e reserve

#Resource
s and
Registered
MW
Long-term
contract

Event
s
10 MW

Avg.
Hourly
Respons
e

Energy Payments
15 minutes

Avg.
payment
per MWh
About
once a
year

Payment
Type
Availabilit
y+
Activation
Fee

A.7 Australia
Australia has enabled DR participation in the wholesale market however third parties (aggregators) are
not allowed to bid in. When participating in the wholesale market, resources are paid a utilization
payment only (electricity spot price). Participation directly in the wholesale market has not been very high
however retailers who cover the majority of the electricity consumption use DR as a tool to manage their
costs.
The energy market has already developed innovative solutions to facilitate consumers’ DR, reflecting the
absence of any barriers to demand side participation. Retailers have at least 235 MW of DR capacity
under contract, and demand side management providers are managing at least 310 MW of DR capacity.
Other estimates suggest 2000 MW of DR capacity that is available to respond to wholesale market
prices.32
DR Mechanism (DRM): Australia investigated implementing a DRM which would unbundle the provision
of energy from the provision of ancillary services. The proposal was to allow DR to be settled through the
wholesale market by third parties however the mechanism was determined to be unnecessary in the
market today. The review determined that the benefits of the regulatory mechanism can be achieved
under existing conditions. Market and technology developments mean that large customers, retailers,
DSM providers and businesses can already negotiate commercial arrangements with one another leading
to a competitive DR market.
Ancillary Services: As of July 2017, DR will have access to ancillary services markets. Currently the
following Ancillary service products are available: Regulating, Fast, Slow, Delayed 33. Payment: Ancillary
services are procured daily at the spot price on the Ancillary services market.
The Ancillary Services Unbundling changes will enable third parties to register and sell Frequency Control
Ancillary Service (FCAS) using aggregated loads independently of the retailer. This means that at the
commencement of the DRM, the DRAs will be able to offer DR as FCAS if it satisfies the NEM’s technical
requirements. The existing technical and procedure requirements will apply to the DRAs.
Any load offered by a DRA as ancillary service cannot simultaneously be offered as DRM load for a DR
interval and the DRM process has no involvement in the settlement of that DRA or load in providing
FCAS.
When required, Australia goes through a tender process to acquire DR as a capacity resource.
Resources provide bids which include three payments, an availability fee, a pre-activation fee and an
energy payment. If selected the resources are paid the availability fee and then if activated are paid the
pre-activation and energy payment.

32
33

http://www.aemc.gov.au/Rule-Changes/Demand-Response-Mechanism/Draft/AEMC-Documents/Draft-Determination.aspx
http://www.brattle.com/system/publications/pdfs/000/005/220/original/AEMC_Report.pdf?1448478639
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A.8 South Korea
In April 2014, legislation was passed in South Korea allowing DR to participate in its wholesale capacity
market. DR resources which previously were under contract bid into the DR auction when it opened in
2014. These resources receive availability payments. They then bid into the energy market and receive
the system marginal price for energy when activated.
South Korea has a system peak of about 80GW, more than 80% of which is from commercial and
industrial energy users. With electricity consumption growing at a rapid rate and a reliance on fuel imports
to meet nearly 100% of its needs, South Korea is actively promoting DR to help ensure reliability,
encourage competition, and develop an ecosystem of IT-based energy businesses. The enablement of
DR is one of the requirements of South Korea’s ‘Creative Economy’ initiative, which in the energy sector
is broadly revolved around measures to deal with domestic energy demands and to respond to global
climate change34.
Table 8: DR Summary South Korea
Category

Capacity DR

Energy DR

Program Period

Bidding (Twice / year)

Day Ahead bidding

Notification Time

1 hour ahead

Day Ahead

Payment

Capacity* + Variable
cost of Marginal Gen

SMP**
(System Marginal Price)

*Capacity payment in first 6 months of 2017: 19,894.7 won/kw
**Average SMP in first 6 months of 2017: 84.36 won/kwh
Source: Interview with Korea Electrotechnology research institute

The DR (DR) market was introduced in the Korean electricity market in November 2014. In the past,
demand management was implemented through the program by Korea Electric Power Corporation
(KEPCO) in Korea. However, after the DR market was opened, a third party called “the load aggregator”
was allowed to participate in the Korean electricity market. Load aggregators have recruited the
resources of KEPCO’s customers who have participated in demand management.
DR resources (DRR) have been traded in the Korean wholesale electricity market since November 2014.
Customers can join the DR market only through a load aggregator. There are 17 load aggregators
registered in the electricity market as of June 2017. In the DRR market, peak curtailment DRRs (or
capacity DRRs) and price responsive DRRs are traded separately.
In the case of capacity DRRs (peak curtailment), Korea Power Exchange (KPX) (Independent System
Operator in Korea Electricity Market) instructs a load curtailment an hour ahead, and these resources
assume a role to substitute for high-cost generators. The customers participating in the load curtailment
are compensated with incentives such as payments for availability and performance35.
The payment for availability is calculated in the same method as the capacity price of generators and the
payment for performance is determined based on the resources’ actual curtailment and the highest
variable generation cost at that time.

34
35

https://www.engerati.com/article/demand-response-comes-south-korea
DR Resource Allocation Method Using Mean-Variance Portfolio Theory for Load Aggregators in the Korean DR Market; Jaeyong
Chae and Sung-Kwan Joo; June 2017
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In the case of Energy DRR (price responsive), the resources bid on the day-ahead electricity market
and curtail the load if the demand reduction price is lower than the bid prices of generators, and are
compensated with incentives based on the system marginal price (SMP).
At this point DR does not seem to participate in the Ancillary services market in South Korea 36.
The Korea Power Exchange (KPX), the transmission grid operator for South Korea, implemented its
Smart DR program several years ago. This program was an all-automated DR approach for commercial
and industrial (C&I) customers. KPX also pursued 500 MW of wholesale market DR participation with its
Smart DR initiative. It achieved this through capacity auctions and other market-based mechanisms
similar to the constructs in the U.S. RTO markets (e.g., PJM and ISO-NE). These programs were funded
by the government, separate from the competitive electricity market.
The DR program starts with seasonal procurements of DR resources. DR may bid into the day-ahead
energy market within the committed load reduction, and then it is obliged to reduce up to the committed
load reduction when KPX orders a load reduction in real-time. The KPX DR program is intended to
encourage DR aggregators to participate in the market, and utilities such as the Korea Electric Power
Corporation are not allowed to participate.

36

http://www.globalsmartgridfederation.org/wp-content/uploads/2016/12/flexibilitylow.pdf
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FERC 745 RULING
The details of the FERC 745 ruling are included in this appendix. Under the law, FERC has jurisdiction
over wholesale electricity markets, which reach across state lines, but states have legal authority over
their individual retail markets. The Electric Power Supply Association (EPSA), the national trade
association for competitive power suppliers, argued that Order 745 crossed over too much into these
retail markets, constituting an overreach of federal authority37. The Supreme Court disagreed with EPSA.
In a 6-2 decision with Justice Samuel Alito recusing himself, the nation's highest judicial body ruled that
FERC acted within its powers enumerated under the Federal Power Act (FPA) in issuing the order, which
aims to ensure that DR providers are compensated at the same rates as generation owners. Many of the
ISOs and econometricians oppose the ruling.

B.1 Federal Regulatory Energy Commission (“The Commission”) Final Rule
In their original ruling38, FERC argued that providing LMP as compensation to demand response
resources helps to ensure the competitiveness of organized wholesale energy markets and remove
barriers to the participation of demand response resources, thus ensuring just and reasonable wholesale
rates.
The Commission argued that when a demand response resource has the capability to balance supply
and demand as an alternative to a generation resource, and when dispatching and paying LMP to that
demand response resource is shown to be cost-effective as determined by the net benefits, payment by
an RTO or ISO of compensation other than the LMP is unjust and unreasonable. When these conditions
are met, we find that payment of LMP to these resources will result in just and reasonable rates for
ratepayers.
FERC indicated that they believe paying demand response resources the LMP will compensate those
resources in a manner that reflects the marginal value of the resource to each RTO and ISO.
The Commission emphasized that these findings reflect a recognition that it is appropriate to require
compensation at the LMP for the service provided by demand response resources participating in the
organized wholesale energy markets only when two conditions are met:
• The first condition is that the demand response resource has the capability to provide the service,
i.e., the demand response resource must be able to displace a generation resource in a manner
that serves the RTO or ISO in balancing supply and demand.
• The second condition is that the payment of LMP for the provision of the service by the demand
response resource must be cost-effective, as determined by the net benefits test described
herein.
Rather than requiring compensation at LMP in all hours, the Commission requires the use of the net
benefits test described herein to ensure that the overall benefit of the reduced LMP that results from
dispatching demand response resources exceeds the cost of dispatching those resources. When the
above-noted conditions of capability and of cost-effectiveness are met, it follows that demand response
resources that clear in the day-ahead and real-time energy markets should receive the LMP for services
provided, as do generation resources. LMP represents the marginal value of an increase in supply or a

37
38

https://www.utilitydive.com/news/updated-supreme-court-upholds-ferc-order-745-affirming-federal-role-in-de/412668/
https://www.ferc.gov/EventCalendar/Files/20110315105757-RM10-17-000.pdf
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reduction in consumption at each node within an ISO or RTO, i.e., LMP reflects the marginal value of the
last unit of resources necessary to balance supply and demand.
Barriers to demand response participation at the wholesale level identified by commenters include the
lack of a direct connection between wholesale and retail prices, lack of dynamic retail prices (retail prices
that vary with changes in marginal wholesale costs), the lack of real-time information sharing, and the
lack of market incentives to invest in enabling technologies that would allow electric customers and
aggregators of retail customers to see and respond to changes in marginal costs of providing electric
service as those costs change. The Commission concludes that paying LMP can address the identified
barriers to potential demand response providers.
Removing barriers to demand response will lead to increased levels of investment in and thereby
participation of demand response resources (and help limit potential generator market power), moving
prices closer to the levels that would result if all demand could respond to the marginal cost of energy. To
that end, the Commission emphasizes that removing barriers to demand response participation is not the
same as giving preferential treatment to demand response providers; rather, it facilitates greater
competition, with the markets themselves determining the appropriate mix of resources, which may
include both generation and demand response, needed by the RTO and ISO to balance supply and
demand based on relative bids in the energy markets.
The Commission disagrees with commenters who contend that demand response resources should be
paid LMP-G in all hours. First, as discussed above, demand response resources participating in the
organized wholesale energy markets can be cost effective, as determined by the net benefits test
described herein, for balancing supply and demand and, in those circumstances, it follows that the
demand response resource should also receive compensation at LMP. Second, such comments largely
rely on arguments about economic efficiency, analogizing to incentives for individual generators to bid
their marginal cost. These arguments fail to acknowledge the market imperfections caused by the
existing barriers to demand response, also discussed above. In Order No. 719, the Commission found
that allowing demand response to bid into organized wholesale energy markets “expands the amount of
resources available to the market, increases competition, helps reduce prices to consumers and
enhances reliability.”
In the absence of market power concerns, the Commission does not inquire into the costs or
benefits of production for the individual resources participating as supply resources in the organized
wholesale electricity markets and will not here, as requested by some commenters, single out demand
response resources for adjustments to compensation. The Commission has long held that payment of
LMP to supply resources clearing in the day-ahead and real-time energy markets encourages “more
efficient supply and demand decisions in both the short run and long run,” notwithstanding the particular
costs of production of individual resources.
Some arguments advocating paying LMP-G rather than LMP assume that demand response resources
need to purchase the energy in day-ahead markets or by other means and then “resell” the energy to the
market in the form of demand response. However, The Commission does not view demand response as
a resale of energy back into the energy market. Instead, as the Commission also explained in
EnergyConnect and in Order No. 719-A, the Commission asserts jurisdiction with respect to demand
response in organized wholesale energy markets because of the effect of demand response and related
RTO and ISO market rules on Commission-jurisdictional rates.
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B.2 LMP-G Arguments
Many econometricians have argued that Demand Response resources should be compensated LMP-G
rather than LMP39.
They argue that “the customer has an option to purchase electricity to satisfy demand with the strike price
in the option set at the retail price: if you exercise the option and consume you pay the retail price, but if
you don’t exercise the option, and don’t consume, you don’t pay the retail price. As always with other
options, the market value of the option is the difference between the market price of the product and the
strike price of the option. Think of the analogy to stock options. If the stock market price is $50 and you
have an option to buy the stock at $30, then the value of the option is $20. In the parlance of the Order
745 discussion, the strike price is treated as “G” and the market value of the demand response is “LMPG.”
They have also indicated that paying LMP may introduce a double payment problem. They indicate that
“there are many examples of perverse incentives created by the demand response compensation at LMP.
For instance, distributed generation built just before the customer meter would be worth much less than
the same plant built just after the customer meter. Even setting aside the (related) perverse incentives of
retail net-metering, you should build you next generator on the customer side of the meter; you could use
the generator output without changing your actual consumption; you would not be seen as buying from
the grid so you would save the LMP; and you would be credited for a “negawatt” and be paid the LMP
again!”
They also indicate that “the money to pay for demand response has to come from somewhere, and it
comes precisely from the wholesale generators as a group (this is the point of the net benefits test).
Demand response will reduce short-term energy market prices, allowing the mandate to collect the extra
demand response costs from the remaining loads without increasing the apparent average short term
price to those loads. Hence, we see the rule operating as a regulation to further induce supply-side price
suppression.”

B.3 Additional Resources
The following articles provide a number of views related to the FERC 745 ruling.
https://www.greentechmedia.com/articles/read/supreme-court-rules-in-favor-of-demandresponse#gs.6AN95=g
https://www.utilitydive.com/news/updated-supreme-court-upholds-ferc-order-745-affirming-federal-role-inde/412668/
http://www.scotusblog.com/2016/01/opinion-analysis-court-blesses-lower-wholesale-power-rates/
https://www.forbes.com/sites/peterdetwiler/2016/01/25/scotus-finds-strongly-in-favor-of-demandresponse/#63cc9516408d
https://sites.hks.harvard.edu/fs/whogan/Hogan_DR_pricing_021516.pdf
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I, Brian Rivard, of the Town of Paris, in the Province of Ontario, MAKE OATH AND SAY
AS FOLLOWS:
A.

INTRODUCTION
A.1

1.

Q: Please state your name and occupation.

My name is Brian Rivard. I am Adjunct Professor at the Ivey Business School at
Western University and the Research Director of the school’s Energy Policy and
Management Centre.
A.2

2.

Q: For whom are you testifying in this proceeding?

I am testifying on behalf of Kingston CoGen Limited Partnership (“KCLP”). Attached
hereto as Exhibit “A” is a signed copy of Form A pursuant to the Ontario Energy
Board’s (the “Board”) Rules of Practice and Procedure.

A.3
3.

Q: What is your educational background?

I hold a Ph.D. and M.A. in Economics from Western University. My field of
specialization is industrial organization with an emphasis on the study of competitive
markets, economic efficiency, and regulatory economics. I also have a B.A. in
Economics from the University of Windsor.

A.4
4.

Q: What is your professional background?

A copy of my curriculum vitae is attached hereto as Exhibit “B”. I began my career
working as an Economist and then as a Senior Economist at the Canadian Competition
Bureau. The Competition Bureau is the agency responsible for enforcing the Canadian
Competition Act and protecting the Canadian economy against anti-competitive
business conduct such as collusion or price fixing, abuse of dominant position, and anticompetitive mergers. My primary function as an Economist at the Competition Bureau
was to conduct economic analysis in support of the Bureau’s various enforcement
actions.

EB-2019-0242
Evidence of Brian Rivard
November 8, 2019
Revised: November 21, 2019
Page 4 of 51

5.

After briefly working as a Senior Economic Consultant for the economic consulting
firm, LECG, I joined the Independent Electricity System Operator (“IESO”) (then called
the Independent Electricity Market Operator) in 2000 as a Senior Economic Advisor in
the Market Assessment and Compliance Division, reporting to the Market Surveillance
Panel. Within this role, I was responsible for monitoring the Ontario electricity market
for anomalous conduct, including abuses of market power or gaming, and for structural
or market design deficiencies.

6.

In 2006, I was promoted to Manager of Economics with the responsibility of conducting
analysis of the effects of changes in wholesale electricity market design or government
policy on the efficient operation of the IESO’s wholesale market.

7.

In 2010, I assumed the role of Manager of Regulatory Affairs and Sector Policy
Analysis. In this role, I represented the IESO on the ISO-RTO Council (“IRC”) as a
member and Chair of the IRC’s Market Committee. The IRC is a member group of
North America’s competitive wholesale market operators.1 I was the Chair of the
Market Committee at the time the United States Federal Energy Regulatory
Commission (the “Commission”) issued its Final Rule in Docket No. RM10-17-000,
Order No. 745, Demand Response Compensation in Organized Wholesale Energy
Markets (“FERC Order No. 745”).2

8.

In 2013, I was appointed the position of Director of Markets. As Director of Markets, I
was responsible for evolving the design of the Ontario electricity market to ensure it
operated fairly and efficiently. As Director, I oversaw the transition of the responsibility
for administering demand response programs from the Ontario Power Authority

1

In addition to the IESO, the IRC includes the Alberta Electric System Operator (“AESO”), the California
Independent System Operator Corporation (“CAISO”), the Electric Reliability Council of Texas, Inc.,
(“ERCOT”), ISO New England, Inc., (“ISO-NE”), the Midcontinent Independent System Operator, Inc.
(“MISO”), the New York Independent System Operator, Inc. (“NYISO”), PJM Interconnection, L.L.C., (“PJM”)
and the Southwest Power Pool (“SPP”).

2

Being Tab 8 to the IESO’s Book of Authorities in Response to AMPCO’s Request for a Stay, dated November
5, 2019, available online at: http://www.rds.oeb.ca/HPECMWebDrawer/Record/657752/File/document [FERC
Order No. 745].
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(“OPA”) to the IESO. I initiated the design and implementation of the IESO Demand
Response Auction (“DRA”).
9.

In 2015, I left the IESO to join Charles River Associates International as a Principal in
their Energy Practice. I advised clients on a variety of issues, most notably competitive
wholesale market design, market power and market manipulation issues.

A.5
10.

Q: What is your current position?

I am Adjunct Professor and Research Director of the Energy Policy and Management
Centre for the Ivey Business School at Western University. My primary role at Ivey is
to further the mission of the Energy Centre which is to:
a. Contribute to energy policy-making through the production and dissemination of
evidence-based research and analysis on major policy issues affecting the
electricity, gas, oil and pipeline sectors in Canada;
b. Provide a transparent and reliable forum for industry, government, academia, and
interested stakeholders to discuss and exchange ideas on energy sector
development and policy; and
c. Educate students, executives, and government officials on national and global
energy sector issues.

A.6
11.

Q: What other professional experiences do you have?

I serve as a peer reviewer for the Energy Journal. I am a Member of the International
Association of Energy Economists. I am an occasional lecturer at Ryerson University
and Osgoode Hall Law School.

A.7

12.

Q: Have you previously submitted testimony before Board or other
regulatory agencies?

I provided oral testimony before the Board on behalf of the IESO in EB-2007-0040
(regarding the 3x Ramp Rate). I provided written and oral testimony before the
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Commission on behalf of Shell Energy North America (US), L.P. in Docket No. EL0271-057.

A.8
13.

Q: What is the purpose of your testimony in this proceeding?

I was retained by counsel for KCLP to review the Association of Major Power
Consumers of Ontario’s (“AMPCO”) Notice of Appeal (the “Appeal”) to Market Rule
Amendments MR-00439-R00-R05 (the “Amendments”) and supporting evidence, and
to offer my independent views on the economic merit of AMPCO’s position in this
proceeding.

14.

The Amendments enable the evolution of the IESO’s DRA into a Transitional Capacity
Auction (“TCA”) that will allow non-contracted and non-regulated generators (“noncommitted dispatchable generators”) to participate in future capacity auctions alongside
Demand Response (“DR”) resources.

15.

The focus of the Appeal is the appropriate level of compensation for DR resources. The
IESO provides non-committed dispatchable generators an energy payment if / when the
generators respond to an IESO instruction to produce energy based upon their offered
price. Under the Amendment, DR resources will not receive an energy payment (or
“utilization payment”) when DR resources respond to an IESO instruction to reduce
their energy consumption (an “economic activation”).3 AMPCO claims that this

3

Application for Review of an Amendment to the Independent Electricity System Operator Market Rules,
Notice of Appeal, EB-2019-0242, filed September 26, 2019, available online at:
http://www.rds.oeb.ca/HPECMWebDrawer/Record/653723/File/document, at para. 12. The terms “energy
payment” and “utilization payment” are used interchangeably in the proceeding material. For clarity, a
utilization payment is a payment made to a demand response market participant that responds to an instruction
from the system operator (IESO) to reduce the amount of electricity (energy) that they are consuming. The
instruction from the IESO to a demand response resource to reduce energy consumption is referred to as an
energy activation. For this reason, utilization payments are sometimes referred to as activation payments.
Utilization payments at the wholesale market-clearing price are called energy payments. A DR resource could
receive an energy activation instruction from the IESO as part of the IESO’s economic dispatch process, called
an economic activation, as a test of the DR resources capability, or for reliability or emergency reasons. The
issue in the Appeal is compensation for economic activation. The IESO plans to compensate DR resources if the
IESO instructs the resource to reduce consumption to test the resources capability or for reliability and
emergency reasons.
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represents inequitable and unfair treatment of DR resources, places DR resources at a
competitive disadvantage to non-committed dispatchable generators in the TCA, and
results in a TCA that is unfair and inefficient, and effectively anticompetitive and
discriminatory. AMPCO also contends that the Commission, in FERC Order No. 745,
has definitively recognized “that failure to compensate DR resources for such services
is unjust and unreasonable.”4
16.

Counsel further asked that I address the issue the Board raised in Procedural Order No. 2.
The Board stated that “it is particularly interested in receiving evidence that describes the
experience with compensation for DR in markets in other relevant jurisdictions, and the
extent to which that experience is informative in the context of the Amendments having
regard to any pertinent differences such as differences in market design or structure."

17.

Specifically, my evidence will:

a. analyze the economic merit of AMPCO’s assertions of inequitable and unfair
treatment, competitive disadvantage, and the negative impacts on competition and
efficiency; and
b. identify pertinent similarities or differences between the United States wholesale
markets and the Ontario market, such as differences in market design or structure,
to inform the Board of the applicability of FERC Order No. 745 to Ontario and in
the context of the Amendments.

A.9
18.

Q: How is your testimony organized?

The remainder of my testimony consists of three parts. In Part B, I offer my analysis of
the economic merit of AMPCO’s assertions. In Part C, I summarize the conclusions of
FERC Order No. 745 and identify unique aspects of the Ontario market that should

4

Ibid at para. 36.
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inform a conclusion on the applicability of the Order to Ontario. In Part D, I provide my
summary conclusions.

A.10
19.

Q: What are your conclusions?

In my opinion, the Amendments provide an equitable treatment of TCA participants. I
give evidence that demonstrates the Amendments afford fair and equitable treatment to
TCA participants, do not place DR resources at a competitive disadvantage to noncommitted dispatchable generators, and promote fair and efficient competition to the
benefit of Ontario consumers. I further conclude that the application of FERC Order
No. 745 in Ontario will not achieve the effects the Commission intended when it issued
its decision. This is due to several unique aspects of the Ontario electricity market, each
of which I will speak to herein.

B.

AMPCO’S ASSERTIONS ARE VOID OF FACTUAL SUPPORT AND LACK
ECOMOMIC MERIT

B.1
20.

Q: What is your understanding of the basis of AMPCO’s appeal?

The basis of AMPCO’s appeal is that generators receive a payment for energy services
provided (economic activations) but DR resources do not. AMPCO asserts that this
represents “an inequity in treatment between generation resources and DR resources.”5
AMPCO further asserts that this unequitable treatment puts “DR resources at a
competitive disadvantage to generators”6 in the TCA and would allow generators to
“effectively and unfairly displace”7 DR resources in the TCA. AMPCO concludes that
this would “undermine competition”8 and is “inimical to the IESO’s own objective of

5

Ibid at para. 4.

6

Ibid at para. 22.

7

Ibid at para. 4.

8

Ibid at para. 14.
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enhancing competition for the benefit of consumers.”9 The failure to compensate DR
resources for economic activations “would result in a capacity market that is unfair and
inefficient, and effectively anticompetitive and discriminatory.”10

B.2

21.

Q: What evidence has AMPCO provided to establish competitive
disadvantage?

AMPCO’s assertion of competitive disadvantage is articulated in the Affidavit of Mr.
Colin Anderson at paragraphs 12 through 19. Mr. Anderson reasons as follows:
a. In the existing DRA, the only revenue stream available to participants is a capacity
payment (called an availability payment). There are currently no payments made
for energy activations. If the TCA proceeds in December 2019, non-committed
dispatchable generators will qualify for an availability payment and an energy
payment when economically activated. DR resources will still only qualify for an
availability payment.11
b. Non-committed dispatchable generators will be able to submit a capacity offer into
the TCA taking into account their anticipated energy payments. They will be able
to set a capacity offer price that is lower by the amount of their anticipated energy
payments. DR resources will not have the same opportunity.12
c. DR resources incur “legitimate costs” when they are economically activated to
curtail demand. If they do not receive an energy payment, they will not be able to
recover these costs.13

9

Ibid at para. 25.

10

Ibid at para. 45.

11

Affidavit of Colin Anderson, sworn October 11, 2019, available online at:
http://www.rds.oeb.ca/HPECMWebDrawer/Record/655144/File/document, at para. 12.

12

Ibid at para. 14

13

Ibid at para. 19.
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d. DR resources will have two options on how to deal with this. First, they can include
the anticipated cost of activation in their capacity offer price. This would put DR
resources at a competitive disadvantage to non-committed dispatchable generators
that do not have to include these costs in their capacity offer price. Second, they
could omit including the anticipated cost of activation in their capacity offer price,
but then risk not recovering these costs when economically activated.14

B.3

22.

Q: If a market participant cannot recover legitimate cost in the market does
that not place it at a competitive disadvantage to others that can recover
their cost?

From an economic perspective, if a DR resource incurs a cost when economically
activated to curtail demand that it would avoid if it continued to consume, then it could
be competitively disadvantaged by the Amendments. However, AMPCO has provided
no factual evidence or even conceptual evidence that explains the nature, magnitude or
legitimacy of these avoidable costs.

23.

By contrast, a natural gas fired generator could provide both conceptual and factual
evidence that it incurs a fuel cost when economically activated in order to produce
energy that it can avoid (save) by not producing. This evidence is readily and publicly
available, and is the basis for the energy payments made to these generators.

B.4

24.

Q: Why does it make economic sense to pay a generator an energy payment
for economic activation?

In order to induce a generator to produce energy, it must receive a payment that allows
it to recover its avoidable cost of activation. If it did not receive a payment, it would be
in its economic interest not to produce to avoid incurring the fuel cost. To induce
efficient energy production, the IESO pays generators the energy market-clearing price
to cover these costs.15 The market-clearing price is designed to reflect the cost to

14
15

Ibid.

The IESO currently operates a “two-schedule” pricing and dispatch energy market, which is described in the
IESO’s “The Single Schedule Market Backgrounder.” In the two-schedule system, the physical limitations of the
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produce one more MW of electricity (marginal cost), or the value to reduce one more
MW of consumption (marginal willingness to pay) on the system. Paying generators
this price incentivizes only those generators whose avoidable cost of economic
activation is less than the market price. This is how the IESO manages the efficient use
of the province’s generation assets.

B.5

25.

Q: Based on your experience in the electricity industry, what types of costs
might a DR resource incur with an economic activation?

To my knowledge, the only cost that a DR resource may incur with an economic
activation is the value of lost consumption, or what is sometimes called the value of lost
load.16 The value of lost load is the amount a consumer would be willing to pay to avoid
disruption of service (i.e., to maintain its level of consumption). If a DR resource
receives an energy activation when its value of lost load is greater than the price it would
pay to consume, it would incur a legitimate cost from activation that it could have
avoided if it had continued to consume. In this instance, the cost from activation would
equal the difference between the value of lost load and the price the DR resource would
have paid had it consumed.

B.6

26.

Q: Does AMPCO provide evidence that DR resources are at risk of
incurring this cost with an economic activation?

No. In fact, the IESO market rules provide DR resources the means to manage this risk.
Two types of DR resources can participate in the TCA and the IESO’s energy market:
dispatchable loads and Hourly Demand Response (“HDR”) resources.

system are ignored in the “pricing” schedule that sets an Ontario-wide market price and establishes the most
economic set of resources to meet demand. This requires a second “dispatch” schedule that includes the physical
limitations of the system. The result is there are times when resources who cleared the market based on economics
are told they cannot proceed, and others that were initially unsuccessful are told they are required to run in order
to reliably meet demand. The differences between the two-schedules requires a complex system of out-of-market
compensation to some participants.
16

Navigant’s Demand Response Discussion Paper, being Exhibit “I” to the Affidavit of David Short, sworn
October 25, 2019, available online at: http://www.rds.oeb.ca/HPECMWebDrawer/Record/656576/File/document
[“Navigant Report”]. The Navigant Report considers the costs associated with curtailment of a DR resource. This
is the only type of cost they identified.
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27.

Dispatchable loads submit hourly energy bids to the IESO that define the quantities of
energy they are willing to consume at different price levels. They receive dispatch
instructions from the IESO every 5-minutes based on these energy bids. When they
consume, they pay the market-clearing price (the 5-minute price) for the amount they
consume. When the market-clearing price is above the price in their energy bid, they
receive an economic activation to reduce their demand as per the amount stated in their
energy bid. Dispatchable loads that are successful in the TCA are eligible to receive an
availability payment by submitting and maintaining energy bids in the day-ahead
through to real-time markets during a defined availability window that changes between
the summer and winter months but generally covers the expected peak demand hours
on business days. The energy bid prices must be greater than $100/MWh but less than
$2,000/MWh, which is the maximum market-clearing price. As long as the price in the
dispatchable load’s energy bid reflects their value of lost load, they are not at risk of
incurring a cost from an economic activation; they will only be economically activated
when the market price exceeds their value of lost load.

28.

HDR resources also submit hourly energy bids. When they consume, HDR resources
pay the Hourly Ontario Energy Price (“HOEP”). In order to receive an availability
payment, HDR resources must submit energy offers within the hours of availability.
HDR resources receive a “standby report” in advance of a potential economic activation
between 15:00 EST of the day ahead until 07:00 EST on the dispatch day, if the IESO’s
pre-dispatch schedules signal they could be curtailed for the hours of availability. In this
instance, HDR resources must continue to submit energy bids for the dispatch day
consistent with their capacity obligation. HDR resources are economically activated
when the pre-dispatch 3-hour ahead price is greater than their energy bid price. The
HDR resource is notified that they will be economically activated by receiving an
Activation Notice approximately 2.5 hours before the start of the first dispatch hour to
which it relates. HDR resources may be activated once per day for up to four consecutive
hours. Attached hereto as Exhibit “C” is a copy of IESO Market Manual 4, which sets
out the rules for activating HDR resources at section 7.2. Like dispatchable loads, HDR
resources can manage the risk of incurring a cost associated with lost load from an
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economic dispatch through their energy price bid. As the IESO evidence indicates, HDR
resources have been economically activated on only one occasion since the
implementation of the DRA.

B.7

29.

Q: In response to Board Staff Interrogatory question 1, AMPCO provided
a list of costs related to curtailment. What are your views on the nature of
these costs?

AMPCO identified two types of costs related to economic activation under the heading
“Cost per Curtailment.” AMPCO called the first set of costs “lost opportunity”. These
costs all influence the price the DR resource is willing to pay to consume, i.e. the value
of lost load. AMPCO indicates that there are several things to consider in establishing
the value of lost load for a DR resource, and these things vary over time, even day to
day and hour to hour. However, these costs all should be captured in the DR resource’s
energy bid price. As discussed above, the DR resource can avoid incurring a lost
opportunity cost by properly estimating its value of lost load and using this estimated
value for its energy bid price. This is not to say that it is easy to estimate the value of
lost load, and that there is not a risk that the estimate is wrong and that there is ex post
regret that they bid too low or too high. This is possible in the same way it is possible
that when a generator submits an energy offer with an expectation of its fuel costs and
operating conditions: they guess wrong and fail to recover some costs.

30.

AMCPO calls the second set of costs “semi-variable costs,” which included labour cost
and other overhead costs for the production facility. These costs are costs that the DR
resource must incur to ensure that they are available as a capacity resource to respond
to an economic dispatch. These costs are not avoided if the DR resource is not
economically activated. These are costs that can be avoided only if the DR resource
chooses not to be available. I would call these costs fixed avoidable costs. For example,
if they wanted to operate as a non-dispatchable load, they may require fewer staff on
shift to monitor for dispatch instructions from the IESO. These costs should be
recovered through the availability payment and not through an energy payment. This is
no different than the types of costs that a non-committed generator may incur to make
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sure a generator is available to respond to an IESO dispatch. Non-committed
dispatchable generators would also need to recover these types of fixed avoidable costs
if they choose to sell capacity and be available for dispatch by the IESO. They would
include these costs in their capacity offer price, not in their energy offer price.

B.8

31.

Q: If a generator receives an energy payment for balancing supply and
demand, but a DR resource does not, is this not inequitable treatment, and
does it not place the DR resource at a competitive disadvantage?

Contrary to AMPCO’s assertion, I contend that providing DR resources an energy
payment for economic activations would represent inequitable treatment and afford DR
resources a competitive advantage over non-committed dispatchable generators in the
TCA. I come to this conclusion by applying the concept of horizontal equity and by way
of example.

B.9
32.

Q: What is horizontal equity?

Horizontal equity requires that people who are alike in all relevant respect be treated the
same. It corresponds to common notions of fair play and non-discrimination. For
example, if two people have the same pre-tax income, they would have equal after-tax
incomes. Vertical equity holds that people who differ in relevant respects should often
be treated differently. This notion of equity is more contentious. Vertical equity is
typically concerned with the “preferred” distribution of wealth in society. What
represents the “preferred” distribution of wealth is a normative question that requires a
value judgement. For example, it can be argued that those who earn higher pre-tax
income should pay higher taxes.

B.10 Q: How does this concept of equity draw you to conclude that providing DR
resources an energy payment would be inequitable?
33.

I come to this conclusion through an example. The example is an adaptation of the
example the IESO presented to stakeholders in the Demand Response Working Group
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on March 11, 2018 to elicit views on the issue of the equal treatment of “negawatts and
megawatts.”17
34.

Consider two companies, DR Corp. and GEN Corp. DR Corp. consumes 6 MW of
electricity. Its value of lost load is $10,000/MWh. DR Corp. also owns a behind-themeter generator. The generator has a capacity of 4 MW. It incurs a cost of $100/MWh
to generate electricity. DR Corp. also incurs a fixed cost of $1,000 to staff and maintain
the generator so that it is available to produce electricity when needed. If DR Corp.
chose not to maintain the generator to be available to produce electricity, it would avoid
incurring this cost. This makes the $1,000 a fixed avoidable cost. GEN Corp. is exactly
the same as DR Corp. with one arbitrary exception: GEN Corp. is electrically connected
to the IESO market metered separately as a load and a generator, while DR Corp. is
connected by meter to the IESO market as a load with its generator operating behind the
meter. Figure 1 depicts the situation for both companies.

35.

To simplify the discussion, assume there is just one hour in the year and based on the
prevailing supply and demand conditions, the two companies expect the energy market
price to be $100/MWh. Both companies plan to compete in the IESO TCA. DR Corp.,
because it is metered with the IESO as a load, competes as a DR resource and can offer
4 MW of capacity (the amount of net-metered load it is capable of decreasing through
use of its behind-the meter generator). If successful in the TCA, DR Corp. will be
obligated to submit an energy bid in the IESO’s energy market for 4 MW. The energy
bid price that DR Corp. will submit is equal to $100/MWh as it will be less costly to use
its generator to self-supply its demand than to buy energy from the IESO energy market
at a price higher than $100/MWh. GEN Corp. competes as a non-committed generator
and can offer 4 MW of capacity in the TCA. If successful in the TCA, GEN Corp. will

17

IESO Presentation to Demand Response Working Group on Utilization Payments Discussion, dated March 1,
2018, being Exhibit “J” to the Affidavit of David Short, sworn October 25, 2019, available online at:
http://www.rds.oeb.ca/HPECMWebDrawer/Record/656576/File/document at 10-14 [“IESO March 1
Presentation”]. A “negawatt” is a unit of energy saved, such as through the curtailment of demand. This issue of
whether a “negawatt” and a “megawatt” are functionally and economically equivalent is a contentious issue. The
issue was addressed in FERC Order No. 745 where Commissioner Moeller disagreed with the Commission
majority that the two were equivalent.
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be obligated to submit an energy offer in the IESO’s energy market for 4 MW. The
energy offer price it will submit is $100/MWh, which is its marginal cost of generation.
36.

Assume in the first instance, as per the Amendments, DR resources do not receive an
energy payment for an economic activation. What will be the capacity offer price of
each company? I answer this with reference to Figure 1.A.
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Figure 1: DR Corp. and GENCorp. are identical in all relevant aspects
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37.

With an expected market price of $100/MWh, DR Corp. anticipates that it will receive
an economic activation to reduce its net-metered load by 4 MWh. It will not receive an
energy payment for this activation, so as AMPCO argues, it will not be able to
incorporate this revenue in the calculation of its capacity offer price. DR Corp. will
make an energy payment to the IESO of $100/MWh x 2 MWh = $200 for its net-metered
demand. It will incur a cost of $100/MWh x 4 MWh = $400 to generate electricity to
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supply the balance of its 6 MWh of consumption. It will incur the fixed avoidable cost
of $1,000 to ensure the generator is available. Overall, DR Corp. will realize a net value
of $58,400 for its activities. These calculations are listed in the box for DR Corp. titled
“With Generator” in Figure 1.A (numbers in red are negative values).
38.

For it to be profitable for DR Corp. to participate in the TCA, the net value it realizes if
successful must be greater than the net value it would realize by shutting down its
generator and buying all of its electricity from the IESO. This net value is calculated in
the box for DR Corp. titled “Without Generator” in Figure 1.A and is equal to $59,400.
The net opportunity cost of DR Corp of participating in the TCA is the difference
between these two values and is equal to -$1,000. That is, DR Corp. can increase its net
value by $1,000 by shutting down its generator and saving the fixed avoided cost of
$1,000 to maintain the availability of the generator. Therefore, to keep the generator
available, it must recover this amount in the TCA through the availability payment. DR
Corp. will submit a capacity offer price of $250/MW for 4 MW of capacity with the
hope of recovering the fixed avoided cost of making the generator available. If it is not
successful in the TCA, it will shut down the generator.

39.

With an expected market price of $100/MWh, GEN Corp. anticipates that it will receive
an economic activation to generate 4 MWh of energy. The IESO will pay GEN Corp.
the market price per MWh of energy produced for a total energy payment equal to $400.
As AMPCO conjectures, GEN Corp. can anticipate earning this energy revenue when
calculating its capacity offer price. However, it costs GEN Corp. $400 to generate the
electricity. What GEN Corp. factors in to its capacity offer price is not the revenue it
earns, but the net revenue it earns which is the difference between the energy payment
and variable energy cost. This is the “benefit” that GEN Corp. receives by participating
in the energy market. As I will discuss more below, it is important to draw the distinction
between the energy payment and the net revenue when considering the AMPCO’s
assertion of competitive advantage. In this case, the market price and GEN Corp.’s
marginal cost are equal; GEN Corp. earns zero net revenue. Like DR Corp., GEN Corp.
computes its capacity offer price based on the difference between the net value it realizes
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from making its generator available and the net value it realizes if it shuts down the
generator, which is -$1,000. GEN Corp. submits a capacity offer price in the TCA equal
to $250/MW, the same as DR Corp. This is what we might expect given that DR Corp.
and GEN Corp. are identical but for the arbitrary physical positioning of their meters.
40.

Assume now that contrary to the Amendments, DR resources are paid the market price
for an economic activation. How does this affect each company’s participation in the
TCA and in the energy market? This is presented in Figure 1.B above.

41.

First, note that by receiving the market price for an activation, DR Corp. has an incentive
to lower its energy bid price. It will be optimal to use its generator to self-supply its
demand whenever the market price is greater than half its marginal generation cost (i.e.,
market price > $50/MWh). To see this, assume the market price is $51/MWh, and DR
Corp. does not use its generator to self-supply. DR Corp. pays $51/MWh x 6 MWh =
$306 to the IESO. If instead, DR Corp. does use its generator to self-supply, it pays only
$51/MWh x 2 MWh = $102 to the IESO to consume, receives an energy payment for
economic activation equal to $51/MWh x 4 MWh = $204, and incurs a generation cost
of $400 for a net cost of $298. It is better off to self-supply when the energy market
price is $51/MWh. By this reasoning, DR Corp.’s net cost of participation in the IESO
market if it self-supplies is lower whenever the market price exceeds $50/MWh. As a
result, DR Corp. will lower its energy bid price to $50/MWh from $100/MWh.

42.

Now assuming that DR Corp.’s lower energy bid price does not result in a lower energy
price (which it could), it will now factor this additional energy payment into its capacity
offer price calculation. As Figure 1.B demonstrates, the net value to DR Corp. increases
when it is eligible for an energy payment for an economic activation. DR Corp. requires
a smaller capacity offer price of $150/MW in order to cover its fixed avoided cost of
making its generator available. This capacity offer price is lower than the capacity offer
price of GEN Corp.
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B.11

43.

Q: Can you summarize what this example demonstrates of AMPCO’s
assertions of inequality and competitive disadvantage?

Yes. The example shows that AMPCO’s assertions are incorrect. In my example, DR
Corp. and GEN Corp. are identical but for the physical placement of a meter; an arbitrary
and irrelevant difference. Horizontal equity requires like treatment for people (or
corporations) that are alike. When DR resources do not receive an energy payment for
an economic activation, DR Corp. and GEN Corp., whom are identical, are treated alike
for their participation in the IESO markets and realize the same net value for their
activities. When DR resources receive an energy payment for an economic activation,
DR Corp. avoids the cost of consuming by reducing its net-metered load (a benefit). At
the same time, it receives a payment from the IESO to avoid this cost (a second benefit).
This amounts to a double benefit for the energy service provided (as evidenced by DR
Corp.’s willingness to submit an energy bid price that is half its marginal generation
cost). As a result, DR Corp. realizes a higher net value than GEN Corp. for participation
in the IESO markets, even though the two companies are identical. The preferential
treatment gives DR Corp. a competitive advantage over GEN Corp. in the TCA. What
amounts to a double benefit for the energy service allows DR Corp. to cover more of its
fixed avoided cost through the energy market. DR Corp requires less in the way of an
availability payment to cover these costs and hence they can submit a lower capacity
offer price than GEN Corp. in the TCA.

B.12
44.

Q: What other conclusion do you draw through this example?

Through this example, I can demonstrate that contrary to AMPCO’s assertions, paying
DR resources an energy payment for economic activations would harm fair and efficient
competition. With only slight modifications to the example I described above, I can
show that providing DR resources an energy payment for economic activations can lead
to more expensive resources being selected before less expensive resources in the TCA
and more expensive resources being dispatched ahead of less expensive resources in the
energy market.
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45.

In Figure 2, I assume DR Corp. incurs a fixed avoided cost of $1,100 to staff and
maintain its generator to ensure it is available to produce electricity, which is $100
higher than the previous example. DR Corp. is now a higher cost capacity resource than
GEN Corp. DR Corp. will have to recover $100 more in the TCA than GEN. If as per
the Amendments, DR resources do not receive an energy payment for economic
activations, DR Corp. will submit a capacity offer price of $275/MWh in the TCA. It
has less chance of success in the TCA than GEN Corp. From the perspective of
promoting fair and efficient competition, this is the desired outcome; the least cost
capacity resource is selected ahead of the higher cost resource. If in the alternative, DR
resources are provided an energy payment for economic activations, DR Corp. can
anticipate a benefit of reducing its energy payment to the IESO and receiving an energy
payment from the IESO for doing so, (i.e., a double benefit). This reduces the amount
of fixed avoided cost that it must recover through the TCA by $400. DR Corp. is now
able to reduce its capacity offer price to $175/MW, which is lower than GEN Corp.’s
capacity offer price of $250/MW. DR Corp. now has an advantage over GEN Corp. in
the TCA, even though it is the higher cost capacity resource. As a result, it is possible
that DR Corp. is successful in the TCA and GEN Corp. is not. GEN Corp. would be
forced to shut down its generator. This would be a wasteful and inefficient use of the
province’s resources. Providing DR resources an energy payment for economic
activations would be harmful to fair and efficient competition.
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Figure 2: DR Corp. has a higher fixed avoided cost
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Figure 3: GEN Corp. has a lower marginal generation cost
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46.

In Figure 3, I modify the original example by assuming GEN Corp. has a marginal
generation cost of $80/MWh, which is lower than the $100/MWh marginal generation
cost of DR Corp. In this case, GEN Corp earns a net revenue equal to the difference
between the energy market price of $100/MWh and its marginal generation cost of
$80/MWh; a benefit of $20/MWh that it can contribute to the recovery of its fixed
avoided cost of making the generator available. It can factor this amount into its capacity
offer price. Again, I draw a distinction between the net revenue and the full energy
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payment; GEN Corp. will factor only the net revenue into its capacity price calculation
as this is the only true benefit it receives from the energy market.
47.

If DR resources are provided an energy payment for economic activations, Figure 3
illustrates that DR Corp. will submit a lower capacity offer price than GEN Corp. That
is, because of the double benefit DR. Corp. receives from activation (a benefit for the
energy payment it avoids and a benefit for the energy payment it receives) it has a
competitive advantage over GEN Corp. It is also the case that because DR Corp. lowers
its energy bid to $50/MWh, (half of its marginal generation cost) it will be dispatched
ahead of GEN Corp. for energy. This is not only harmful to fair and efficient
competition in the TCA, it leads to the inefficient dispatch of the province’s generation
resources, which is in conflict with the IESO’s least cost dispatch objective.

B.13

48.

Q: In your examples, you did not consider the effects of the Global
Adjustment. How does the Global Adjustment affect your conclusions?

The manner in which consumers are charged the Global Adjustment will also provide
certain DR resources a competitive advantage in the TCA over non-committed
dispatchable generators, even if DR resources are not provided energy payments for an
economic activation as per the Amendments.

49.

The Global Adjustment is an accounting mechanism through which the fixed costs to
build and maintain generation assets in the province and to deliver Ontario's
conservation programs are recovered from Ontario electricity consumers. It is, at a high
level, calculated as the differences between payments made to generators at the
wholesale market price and payments made through regulation or contract that differ
from the market price. The Global Adjustment was established in 2005 as a means to
attract private investment in new generation capacity and to offer Ontario consumers
price stability. The Global Adjustment has become the largest component of an average
consumer’s electricity cost, representing between 45 to 60 percent of a typical electricity
bill. Attached hereto as Exhibit “D” is a copy of a policy brief I authored on this subject.
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50.

The Industrial Conservation Initiative (“ICI”) is a government policy that defines how
the costs in the Global Adjustment are allocated to different classes of consumers. Large
consumers, known as Class A consumers, are charged global adjustment on the basis of
their share of the total system demand during the highest five peak hours of the year.
Class A consumers include consumers with an average monthly peak demand greater
than 1 MW and consumers in certain manufacturing and industrial sectors, including
greenhouses with an average monthly demand greater than 500 kilowatts (kW). Smaller
consumers, known as Class B consumers, pay Global Adjustment as a monthly fee
based on the kilowatt-hours of electricity they consume in the month, or as part of their
regulated time of use prices. I understand that most AMPCO members qualify as a Class
A consumer.

51.

The Board’s Market Surveillance Panel has shown that the ICI provides Class A
consumers with an extreme price incentive to reduce their demand in the expected
system peak demand hours to avoid paying the Global Adjustment. This will provide
DR resources that are Class A consumers a competitive advantage over non-committed
dispatchable generators in the new TCA. I demonstrate this in Figure 4. Attached hereto
as Exhibit “E” is the Market Surveillance Panel’s Report.

52.

Figure 4 assumes the same characters for DR Corp. and GEN Corp. as Figure 1, except
it also considers the effects of the incentives provided by the ICI. Both DR Corp. and
GEN Corp. qualify as a Class A consumer. Assume that both companies anticipate the
Global Adjustment charge to be $5,000/MWh. The Global Adjustment is charged based
on the metered quantity consumed at the level of the IESO (i.e., based on metered
quantities at the transmission level). As a result, DR Corp. can avoid Global Adjustment
charges by self-suppling its demand and reducing its net-metered quantity with the IESO
to 2MWh. GEN Corp. cannot avoid Global Adjustment by generating. As Figure 4.A
demonstrates, even if DR resources are not provided an energy payment for economic
activations, DR Corp. has an extreme incentive to generate electricity to avoid $5,000 x
4MWh = $20,000 in Global Adjustment charges. This decreases the opportunity cost of
not incurring the fixed avoided cost to maintain the availability of its generator by
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$20,000. DR Corp. is clearly better off by maintaining the availability of its generator;
it will do so even if it does not earn an availability payment through the TCA. DR Corp.
can offer a capacity price of $0/MWh in the TCA. In effect, the ICI rewards DR
resources that are also Class A consumers by compensating them twice for making their
generator available; once through the avoidance of the Global Adjustment (which
recovers the capacity cost of the committed generator) and once through the availability
payment. As Figure 1.B demonstrates, paying DR resources an energy payment for an
economic activation would only further DR Corp.’s competitive advantage over the
non-committed generator of GEN. Corp.
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Figure 4: Effects of the Global Adjustment
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C.

APPLICATION OF FERC ORDER NO. 745 IN ONTARIO WILL NOT
ACHIEVE THE COMMISSION’S INTENDED EFFECTS

C.1
53.

Q: Can you briefly describe the conclusions of FERC Order No. 745

Yes. FERC Order No. 745 addressed the issue of compensation of DR resources in
Regional Transmission Organization (“RTO”) and Independent System Operator
(“ISO”) organized wholesale energy markets in the United States.18 The Commission
concluded that when a DR resource satisfies two conditions, it “must be compensated
for the service it provides to the energy market at the market price for energy, referred
to as the locational marginal price (LMP).”19 First, the DR resource must have the
capability to provide the service, which is described as displacing a generation resource
in a manner that serves to balance supply and demand. Second, the payment of the
market price to the DR resource for the provision of the service must be “cost-effective”
as determined by a “net-benefits test.”

C.2
54.

Q: What was the basis for the Commissions’ conclusion?

The key objective of FERC Order No. 745 was to “remove barriers to participation of
demand response resources in organized wholesale electricity markets.”20 FERC Order

18

FERC Order No. 745 at para. 9 focused on “customers or aggregators of retail customers providing, through
bids or self-schedules, demand response that acts as a resource in organized wholesale energy markets”.

19

Ibid at para. 2.

20

Ibid at para. 5. The Commission states this objective is “consistent with national policy requiring facilitation of
demand response.” It references Energy Policy Act of 2005, Pub. L. No. 109-58, § 1252(f), 119 Stat. 594, 965
(2005):
“f) FEDERAL ENCOURAGEMENT OF DEMAND RESPONSE DEVICES.—It is the
policy of the United States that time-based pricing and other forms of demand response,
whereby electricity customers are provided with electricity price signals and the ability to
benefit by responding to them, shall be encouraged, the deployment of such technology and
devices that enable electricity customers to participate in such pricing and demand response
systems shall be facilitated, and unnecessary barriers to demand response participation in
energy, capacity and ancillary service markets shall be eliminated. It is further the policy of
the United States that the benefits of such demand response that accrue to those not deploying
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No. 745 was promulgated on the premise that “active participation by customers in the
form of demand response in organized wholesale energy markets helps to increase
competition in those markets.”21 Ensuring the competitiveness of organized wholesale
energy markets is “integral to the Commission fulfilling its statutory mandate” and to
ensuring “just, reasonable, and not unduly discriminatory or preferential rates.”22 The
Commission observed that prior to the Order, “the level of compensation for demand
response” varied from market to market, and that “some existing, inadequate
compensation structures hindered the development and use of demand response.” The
Commission acknowledged that customers “must have confidence that appropriate price
signals will be sustained by stable competitive pricing structures, before they will make
an investment in demand response.” Attached hereto as Exhibit “F” is a copy of the
Commission’s Notice of Proposed Rule Making in which these observations were made.

C.3

55.

Q: Did the Commission elaborate on the types of barriers to DR resources
that it was concerned with, and how FERC Order No. 745 would eliminate
those barriers?

The Commission reasoned that “[d]ue to a variety of factors, demand responsiveness to
price changes is relatively inelastic in the electric industry and does not play as
significant a role in setting the wholesale energy market price as in other industries.”23
The Commission cited as barriers:
“the lack of a direct connection between wholesale and retail prices, lack
of dynamic retail prices (retail prices that vary with changes in marginal
wholesale costs), the lack of real-time information sharing, and the lack
of market incentives to invest in enabling technologies that would allow

such technology and devices, but who are part of the same regional electricity entity, shall be
recognized.”
21

Ibid at para. 9.

22

Ibid at para. 8.

23

Ibid at para. 57.
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electric customers and aggregators of retail customers to see and respond
to changes in marginal costs of providing electric service as those costs
change.”
The Commission concluded, “paying LMP can address the identified barriers to
potential demand response providers.”24

C.4

56.

Q: You indicated that for DR resources to be eligible for compensation it
must be cost-effective as determined by the FERC net benefits test. Can you
explain this test?

Yes. The Commission recognized that paying DR resources the market price to curtail
demand would have two effects. First, paying DR resources the market price would
encourage more participation of these resources in the energy market. Their
participation would involve an energy bid in the wholesale market. Additional energy
bids in the market would lead to a lower wholesale energy price whenever a DR
resource’s bid was selected in the energy market ahead of a generator offer. All other
consumers (non-DR consumers) would realize a benefit from the lower price. Second,
these non-DR consumers would have to make an additional payment to the DR resource
equal to the market price times the amount of demand curtailed. The net benefits test is
satisfied when the savings the non-DR consumers realize from the lower wholesale price
are greater than the additional payment they must make to DR resource. FERC Order
No. 745 refers to this as the “the billing unit effect of dispatching demand response.”25
In this sense, paying DR resources is deemed cost effective if it leads to lower bills for
all non-DR consumers.

C.5
57.

Q: Is this how an economist would define “cost-effective”?

No. As many commentators noted in the FERC proceeding, in economics, an outcome
would be defined as cost-effective if it leads to society making the best use of its

24

Ibid at para. 58.

25

Ibid at para. 3.
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available resources. Economist call this an allocatively efficient outcome. An
allocatively efficient outcome maximizes the benefits to all participants. This is
sometimes called “total surplus” which is equal to the sum of consumers’ surplus (the
difference between what they are willing to pay and the price they pay) and producers’
surplus (the difference between the price they receive and avoided variable cost). The
IESO’s dispatch model seeks to maximize allocative efficiency or total surplus. The net
benefits test seeks to maximize the benefit to non-DR participants, or non-DR
consumers’ surplus and comes at the expense of producers’ surplus. Promoting
efficiency is also a purpose of the Electricity Act, 1998.

C.6

58.

Q: Do you see any implications for the IESO or Ontario consumers if the
IESO were required to apply a net benefits test in order to pay DR resources
the market-clearing price?

Yes. If the intent of the FERC net benefit test is to compensate DR resources only when
it results in a reduction in the bills of non-DR consumers (non-DR consumers’ surplus),
then the IESO would have to take into account the effect of the Global Adjustment in
this calculation. This has two implications for the IESO and Ontario consumers. First,
it means that (all else held constant) the net benefits test will be satisfied less frequently
(if ever) than in the United States markets.26 Second, it adds additional complications
for the IESO in implementing the test that the United States RTO/ISOs did not have to
encounter. Furthermore, as several commenters noted in the FERC proceeding, “costeffective” as defined by the net benefits test, and “allocative efficiency” are different
things. An additional implication of Ontario implementing the net benefit test is that it
could, if ever satisfied, contribute to a less efficient dispatch of resources and less
efficient use of the province’s generation resources. This is a point I already established
above.

26

This same point was recognized in Section 3.2 of the “Navigant Report”.
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C.7

59.

Q: Can you explain why the Global Adjustment means the net benefits test
is not likely to be satisfied on Ontario?

Yes. This can be explained with reference to Figure 5. In Figure 5, an hourly offer curve
and an hourly demand curve (labeled D1) are drawn. The demand curve D1 is drawn
under the assumption that DR resources are not provided an energy payment for an
economic activation. The market-clearing price is determined as the intersection of the
hourly offer curve and the hourly demand curve, which is P1 in Figure 5. This illustration
is based on a figure contained in the Californian ISO’s final proposal for implementation
of FERC Order No. 745, which is attached hereto as Exhibit “G”.

60.

Paying a DR resource the market-clearing price for an economic activation changes the
DR resource’s incentives for participation in the market. This was the desired effect of
the Commission in FERC Order No. 745. As I outlined above, in the Ontario context, if
a DR resource is paid the market price for an economic activation, it will be incentivized
to submit a lower energy bid price.27 This causes the demand curve to become more
“elastic” and shift downward. This is represented by the new hourly demand curve D2
in Figure 5. The lower DR resources’ energy bids mean that the market clears at the
lower price of P2.

27

This point was discussed in the “IESO March 1 Presentation” at 5.
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Figure 5: The Net Benefits Test under FERC Order No. 745
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The FERC net benefits test is satisfied if the savings the non-DR consumers realize from
the lower wholesale price are greater than the additional payment they must make to
DR resources. Under the FERC model, this occurs when the shaded blue area is greater
than the shaded green area in Figure 5.

62.

If the net benefits test were applied to Ontario, the IESO would have to incorporate the
effects of payments made to contracted and regulated (“committed”) generators by nonDR consumers through the Global Adjustment. As discussed above, the Global
Adjustment includes differences between payments made to generators at the wholesale
market price and payments made through regulation or contract that differ from the
market price. If providing DR resources an energy payment for economic activations
lowers the market-clearing price as the Commission expected in FERC Order No. 745,
in Ontario, a portion of the benefit non-DR resources get from the lower energy price
will be offset by an increase in the payments the same consumers have to make to
committed generators through the Global Adjustment. This means that all else held
constant, the net benefits test condition for compensating DR resources will be satisfied
less often in Ontario than in the United States. This is illustrated in Figure 6.

EB-2019-0242
Evidence of Brian Rivard
November 8, 2019
Revised: November 21, 2019
Page 38 of 51

Figure 6: The Net Benefits Test illustrated for Ontario
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In Figure 6, the amount of supply provided by committed generators is QCOMG. When
lower energy bid prices of DR resources cause the energy market price to fall from P1
to P2, the amount of net revenues earned by the committed generators falls in proportion
to the price decrease (the area marked as A in Figure 6). The decline in net revenue is
fully offset by higher payments to the committed generators as per their contract terms
or regulated rates. Non-DR consumers cover these higher payments through higher
Global Adjustment charges. As a result, the benefit that non-DR consumers receive from
the lower energy price is reduced by the amount A; they realize the smaller benefit
represented by area B. Since the net benefit is smaller in Ontario, it is less likely that the
net benefits test condition will be satisfied in Ontario.

C.8

64.

Q: Are there conditions in Ontario in which the net benefits test is certain
to fail?

Yes. Ontario is a large net exporter. Exporters do not pay the Global Adjustment. In
many hours, committed generators are required to produce to meet both the Ontario
demand and the export demand. When the amount of energy provided by committed
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generators exceeds the Ontario demand, energy price decreases caused by lower DR
resource energy bids would lead to an increase in Ontario non-DR consumers’ Global
Adjustment charges that exceeds benefits they realize from lower energy market prices.
That is, exports would realize the benefit of the lower market prices, but because Ontario
consumers must cover the higher Global Adjustment charges, they would be worse off,
even before paying DR resources not to consume. This is illustrated in Figure 7.
Figure 7: Sufficient condition for Net Benefits Test failure in Ontario,
$/MWh
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In Figure 7, the Ontario non-DR consumers’ demand is QONT. The difference between
Q2 and QONT is export demand. The amount of energy produced by committed
generators is QCOMG, which is greater than the Ontario non-DR consumers’ demand.
The benefit that non-DR consumers realize from the energy price reduction is
represented by the area A. However, the amount of Global Adjustment that these
consumers will have to pay increases by the area A + B. Ontario non-DR consumers are
made strictly worse off by compensating DR resource for economic activations. They
are made worse off even before accounting for the amount they have to pay to DR
resources for economic activations (the green shaded area).
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C.9

66.

Q: Have you done any analysis that could provide the OEB some guidance
on the likelihood that the net benefits test would be satisfied in Ontario?

Yes. The IESO provided me with hourly data for the period January 1, 2018 to October
28, 2019 which is attached hereto as Exhibit “H”. The data included hourly HOEP and
hourly quantities of Ontario non-dispatchable demand, Ontario dispatchable load
demand, committed generation output, non-committed generation output, exports and
imports for a total of 15,984 hours. I calculated the number of hours when output from
committed generators exceeded Ontario non-dispatchable demand plus dispatchable
load demand (the sufficient condition for the net benefits test to fail in Ontario). There
were 14,436 hours out of 15,984 hours (90.3% of hours) in which the output of
committed generators exceeded the Ontario demand between January 1, 2018 and
October 28, 2019. The net benefits test would have failed in these hours.

67.

In the remaining 1,548 hours (9.7% or hours) when Ontario demand was greater than
the output of committed generators, I considered the likelihood that compensating DR
resources for economic activations would lead to sufficient reductions in DR resources’
energy bid prices to cause a decrease in the energy market price. If DR resource energy
bid prices remain relatively high, then it is not likely a price decrease could occur and
hence a net benefit to non-DR consumers is not possible. Figure 8 provides some
insights in the number of hours that this might be possible. Figure 8 ranks the 1,548
hours between January 1, 2018 to October 28, 2019, in which Ontario demand exceeded
committed generation output, from lowest HOEP to highest HOEP.
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Figure 8: HOEP in hours with Ontario demand greater than committed
generation Output, January 1, 2018 to October 28, 2019

68.

First, DR resources must submit energy bid prices that are greater than $100/MWh.
Compensating DR resources for economic activations could not have a net benefit in
hours when the HOEP was less than $100/MWh because DR resource energy bid
reductions could not fall below this price level. HOEP exceeded $100/MWh in only 17
of the 1,548 hours (0.106% of all hours in the data set).

69.

IESO analysis found in a presentation to the Demand Response Working Group
indicated the following:
The historical contracting programs required DR energy bids to be priced
at $200/MWh. Once the $200 price requirement was removed for HDR
resources, the IESO observed that the majority of DR bids were priced
by participants much higher than $200/MWh. This implies DR
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participant’s value of energy consumption is much higher than this
level.28
70.

If we consider prices above $200/MWh as the benchmark for a possible price effect,
there were only 3 of the 1,548 hours (0.019% of the total hours in the data set) in which
the HOEP exceed this benchmark.

71.

Overall, recent historical data suggest that the net benefits test would rarely, if ever, be
satisfied in Ontario (0.019% of the time).

C.10 Q: You also said that there would be additional complications for the IESO
to implement the FERC net benefits test. What are the additional
complications?
72.

FERC Order No. 745 required the RTO/ISO’s “to develop a mechanism as an
approximation to determine a price level at which the dispatch of demand response
resources will be cost-effective.”29 Essentially, the ISO and RTOs are required to use
historic offer data, adjusted to reflect resource availability and fuel costs, to create a
representative aggregated supply curve for a trade month.30 This representative curve is
used to determine “the monthly threshold price corresponding to the point along the
supply stack beyond which the overall benefit from the reduced LMP resulting from
dispatching demand response resources exceeds the cost of dispatching and paying LMP
to those resources.”31 The ISO and RTOs must post this threshold price on their website
and update it on a monthly basis.

73.

As discussed above, the IESO will require additional information to implement the net
benefits test in Ontario. They will require a forecast of Ontario non-DR load, the
production of committed generation and the amount of net exports. Realistically, these
values will change often during the month, which makes the use of a representative

28

“IESO March 1 Presentation” at 7.

29

FERC Order No. 745 at para. 4.

30

This is described in Exhibit “G”.

31

FERC Order No. 745 at para. 4.
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supply stack and a monthly price test less practical. Furthermore, applying a blunt
monthly test is more likely to lead to false positives and harm to Ontario consumers
given the unique conditions and relative infrequency in which the net benefits test is
likely to be satisfied. The IESO would likely have to identify improvements to the way
the nets benefits test is implemented in Ontario compared to the United States to limit
false positives.

C.11 Q: Do you think there are any other aspects of the Ontario market that
should inform a decision of whether or not to apply FERC Order No. 745 in
Ontario?
74.

Yes. As I outlined above, the key objective of FERC Order No. 745 was to “remove
barriers to participation of demand response resources in organized wholesale electricity
markets.”32 The Commission stated in its Notice of Proposed Rule Making that:
“Despite the benefits of demand response and various efforts by the
Commission, ISOs and RTOs to address barriers to and compensation for
demand response participation, demand response providers collectively
play a small role in wholesale markets. After several years of observing
demand response participation in ISO and RTO markets with different,
and often evolving, demand response compensation structures, the
Commission is concerned that some existing, inadequate compensation
structures have hindered the development and use of demand response.”33

75.

FERC Order No. 745 further describes the types of barriers to demand response
participation that concerned the Commission. These barriers primarily related to the
disconnect that existed at the time between wholesale and retail prices and the lack of
incentives this created for the investment in the capability to be price responsive.34

32

Ibid at 113.

33

Exhibit “F” at para. 9.

34

FERC Order No. 745. This was a point made by Commissioner Moeller on his dissenting opinion: “the lack of
dynamic prices at the retail level is the primary barrier to demand response participation.”
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FERC Order No. 745 sought to remedy these barriers by providing DR resources
additional compensation.35
76.

However, the types of barriers to demand response the Commission was concerned with
at the time of FERC Order No. 745 do not seem relevant to present day Ontario. First,
as Navigant noted in a report prepared for the IESO:
“It is important to note that Ontario is different from many U.S. jurisdiction
in that many of the DR resources are wholesale market participants or large
customers that are exposed to real-time electricity prices as opposed to retail
prices. This means that Ontario DR customers avoid the entire real-time
electricity price when curtailing and are exposed to high price spikes. When
DR providers are only exposed to retail rates as they are in many U.S.
jurisdictions, they are unlikely to have the same avoided cost benefit when
curtailing during spikes in prices.”36

77.

Second, Ontario has already done a great deal to help DR resources recover the costs of
investments needed to enable their participation in wholesale markets. As early as 2007,
the IESO (formerly the OPA) recognized the capacity value of DR resources and
implemented the DR3 program. The DR3 program procured DR resources through
multi-year standard offer contracts that paid DR resources both an availability payment
and a utilization payment. The proceeds of the availability payment could contribute in
the investment in meters and control systems that would enable price responsiveness. It

35

Ibid. Commissioner Moeller in his dissenting opinion challenged the majority on this point. Commissioner
Moeller stated in his dissent:
“The Rule [FERC Order No. 745] finds that “greater uniformity in compensating demand
response resources” is required and as justification for its action, references the existence of
various barriers that limit the participation of demand response in the energy markets. The
majority ultimately concludes that these barriers can be removed by better equipping demand
response providers with the financial resources to invest in enabling technologies. This is to
say that the majority believes that paying demand resources more money will help overcome
these barriers and encourage more participation. The Rule, however, never clearly explains how
the existence of barriers, in turn, justifies a payment of full LMP to demand resources.”
36

“Navigant Report”.
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also helped fund investments made by load aggregators to sign-up and compensate
consumers that could reduce demand upon an activation from the IESO. In 2015, the
former OPA DR3 program was integrated into the IESO-administered market through
a program called capacity backed demand response and through the DRA. This provided
further learning for the IESO and DR resources on how demand response could respond
to economic activations. DR resources were provided availability payments for
providing the capacity service, which again could be used to fund investments in the
technologies needed to enable demand response. These availability payments were
made during a time when Ontario had more than enough capacity to meet its obligations.
This means Ontario consumers paid to help remove the barriers to demand response
when it did not need the capacity. Arguably, as evidenced by the number of DR
resources that now participate in the DRA, Ontario has been successful in removing the
types of barriers to demand response participation in the wholesale market that were the
focus of FERC Order 745.
78.

Third, the ICI has been very effective at stimulating demand response during peak
demand periods. The Market Surveillance Panel estimates that “ICI participants reduced
their consumption by 42% during peak demand conditions in 2016.”37 They do so to
reduce the amount of Global Adjustment that they pay. The Panel “estimates that by
reducing consumption by one megawatt during each of the five peak demand hours in
2016, a Class A consumer would have saved approximately $520,000 in Global
Adjustment charges.”38 The benefit from reducing peak hour consumption are so
significant, it “creates an incentive for Class A consumers to invest in new generating
or storage capacity located at their facilities.”39

37

Exhibit “E” at 2.

38

Ibid at 8.

39

Ibid at 16.
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C.12 Q: Are you aware of any research that demonstrates the effect that FERC
Order No. 745 has had on the United States wholesale markets?
79.

Yes, in the short time that I had to prepare this testimony, I conducted a non-exhaustive
scan of the academic literature and reports prepared by the RTOs, ISOs and their market
monitors for empirical evidence on the effects and implications of the implementation
of FERC Order No. 745. I was surprised to find only a few reports or academic papers
on the topic.

80.

Monitoring Analytics LLC, the market monitor for PJM, prepare quarterly and annual
reports on the PJM market. They dedicate a section in the reports specifically to demand
response. Attached hereto as Exhibit “I” and Exhibit “J”, are the 2015 and 2019
Quarterly State of the Market Reports. The 2015 report states that FERC Order No. 745
“increased incentives to participate” in the PJM economic demand response program.40
Figure 6-2 shows a sudden increase in both credits paid to economic demand response
and economic MWh reductions starting in April 2012, when PJM implemented the
Order No. 745. The 2019 report includes the same Figure 6-2, which shows the elevated
levels of credits, and MWh reductions largely continued through 2019 and then
subsided, although they are still above the April 2012 levels.41

81.

The reports also provide the monthly net benefits test threshold prices. Threshold prices
have never exceeded $34.07/MWh since April 2012 when PJM implemented Order No.
745.42

82.

Steve Dahlke and Matt Prorok published a paper in the Energy Journal in 2019 that
estimated the consumer savings, CO2 emission reductions, and price effects that could
be achieved in the MISO electricity market through the removal of regulatory and
market rule barriers to market-based deployment of DR. This paper is attached hereto
as Exhibit “K”. They argue that even after implementation of FERC Order No. 745,

40

Exhibit “I” at 213.

41

Exhibit “J” at 297.

42

Ibid at 300.
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there continue to be barriers to DR participation in MISO and that considerable
consumer savings and CO2 emissions could be realized through the removal of the
barriers. Through their analysis, they uncover a shortcoming of the FERC net benefits
test. They note that DR resources that reduce their consumption in a peak hour because
of an economic activation often shift their consumption to future off-peak hours. The
shift in consumption increases the price in the future hours and reduces some of the
benefits to non-DR resources. That is, “deploying demand response resources that pass
the net benefits test in the hour they were deployed actually increased overall costs after
taking into account the off-peak increase of energy.”43
83.

Kai Van Horn et al, published a paper in the Electricity Journal in October 2013 that
also identified shortcomings in the net benefits test and proposed improvements to the
test. This paper is attached hereto as Exhibit “L”. Van Horn et al, argue the failure of
the net benefits tests “to integrated the impacts of transmission is a significant limitation
that has unintended consequences for the total benefits which DR resources may bring
to the system and for the distribution of those benefits among the buyers in the
system.”44

84.

Xu Chen and Andrew N. Kleit published a paper in the Energy Journal in 2016 (attached
hereto as Exhibit “M”) that provided empirical result to show how incentive-based DR
programs can be “manipulated” to inflate customer baseline load measurement. They
suggest, “policy makers in FERC, RTOs and states regulatory agencies consider the
threat of manipulation when modifying DR market rules following the Supreme Court’s
recent upholding of the FERC Order 745.”45

85.

Finally, David Brown and David Sappington published a paper in the Journal of
Regulatory Economics in 2016 that derives an optimal DR policy and uses the optimal

43

Exhibit “K” at 258.

44

Exhibit “L” at 152.

45

Exhibit “M” at 201.
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policy to estimate the welfare losses that can arise under FERC Order No. 745. This
paper is attached hereto as Exhibit “N”. They show that the implementation of Order
No. 745 overcompensates DR resources and “reduces welfare well below the level
secured by the optimal DR policy.”46 They argue that the policy offered by the critiques
to FERC Order No. 745, to compensate DR resources the difference between LMP and
the retail rate provided higher welfare than compensation at full LMP as per the FERC
Order No. 745.
D.

SUMMARY CONCLUSIONS

D.1

Q: Can you summarize for the Board the key findings of evidence?

86.

Yes. The evidence in my testimony demonstrates the following.

87.

First, the Amendments provide an equitable treatment of TCA participants. Horizontal
equity requires that like people be treated alike. I show by way of example, that two
identical companies, which differ only by the arbitrary placement of their meters, are
treated exactly alike under the Amendment; horizontal equity. I then show that
compensating DR resources for an economic activation provides preferential treatment
to the company that operates a behind-the meter generator; horizontal inequity. The
company that operates the behind-the-meter generator, DR Corp. is provided
preferential treatment because it benefits twice when it reduces its net-demand with the
IESO: first, it reduces the energy payment it makes to the IESO, and second, it receives
a payment from the IESO for doing so.

88.

In my opinion, applying the horizontal equity test is a more accurate way of assessing
equitable treatment, than a test of functional equivalence in service provided, which is
the test I understand AMPCO has asked the Board to rely on in this matter. As my
example demonstrates, both DR Corp. and Gen Corp. are functionally equivalent in
terms of their capability of balancing supply and demand on the IESO controlled grid;

46

Exhibit “N” at 265.
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one by reducing demand and one for producing electricity. Doing so fails to recognize
that DR Corp. is effectively compensated twice for reducing demand while GEN Corp.
receives no net benefit for producing electricity (i.e., it earns zero net revenue). I argue
that when designing fair and efficient electricity markets, it is important to understand
the underling incentives of participants.
89.

Second, the Amendments do not place DR resources at a competitive disadvantage to
non-committed dispatchable generators in the TCA as per AMPCO’s assertion. To the
contrary, pay DR resources the market price for economic activations would place noncommitted-generators at a competitive disadvantage. Through examples, I show that
paying DR resources the market price for an economic activation compensates them
twice for their demand reduction. This double benefit would allow them to bid lower in
the energy market, and offer lower capacity prices in the TCA to the disadvantage of
non-committed generators. Furthermore, I demonstrate that DR resources that are Class
A consumers already have a competitive advantage over non-committed generators in
the TCA since they can avoid paying Global Adjustment as a capacity resource. This
later point creates incentives for large-consumers to invest in behind-the-meter
generation at a cost greater than the cost to operate and maintain a non-committed
generator facility.

90.

Third, the Amendment is consistent with the promotion of fair and equitable
competition as it provides the proper incentives for DR resources to operate efficiently
within the TCA and the IESO’s energy market.

91.

Fourth, the presence of the Global Adjustment means that the FERC net benefits test
will rarely if ever be satisfied in Ontario. Furthermore, there would be significant
complications for the IESO to implement the net benefits test in Ontario due to the
Global Adjustment. In my opinion, the evidence shows that there is no net benefit to
even further studying the merits of the application of the net benefits test in Ontario.

92.

Fifth, Ontario has made significant progress towards reducing the types of barriers to
DR resources that concerned the Commission at the time of FERC Order No. 745. In

TAB 10

Energy Payments for Economic
Activation of DR Resources

October 10, 2019

History and Context
• Energy payments for the utilization of demand response (DR) resources has
been an ongoing topic of discussion at the Demand Response Working
Group (DRWG)
• In 2017, the IESO commissioned Navigant to prepare a discussion paper in
order to facilitate an informed discussion on the topic. The Navigant paper
concluded, in part, that the “arguments for and against utilization [energy]
payments are nuanced and prudent. Responsible stakeholders can arrive at
different conclusions based on preferences for evaluation criteria” and that
“Additional effort is required to estimate the quantum of the impacts”
• The IESO discussed the findings of the Navigant report with stakeholders
at the DRWG in 2018 (refer to pre-reading materials)

• Stakeholder interest in energy payments was renewed in early 2019 as a
result of the proposed market rule amendments to enable the then
“transitional capacity auction”, now “capacity auction”
• Given that this is a complex issue and would be a substantive change to
Ontario’s energy market, the IESO determined that a broader stakeholder
engagement was needed to advise on the issue
2

Today’s Overview
1. Introductions
2. Engagement plan overview
3. Develop a common understanding of the energy
payment issue
– Q and A on pre-reading materials
– Review of problem statement
4. Review draft research and analysis scope
5. Break-out discussion on draft research and analysis
scope
6. Summary

3

Engagement Objectives for Today’s Meeting
• Develop a common understanding of the energy
payment issue amongst all stakeholders
• Review the high-level proposed approach and schedule
for undertaking this work with stakeholders
• Facilitate a break-out discussion to ensure the scope of
the research to be conducted considers different
stakeholder perspectives

4

2. STAKEHOLDER ENGAGEMENT PLAN:
OVERVIEW AND APPROACH

5

Stakeholder Engagement Plan
• To be conducted in accordance with the IESO’s
approved engagement principles
• Draft engagement plan posted for comment on
August 22
• Engagement Objective
– Provide a forum for stakeholders to advise on the
research and analysis required to help inform the
IESO’s decision on whether demand response (DR)
resources will be compensated with energy payments
for in-market activations.

6

Stakeholder Engagement Plan

continued

• Feedback from stakeholders is needed on:
– Inputs and outputs of third-party research and
analysis to inform IESO’s decision on the energy
payment issue
– Other information that should be considered
– The IESO’s draft decision and rationale on whether
DR resources will be compensated with energy
payments for in-market activations

7

Engagement Schedule
August 22, 2019
October 10, 2019
(Today)

•
•

Engagement launched and Draft Engagement Plan posted for
comment
Review engagement plan and objectives
Review and gather feedback on draft scope of research and
analysis

November 2019

Final study scope and study plan

Q1 2020

Draft research findings and/or analysis for stakeholder review

Q1 2020

Final research findings and analysis

May 2020

Draft IESO decision and rationale for stakeholder review

June 2020

Final IESO decision and rationale

IESO will be gathering stakeholder feedback throughout
the engagement
Any additional feedback on the draft engagement plan
can be submitted to engagement@ieso.ca
8

3. DISCUSSION OF THE ENERGY
PAYMENT ISSUE AND PROBLEM
STATEMENT
9

Purpose
• Develop a common understanding of the energy
payment issue amongst all stakeholders
• To seek feedback and input on the problem statement
that will be answered at the end of this engagement

10

Overview of the Issue
• Demand Response can be provided in Ontario by dispatchable loads
and Hourly Demand Response (HDR) resources
• When a dispatchable load or HDR resource is activated to reduce
consumption based on “in-market” signals in the energy market, i.e.,
when the applicable market price is greater than the resource’s energy
bid, the DR resource does not currently receive an energy payment for
reducing its consumption.
– Demand Response Market Participants (DRMPs) that have a capacity
obligation, awarded through the auction process, must register as either a
dispatchable load or HDR resource. The DRMP fulfills its capacity
obligation by making such capacity available in the energy market by
submitting bids. The energy bid for DRMPs is required to be greater than
$100 and less than $2000
– Dispatchable loads can participate in the energy market with or without a
DR capacity obligation
– A description of how dispatchable loads and HDR resources are activated is
described in the slides that follow
11

Activation of Dispatchable Loads
• Dispatchable loads are activated in the energy market on
a 5-minute basis
• In-market activation occurs when the shadow price, a 5minute price determined by the constrained real-time
run of the dispatch algorithm - is greater than the
dispatchable load’s energy bid price
• Under the current design, the settlement process
reconciles any difference between the energy bid and the
market clearing price

12

Activation of HDRs
• HDRs are activated in the energy market on an hourly
basis, for a time block up to 4 hours
• In-market activation occurs when the pre-dispatch
shadow price at the node – determined through the
constrained run of the dispatch algorithm - 3 hours prior
to the activation, is greater than the HDR’s energy bid
price

• HDRs are provided with notice of the activation 2.5
hours before the start of the first dispatch hour to which
it relates

13

Out-of-Market Activations
• HDR resources can also be activated out-of-the market
for a capacity test or emergency control action
– In these cases, the HDR resources can be activated when they are
not “in-market”, i.e., even if the pre-dispatch shadow price 3
hours prior to the activation is lower than the resource’s energy
bid price

• Compensation for out-of-market activation of HDR
resources was recently discussed through the DRWG
and is out of scope for this engagement

14

Establishing a Common Understanding of the
Energy Payment Issue
• The following pre-reading materials were circulated in
advance to build stakeholder understanding of the issue:
– Navigant Demand Response Discussion Paper (December 2017)
– DRWG presentations where the Discussion Paper findings were
discussed (January and March 2018)
– FERC Order 745 as supplementary background

• Do you have any questions, based on the pre-reading
materials and concepts described in the earlier slides, to
better understand the:
– Characterization of the energy payment issue; and,
– Factors considered in the previous work?

• Are there any other materials that should be considered
within this stakeholder forum?
15

Stakeholder Submissions
• Stakeholders are invited to provide their own submissions
that help develop an understanding of the energy payments
issue for consideration in this engagement
– Please identify interest in doing so by emailing
engagement@ieso.ca by October 25, 2019

– Submissions are requested by November 13, 2019 so that these
materials can be posted and reviewed in advance of the next
engagement meeting (November 27, 2019) *dates to be confirmed
– Stakeholders will be invited to answer questions on their
submissions at the next engagement meeting

16

The Proposed Problem Statement

Should demand response resources receive
energy payments when they are activated inmarket?

17

Definitions
• Where:
– Demand Response refers to a resource that that is
registered with the IESO as either a dispatchable load
or HDR
– Energy Payment refers to a payment for reducing
energy consumption that is based on the amount of
energy reduced and the applicable market price
– In-Market Activation refers to the resource being
scheduled to reduce consumption when the
applicable market price is greater than the resource’s
energy bid
18

Feedback on the Problem Statement
• Does the draft problem statement reflect the question
that needs to be answered at the end of this
engagement? If not, please provide and describe an
alternate statement for consideration
• Stakeholders are invited to provide written feedback by
October 25, 2019 by e-mailing engagement@ieso.ca

19

4. DRAFT SCOPE OF RESEARCH AND
ANALYSIS

20

Purpose
• To review the draft scope of research and analysis,
which will be used to inform the IESO’s answer to the
problem statement (discussed as a previous agenda
item) and seek stakeholder feedback

21

Proposed Decision Framework
Problem Statement: Should DR resources
receive energy payments for in-market
activations?

Criteria: Is there an overall net-benefit to
consumers over the long-term?

Research and Analysis: will form the basis
to which the criteria will be applied (will be
supported by the Brattle Group)
22

Draft Scope of Research and Analysis
The research and analysis will answer the following questions
for both current market and the market design after the Market
Renewal Program is implemented (where applicable):
1. What is the relevant Ontario context and history?
• History of DR programs and structures, current levels of DR
participation and status quo outlook for future participation

2. What are the economic first principles that drive the
activation decision for demand response resources?
• Including: marginal cost of dispatch, wholesale market prices,
impact of “retail” rates, impact of activation payments which
may or may not apply

3. How are in-market activations compensated in other
jurisdictions and what are the key takeaways for Ontario?
23

Draft Scope of Research and Analysis

continued

4. If compensation is provided, what could the compensation
model look like in Ontario?
• The purpose of this question is to provide the lens through
which the benefits, risks and implications can be assessed; it
should not be viewed as an indication of the answer / outcome
to the problem statement

5. What are the benefits, risks, and implications of a) the
status quo, and b) providing DR with energy payments in
the near and longer terms?
• Considers impacts on: market and economic efficiency,
competition and level of DR participation, cost-recovery,
consistency and fairness vis-à-vis other market participants and
other indirect impacts

24

Stakeholder Feedback on the Criteria and
Scope of Research and Analysis
• Feedback on the scope of research and analysis will be
collected through the upcoming break-out discussions
• Stakeholders are also invited to provide written
feedback, on the following questions, by October 25,
2019 by e-mailing engagement@ieso.ca
– Is the decision criteria appropriate?

– What else should be considered in scope of the research
and analysis and why?
– Are there any questions in the scope of the research and
analysis that should be refined or removed? If so, why?

25

5. BREAK-OUT DISCUSSIONS

26

Break-Out Discussions
• The purpose of the break-out discussions is to build
awareness of the various perspectives and
considerations related to this issue
• The discussion will help identify additions / refinements
to the scope of the research and analysis that will be
carried out to inform the IESO’s decision
• The focus question for the discussion is:

What are the potential pros and cons of
providing DR resources with energy payments
for in-market activations?
27

Break-Out Discussion Logistics
• Break into small groups
• Discuss focus question as a small group (35 mins)
– Please write key discussion points on flip-chart paper with
markers provided

• Report-back key discussion to all (5 mins per group)
– Elect one presenter to provide the highlights

• IESO will collect, record, and post flip-chart notes on
engagement webpage
• Webinar participants are invited to participate in a
virtual break-out discussion

28

Break-Out Discussion Focus Question

What are the potential pros and cons
of providing DR resources with
energy payments for in-market
activations?

29

6. SUMMARY AND NEXT STEPS

30

Summary of Stakeholder Feedback
Feedback Topic

Details

Understanding the energy
payments issue

• Stakeholders to signal their intent to provide
submissions that help develop an understanding
of the energy payments issue

Draft Problem Statement

• Does the draft problem statement reflect the
question that needs to be answered at the end of
this engagement? If not, please provide and
describe an alternate statement for consideration

Decision Criteria and Scope
of Research and Analysis

• Is the decision criteria appropriate?
• What else should be considered in scope of the
research and analysis and why?
• Are there any questions in the scope of the
research and analysis that should be refined or
removed? If so, why?

• All feedback is requested by October 25, 2019
• Please use the feedback form provided on the engagement webpage
31

Next Steps
• Next engagement meeting tentatively planned for
November 27, 2019
• Scope of this meeting will include:
• Discussion of consideration of feedback received following
today’s meeting
• Discussion of stakeholder submissions
• Final scope of research and analysis to be carried out

32

TAB 11

October 25, 2019
IESO Stakeholder Engagement
Submitted via email
Re: AMPCO Submission – Energy Payments for Economic Activation of DR

AMPCO is the voice of industrial power users in Ontario. Our goal is industrial
electricity rates that are competitive and fair.
Attached is AMPCO’s submission made in response to the call for input as part of the
newly constituted stakeholder engagement dealing with Energy Payments for
Economic Activation of Demand Response as part of the IESO’s Capacity Auction
(formerly known as the Transitional Capacity Auction, and so referenced within this
submission for consistency and clarity).
AMPCO appreciates the opportunity to provide such a submission, and looks forward
to continuing the dialogue.

Best Regards,
[Original signed by]
Colin Anderson
President

Energy Payments for Economic Activation of DR:
Submissions of the Association of Major Power Consumers in Ontario (AMPCO)
_______________________________________

INTRODUCTION
Ontario’s electricity system is complex and always evolving. AMPCO provides Ontario
industries with effective advocacy on critical electricity policies, timely market
analysis and expertise on regulatory matters that affect their bottom line.
These submissions are made in response to the call for feedback issued by the IESO at
its October 10 stakeholder session (Energy Payments for Economic Activation of
Demand Response Resources). AMPCO’s members are major power consumers,
responsible for over 15 TWh of annual load in the province. A reliable and affordable
energy supply is critical to the success of their businesses, which is why AMPCO has an
interest in these discussions and in these discussions.
AMPCO appreciates the opportunity to provide this feedback and looks forward to
continued discussions on this topic.

SUMMARY
AMPCO supports energy payments for economic activation of Demand Response. This
has been well documented in AMPCO’s previous 2019 submissions to the IESO made on
March 27, May 2, June 5, July 5, July 9 and July 19 (jointly with AEMA). AMPCO will
not reiterate those same comments and arguments here.
However, the pace of the stakeholder consultation constituted to directly address this
issue does not match the IESO’s speed for the movement of the remainder of the TCA
project. Where the TCA project is aggressively moving towards the first auction in
December of 2019, the consultation appears to be taking a leisurely stroll, content to

1

revisit previously decided matters and to include within its scope tangential issues
that are likely not required to advance the discussions at a reasonable rate.
Accordingly, AMPCO suggests that the IESO more narrowly scope the consultation to
deal with how to implement energy payments (consistent with almost all other FERC
and non-FERC jurisdictions, as reported by Navigant in the December 18, 2017
discussion paper commissioned by the IESO)1, rather than if to pay them. The
consultation could be dramatically streamlined by abandoning the exhaustive review
of the FERC decision and all the evidence and argument brought to bear in that
exercise, and simply accepting the decision and adjusting it for the relevant Ontario
context. It should be remembered that this entire issue was thoroughly debated in
front of and decided by the FERC in 20112, and the resulting decision upheld by the
Supreme Court of the United States in 20163. It seems unlikely that the IESO, in its
stakeholder consultation, will do a more comprehensive job than was done by the
FERC.

SPECIFIC COMMENTS ON THE OCTOBER 10 STAKEHOLDER SESSION
1. Proposed Problem Statement
The proposed problem statement is too broad, for the reasons set out above.
AMPCO suggests the following:
“When Demand Response resources are economically activated, they will be
compensated for the service provided to the energy market at the market price
for energy, provided they have the capability to balance supply and demand as an
alternative to a generation resource and when dispatch of that demand response
1

http://www.ieso.ca/en/Sector-Participants/Engagement-Initiatives/Engagements/Energy-Paymentsfor-Economic-Activation-of-DR-Resources
2
https://www.ferc.gov/EventCalendar/Files/20110315105757-RM10-17-000.pdf
3
https://www.supremecourt.gov/opinions/15pdf/14-840-%20new_o75q.pdf

2

resource is cost-effective as determined by the net benefits test. How should a
net-benefits test be constructed in Ontario to ensure cost-effectiveness?”

2. Proposed Criteria
The IESO has proposed the following criteria to guide the decision framework:
“Is there an overall net benefit to consumers over the long term?”
In AMPCO’s submission, this is inadequate. The criteria dealing with the netbenefits test should be framed consistent with FERC Order 745. If the problem
statement is modified consistent with AMPCO’s recommendation above, no other
criterion is necessary. However, if the scope of this consultation is maintained in
its current broad form, then an additional criterion is required ensuring that the
treatment afforded Demand Response resources pursuant to the TCA, or any other
capacity auction, is fair and non-discriminatory in nature.

3. Scope of Research and Analysis
The scope of the research and analysis should be revised to reflect the
recommended problem statement. Many of the items shown in the IESO’s October
10 presentation materials (at slides 23 and 24) are unnecessary if the scope of the
consultation is narrowed. Many of these items will already have been considered
pursuant to the FERC proceeding, and other engagements such as the Navigant
discussion paper dated December 18, 2017.

There is no need to reinvent the wheel in this consultation, and by streamlining the
problem statement, the criteria and the scope of the analysis, a conclusion can be
reached in a much more timely fashion.

3

TAB 12

Energy Payments for Economic Activation of Demand Response Resources
Comments on the Stakeholder Engagement Plan presented on October 10, 2019
Don Dewees
Market Surveillance Panel
18 November 2019
On October 10, 2019, the IESO presented its stakeholder engagement plan to determine whether it will
provide energy payments to Demand Response (DR) resources when they are economically activated.
The IESO invited stakeholders to provide comments on the scope of the analysis to be undertaken by a
third party and any insights or analysis on the appropriateness of providing energy payments to DR
resources. The Market Surveillance Panel (MSP) appreciates the opportunity to submit comments.
1. What are the objectives of providing energy payments to loads?
The study should provide one or more objectives that might be achieved by providing energy payments
to loads. It is not clear what role energy payments for DR resources would promote – i.e. for spare
energy, greater system flexibility, increased participation in the energy market or emergency response,
among others. In contrast, FERC Order 745 – in which the U.S. regulator ordered system operators to
provide energy payments to DR resources – provided a clear objective that it was attempting to achieve.
In that Order, FERC argued that providing energy payments would help “remove barriers to participation
of demand resources” in the wholesale market, among other benefits. 1 FERC stated that its aim was to
increase the participation of DR resources in the wholesale market. However increased participation, in
itself, is not an appropriate goal. Would increased participation lead to increased market efficiency,
greater reliability, lower costs or more effective competition? The consultant should identify the
objectives of using DR in the Ontario market and assess the ability of energy payments to promote these
objectives in a manner consistent with the principles governing the Ontario market. Similarly, it can
review whether the objectives and outcomes should be applied equally to Dispatchable Loads and
Hourly Demand Response (HDR) resources, given their distinct characteristics.
It is not clear whether the Order 745 approach is necessary in the wholesale market in Ontario. The MSP
notes that a number of DR resources already participate in the wholesale market as Dispatchable Loads.
HDR resources also participate in the wholesale market via bidding and many loads currently pay the
wholesale price for energy, not a retail rate as is common in the U.S. markets. Loads not paying the
wholesale price was seen as a barrier to fully participating in the wholesale market in Order 745. The
study should determine what market benefit, if any, would be achieved by expanding energy payments
to loads, as it is not evident that the stated goal laid out in Order 745 is appropriate or necessary in
Ontario. In the present situation, a DR resource that is activated saves the spot price on its demand
reduction, analogous to a generator being paid the spot price for its production. On this basis, an energy
payment to DR resources looks like double payment. A number of stakeholders appear to be urging the
IESO to accept Order 745 as the definitive ruling on this issue, but the Ontario situation is different and
we may not share the same objectives as FERC.

1

https://www.ferc.gov/EventCalendar/Files/20110315105757-RM10-17-000.pdf

2. What principles will be used to evaluate energy payments for DR resources?
The study should also identify the core principles it will rely on when evaluating whether to provide
energy payments to DR resources. In its Market Renewal Program (MRP), the IESO laid out five core
principles that would guide the program – efficiency, competition, implementability, certainty and
transparency. The principles applied to making energy payments to DR resources should be consistent
with the principles applied to the Ontario electricity market in general.
3. Are energy payments necessary to achieve those objectives and principles?
Once the study has articulated its objectives and the principles that will be applied, it can determine if
energy payments to DR resources are necessary. As it currently stands, the IESO appears to be asking
stakeholders – many of which would benefit from energy payments – to provide reasons why it should
or should not provide energy payments, with ‘increased participation’ appearing to be a goal without
assessing the costs and benefits of such an increase. The consultant should assess the costs and benefits
of energy payments that might increase participation and determine the net impact that mere
“increased participation” would yield.

TAB 13



7$%/(2)&217(176
3$*(
3$57,,1752'8&7,21
3$57,,/(*$/$87+25,7<
$
:KRLVWKH,(62"
%

:KDWLVWKH,(62¶VSURFHVVWRDPHQGWKHPDUNHWUXOHV"

3$57,,,7+(75$16,7,21$/&$3$&,7<$8&7,21
$
:KDWLVWKH7UDQVLWLRQDO&DSDFLW\$XFWLRQ"
%

:KDWGRHVFDSDFLW\PHDQLQWKHFRQWH[WRIWKH,(62DGPLQLVWHUHGPDUNHW"

&

:KDWLVWKH,(62¶VSODQIRUWKH7&$"

3$57,97+('(0$1'5(63216($8&7,21
$
:KDWLVGHPDQGUHVSRQVH"
%

:KDWLVWKH'5$"

&

:KDWDUHWKHPHFKDQLFVRIWKH'5$"

'

+RZDUH'5$UHVRXUFHVDFWLYDWHGRUFDOOHGXSRQ"

(

:KDW¶VWKHIUHTXHQF\IRUWKHDFWLYDWLRQRI'5UHVRXUFHVXQGHUWKH'5$"

3$579(1(5*<3$<0(176)25'55(6285&(6
$
:KDWDUHHQHUJ\SD\PHQWVIRU'5UHVRXUFHV"
%

+RZDUH'5UHVRXUFHVWUHDWHGLQWKH,(62HQHUJ\PDUNHW"

&

'LG'5UHVRXUFHVUHFHLYHHQHUJ\SD\PHQWVXQGHUWKHIRUPHU23$SURJUDPV"

'

'R'5$SDUWLFLSDQWVUHFHLYHHQHUJ\SD\PHQWV"

(

:LOO7&$'5SDUWLFLSDQWVUHFHLYHHQHUJ\SD\PHQWV"

) +DV WKH ,(62 SUHYLRXVO\ VWXGLHG WKH LVVXH RI HQHUJ\ SD\PHQWV IRU '5
5HVRXUFHV"
*

:KDWZHUHWKHILQGLQJVRIWKH1DYLJDQWVWXG\"

+

:KDWZDVWKHIHHGEDFNIURP'5:*PHPEHUVWRWKH1DYLJDQW3DSHU"

,

'LGWKH,(62UHDFKDQ\FRQFOXVLRQVDIWHUWKHSXEOLFDWLRQRIWKH1DYLJDQW3DSHU"

3$579,7+(1((')257+(WFD
$
:K\GLGWKH,(62GHFLGHWRHYROYHWKH'5$LQWRWKH7&$"

LL



%

&DQWKH,(62UHO\XSRQWKH'5$WRILOOWKHIRUHFDVWFDSDFLW\JDS"

&

,VWKH,(62VWLOOIRUHFDVWLQJDFDSDFLW\JDSLQVXPPHU"

'
:K\LVLWQHFHVVDU\IRUWKH,(62WRSURFHHGZLWKDSKDVHGLPSOHPHQWDWLRQRI
WKH7&$"
3$579,,7+(,03/(0(17$7,212)7+(7&$
$
:KHQGLGWKH,(62DQQRXQFHLWVGHFLVLRQWRSURFHHGZLWKWKH7&$"
%

:KDWVWDNHKROGHUHQJDJHPHQWGLGWKH,(62XQGHUWDNHRQWKH7&$"

&
+RZ HOVH GLG WKH ,(62 UHVSRQG WR $03&2 DQG RWKHU '5 UHSUHVHQWDWLYHV
FRQFHUQV"
3$579,,,7+($'237,212)7+($0(1'0(17
$
:KDWZDVWKHUHFRPPHQGDWLRQRIWKH7HFKQLFDO3DQHORQWKH$PHQGPHQW"
%

:KDWZHUHWKH,(62%RDUG¶VUHDVRQVIRUDGRSWLQJWKH$PHQGPHQW"

3$57,;5(63216(72$03&2¶6(9,'(1&(
$
:KDW LV WKH ,(62¶V UHVSRQVH WR 0U $QGHUVRQ¶V VWDWHPHQWV DERXW WKH ,(62
SURSRVLQJWKDWSDUWLFLSDQWVLQWKH'5$LQFOXGH³ZRUNDURXQG´SD\PHQWVLQWKHLUELGV"
%
:K\GRHVWKH,(62VD\WKHLPSDFWRIWKH$PHQGPHQWRQ'55HVRXUFHVLVQRW
PDWHULDO"
&
:RXOGHQHUJ\SD\PHQWVLQFUHDVHWKHOLNHOLKRRGRIDFWLYDWLRQVRI'5UHVRXUFHV
XQGHUWKH7&$"
'
'RHV WKH ,(62 KDYH D YLHZ RQ WKH DSSOLFDELOLW\ RI )(5& ³QHW EHQHILW WHVW´ LQ
2QWDULR"
(

:LOOWKH,(62FRQVLGHUHQHUJ\SD\PHQWVIRU'5UHVRXUFHV"

) :K\ ZRQ¶W WKH ,(62 GHOD\ WKH 7&$ XQWLO LW KDV UHVROYHG WKH LVVXH RI HQHUJ\
SD\PHQWVIRU'5UHVRXUFHV"


LLL

)LOHG
(%
(YLGHQFHRI,(62

3$57,,1752'8&7,21
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ZLOO EH PDWHULDOO\ KDUPHG OHW DORQH XQMXVWO\ GLVFULPLQDWHG DJDLQVW E\ SURFHHGLQJ ZLWK
WKH 7&$ SULRU WR UHVROYLQJ WKH LVVXH RI HQHUJ\ SD\PHQWV IRU '5 UHVRXUFHV  1R '5
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LQFUHDVH LQ '5 DFWLYDWLRQV RYHU WKH SHULRG JRYHUQHG E\ WKH 'HFHPEHU
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VZRUQ RQ 2FWREHU   ZKLFK WKH ,(62 VXEPLWWHG WR WKH %RDUG LQ UHVSRQVH WR $03&2¶V
0RWLRQWR6WD\WKHRSHUDWLRQRIWKH$PHQGPHQW)RUFRKHUHQFHZHKDYHUHSURGXFHGSRUWLRQVRI
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7KH,(62¶VDXWKRULW\XQGHU3DUW,,RIWKH(OHFWULFLW\$FWLQFOXGHVPDNLQJPDUNHW

UXOHV   JRYHUQLQJ WKH ,(62FRQWUROOHG JULG   HVWDEOLVKLQJ DQG JRYHUQLQJ PDUNHWV
UHODWHGWRHOHFWULFLW\DQGDQFLOODU\VHUYLFHVDQG  HVWDEOLVKLQJDQGHQIRUFLQJVWDQGDUGV
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7KH ,(62¶V %RDUG KDV XOWLPDWH DXWKRULW\ DQG UHVSRQVLELOLW\ WR DPHQG PDUNHW

UXOHV


7KH,(62 KDV GHYHORSHG D VWDNHKROGHU HQJDJHPHQW SURFHVVHVWR FRQVXOW ZLWK

LQGLYLGXDOVDQGRUJDQL]DWLRQVIRUWKHSXUSRVHRILQIRUPLQJWKH,(62¶VGHFLVLRQPDNLQJ
LQFOXGLQJ SURSRVHG PDUNHW UXOH DPHQGPHQWV 7KH ,(62 V VWDNHKROGHU HQJDJHPHQW
SURFHVVHVDUHGHVLJQHGWRSURPRWHWUDQVSDUHQF\HIILFLHQF\DQGFRQVLVWHQF\ 
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(DFK PHPEHU RI WKH 7HFKQLFDO 3DQHO FDVWV D YRWH DV WR ZKHWKHU WKH\ DUH LQ

IDYRXU RI RU RSSRVHG WR SURSRVHG UXOH DPHQGPHQWV DORQJ ZLWK WKH UHDVRQ IRU WKHLU
SRVLWLRQ7KLVLQIRUPDWLRQLVWKHQFRPPXQLFDWHGWRWKH,(62%RDUGIRULWVFRQVLGHUDWLRQ
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$IWHU WKH ,(62 %RDUG KDV DGRSWHG RU UHMHFWHG D SURSRVHG DPHQGPHQW

LQIRUPDWLRQRQWKH%RDUG¶VGHFLVLRQZLWKUHDVRQVLVSRVWHGWRWKH,(62¶VSXEOLFZHEVLWH
DORQJZLWKWKHDSSURYHGDPHQGPHQWVDVDSSOLFDEOH


7KH,(62LVDOVRUHTXLUHGWRSURYLGHDFRS\RIDQ\DGRSWHGDPHQGPHQWDORQJ

ZLWK SUHVFULEHG LQIRUPDWLRQ WR WKH %RDUG EHIRUH WKH ,(62 SXEOLVKHV WKH DPHQGPHQW
DQGWKH%RDUGPD\QRWODWHUWKDQGD\VDIWHUWKHDPHQGPHQWLVSXEOLVKHGUHYRNHWKH
DPHQGPHQW


7KH,(62JXLGHVLWVHQJDJHPHQWSURFHVVHVLQDFFRUGDQFHZLWKLWV(QJDJHPHQW3ULQFLSOHVWR
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LPSURYH UHOLDELOLW\ :KHUHDV LQ WKH SDVW PRVW FDSDFLW\ LQ 2QWDULR KDV EHHQ SURFXUHG
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7KH VXFFHVVIXO SDUWLFLSDQWV LQ WKH 7&$ DXFWLRQ ZLOO EH UHTXLUHG WR EHFRPH

DXWKRUL]HG DV &DSDFLW\ 0DUNHW 3DUWLFLSDQWV ZKLFK ZLOO HQDEOH WKHP WR UHJLVWHU
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 $ IRUZDUG SHULRG LV WKH WLPH EHWZHHQ WKH H[HFXWLRQ RI WKH DXFWLRQ DQG WKH ILUVW GD\ RI WKH
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'5 SDUWLFLSDQWV LQ WKH '5$ ³'5$ SDUWLFLSDQWV´  SDUWLFLSDWH LQ WKH HQHUJ\

PDUNHWVHLWKHU  GLVSDWFKDEOHORDGVWKDWUHVSRQGVWRDILYHPLQXWHVFKHGXOHRU  DV
+RXUO\ 'HPDQG 5HVSRQVH ³+'5´  SDUWLFLSDQWV ZKHUH SDUWLFLSDWLRQ OLPLWHG WR KRXUO\
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DGYDQFHRIWKHQHHG


7KH'5$SURFXUHVFDSDFLW\IRU  DVXPPHUFRPPLWPHQWSHULRGZKLFKRFFXUV
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'5$SDUWLFLSDQWVDUHUHTXLUHGWRVXEPLWRIIHUVLQWKH'5$IRUTXDQWLWLHVEHWZHHQ

 0: DQG WKH '5 FDSDFLW\ IRU ZKLFK WKH\ ZHUH TXDOLILHG LQ WKH '5$ SUHDXFWLRQ
SURFHVV DQG DUH DOORZHG WR XVH RIIHU ODPLQDWLRQV UHIOHFWLQJ WKH SULFHV RI SURYLGLQJ
YDULRXV OHYHOV RI FDSDFLW\ 7KH SULFHV RIIHUHG PXVW UHSUHVHQW WKH PLQLPXP SULFHV DW
ZKLFKWKHSDUWLFLSDQWLVZLOOLQJWRSURYLGHHDFKLQFUHPHQWDOTXDQWLW\RIFDSDFLW\


'5$ SDUWLFLSDQWV PXVW EH ZLOOLQJ WR SURYLGH '5 FDSDFLW\ ± E\ UHGXFLQJ WKHLU

FRQVXPSWLRQ±VWDUWLQJRQWKHILUVWGD\RIWKHFRPPLWPHQWSHULRGIDLOLQJZKLFKWKH\DUH
VXEMHFWWRQRQSHUIRUPDQFHFKDUJHV


$IWHU '5$ SDUWLFLSDQWV VXEPLW WKHLU RIIHUV WKH RIIHUV DUH VWDFNHG DJDLQVW WKH

GHPDQGFXUYHWRGHWHUPLQHWKHFOHDULQJSULFHIRUHDFK]RQHDQGIRUHDFKFRPPLWPHQW
SHULRG7KHSURFHVVRIGHWHUPLQLQJWKHDXFWLRQFOHDULQJSULFHLVVXPPDUL]HGLQ0DUNHW
0DQXDO


$IWHUUXQQLQJWKHDXFWLRQWKH,(62FRPPXQLFDWHVD3XEOLF3RVW$XFWLRQ5HSRUW

WRWKHSXEOLFDQGDSULYDWH3RVW$XFWLRQ3DUWLFLSDQW5HSRUWWRPDUNHWSDUWLFLSDQWV


$OOVXFFHVVIXO'5$SDUWLFLSDQWVLQD]RQHUHFHLYHWKHVDPHDYDLODELOLW\SD\PHQW

SHU0:GD\IRUWKHLUFDSDFLW\REOLJDWLRQ7KLVLVUHIHUUHGWRD³SULFHDVFOHDUHG´ ZKHUH
DOOVXFFHVVIXOSDUWLFLSDQWVDUHSDLGWKHVDPHDYDLODELOLW\SD\PHQW$VVXFKDVVXPLQJ
UHVRXUFHV RIIHU LQWR WKH DXFWLRQ DW RU QHDU WKHLU FRVWV ORZHU SULFHG UHVRXUFHV ZRXOG


 3ULFH DV FOHDUHG LV D VWDQGDUG DXFWLRQ DQG HQHUJ\ PDUNHWPHFKDQLVP ZKHUH DOO VXFFHVVIXOO\

VFKHGXOHGUHVRXUFHVDUHHVVHQWLDOO\SDLGWKHKLJKHVWSULFHIRUWKDW]RQH
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UHFHLYH PRUH SURILWV DV FRPSDUHG WR UHVRXUFHV WKDW FOHDU QHDU WKH ILQDO DXFWLRQ SULFH
7\SLFDOO\ D QXPEHU RI DXFWLRQ SDUWLFLSDQWV DUH QRW SULFH FRPSHWLWLYH GR QRW FOHDU WKH
DXFWLRQDQGGRQRWUHFHLYHDQREOLJDWLRQWRVXSSO\FDSDFLW\


'5$SDUWLFLSDQWVZKRKDYHLQFXUUHGD'5FDSDFLW\REOLJDWLRQWKURXJKWKH'5$

UHFHLYH D PRQWKO\ SD\PHQW IRU HYHU\ PRQWK RI WKH FRPPLWPHQW SHULRG IRU EHLQJ
DYDLODEOHWRVXSSO\FDSDFLW\LIFDOOHGXSRQ UHIHUUHGWRDVDQDYDLODELOLW\SD\PHQW 
'

+RZDUH'5$UHVRXUFHVDFWLYDWHGRUFDOOHGXSRQ"



$OO '5$ UHVRXUFHV DUH H[SHFWHG WR EH DYDLODEOH WR UHGXFH WKHLU FRQVXPSWLRQ

GXULQJWKHVXPPHUFRPPLWPHQWSHULRGIURPWR(67DQGGXULQJWKHZLQWHU
FRPPLWPHQWSHULRGIURPWR(67


'LVSDWFKDEOH ORDG UHVRXUFHV DUH DFWLYDWHG GLVSDWFKHG DXWRPDWLFDOO\ E\ WKH

,(62¶V 'LVSDWFK 6FKHGXOLQJ 2SWLPL]DWLRQ VRIWZDUH  RQ D PLQXWH LQWHUYDO LIWKH ELG LQ
WKH HQHUJ\ PDUNHW LV HFRQRPLF HLWKHU WR PHHW 2QWDULR¶V SURYLQFLDO QHHG RU D ORFDO
HQHUJ\QHHG


+'5 UHVRXUFHV KDYH UHVWULFWLRQV RQ WKHLU DELOLW\ WR EH UHGXFH FRQVXPSWLRQ VR

WKH\UHTXLUHDVWDQGE\QRWLFHIURPWKH,(62DWDQ\WLPHEHWZHHQ(67GD\DKHDG
XSWR(67RQWKHGD\RI+'5UHVRXUFHVWKDWDUHRQVWDQGE\FDQWKHQUHFHLYHDQ
DFWLYDWLRQ DW OHDVW WZR KRXUV LQ DGYDQFH IRU RQH WR IRXU KRXU KRXUO\ EORFNV RI UHGXFHG
FRQVXPSWLRQ ± DQG RQO\ LI WKH\ DUH HFRQRPLF FRPSDUHG WR RWKHU UHVRXUFHV IRU WKH
KRXU V WKH\DUHDFWLYDWHG+'5UHVRXUFHVFDQRQO\UHFHLYHRQHDFWLYDWLRQSHUGD\
(

:KDW¶VWKHIUHTXHQF\IRUWKHDFWLYDWLRQRI'5UHVRXUFHVXQGHUWKH'5$"



'5$ SDUWLFLSDQWV KDYH EHHQ DFWLYDWHG LQ WKH HQHUJ\ PDUNHW LQ YHU\ OLPLWHG

FLUFXPVWDQFHVVLQFHWKH'5$ZDVODXQFKHGLQ7KLVLVOLNHO\GXHWRWKHUHODWLYHO\
KLJKSULFHVDWZKLFK'5$SDUWLFLSDQWVKDYHELGLQWRWKHHQHUJ\PDUNHW


'XULQJ WKLV SHULRG WKH +RXUO\ 2QWDULR (QHUJ\ 3ULFH ³+2(3´  KDV DYHUDJHG

DSSUR[LPDWHO\ 0: 'XULQJ WKH VDPH SHULRG GLVSDWFKDEOH ORDG ELG SULFHV KDYH
DYHUDJHGDSSUR[LPDWHO\0:KDQG+'5ELGSULFHVKDYHDYHUDJHGDSSUR[LPDWHO\
0:K
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+'5 UHVRXUFHV KDYH RQO\ EHHQ HFRQRPLFDOO\ DFWLYDWHG RQ RQH RFFDVLRQ VLQFH

WKH LQWURGXFWLRQ RI WKH '5$ LQ  7KH 0DUNHW 6XUYHLOODQFH 3DQHO RI WKH 2QWDULR
(QHUJ\ %RDUG QRWHG LQ LWV 0RQLWRULQJ 5HSRUW RI WKH ,(62$GPLQLVWHUHG 0DUNHWV
SXEOLVKHG LQ 0D\  WKDW ³WKH OLNHOLKRRG RI DQ DFWLYDWLRQ LV UHPRWH´   7KH 3DQHO
REVHUYHG WKDW EHWZHHQ 0D\ DQG 'HFHPEHU   RI +'5 UHVRXUFHV RIIHUHG ELG
SULFHVZHUH0:KZKLOHWKHUHPDLQLQJRI+'5UHVRXUFHVRIIHUHGELGSULFHV
ZHUH0:K7KH3DQHOIXUWKHUFRQFOXGHGWKDWDQ\ELGSULFHRYHU0:KZRXOG
QRWKDYHEHHQDFWLYDWHGGXULQJWKHSHULRG


'LVSDWFKDEOHORDGVKDYHEHHQHFRQRPLFDOO\GLVSDWFKHGOHVVWKDQRIWKHWLPH

RYHU WKDW VDPH SHULRG  7KHVH DFWLYDWLRQV JHQHUDOO\ RFFXU GXH WR ORFDOL]HG VKRUWWHUP
SULFH VSLNHV UHVXOWLQJ IURP FRQWLQJHQFLHV VXFK DV XQDQWLFLSDWHG JHQHUDWLRQ DQG
WUDQVPLVVLRQRXWDJHV
3$579(1(5*<3$<0(176)25'55(6285&(6
$

:KDWDUHHQHUJ\SD\PHQWVIRU'5UHVRXUFHV"



5HIHUHQFHKDVEHHQPDGHLQWKLVSURFHHGLQJWRERWK³XWLOL]DWLRQSD\PHQWV´DQG

³HQHUJ\SD\PHQWV´$XWLOL]DWLRQSD\PHQWLVDJHQHULFFDWHJRU\ZKLFKLQFOXGHVHQHUJ\
SD\PHQWV


(QHUJ\ SD\PHQWV IRU '5 UHVRXUFHV ZKLFK LV ZKDW $03&2 LV VHHNLQJ LQ WKLV

$SSOLFDWLRQ ZRXOG EH SD\PHQWV WR ORDGV WKDW ELG LQWR WKH HQHUJ\ PDUNHW DQG UHGXFH
HQHUJ\FRQVXPSWLRQEDVHGRQWKHDSSOLFDEOHZKROHVDOHPDUNHWFOHDULQJSULFH
%

+RZDUH'5UHVRXUFHVWUHDWHGLQWKH,(62HQHUJ\PDUNHW"



7KH GHVLJQ RIWKH ,(62HQHUJ\ PDUNHW ZDV EDVHG RQWKH UHFRPPHQGDWLRQV RI

WKH 2QWDULR 0DUNHW 'HVLJQ &RPPLWWHH DQG RQ VWDQGDUG PDUNHW GHVLJQ LQ RWKHU
MXULVGLFWLRQVLQ1RUWK$PHULFD


2QWDULR¶V HQHUJ\ PDUNHW GHVLJQ DV FRGLILHG LQ WKH PDUNHW UXOHV SURYLGHV WKDW

JHQHUDWRUV DQG ORDGV PD\ EH HLWKHU GLVSDWFKDEOH RU QRQ GLVSDWFKDEOH DQG WKDW


 $WWDFKHG DW 7DE ³´ LV WKH 0RQLWRULQJ 5HSRUW RQ WKH ,(62$GPLQLVWHUHG (OHFWULFLW\ 0DUNHWV

0DUNHW6XUYHLOODQFH3DQHOGDWHG0D\
$WWDFKHGDW7DE³´LVWKH,(625HVSRQVHWRWKH%RDUG6WDII¶V,QWHUURJDWRU\1R



)LOHG
(%
(YLGHQFHRI,(62

JHQHUDWRUVUHFHLYHHQHUJ\SD\PHQWVEXWORDGVGRQRW'LVSDWFKDEOHORDGVELGSULFHVLQ
WKH HQHUJ\ PDUNHW UHSUHVHQW WKH SRLQW DW ZKLFK WKH ORDG GRHV QRW ZLVK WR FRQVXPH
HOHFWULFLW\
&

'LG '5 UHVRXUFHV UHFHLYH HQHUJ\ SD\PHQWV XQGHU WKH IRUPHU 23$
SURJUDPV"



1R WKH\ GLG QRW 6WDUWLQJ LQ RU DERXW  WKH IRUPHU 2QWDULR 3RZHU $XWKRULW\

³23$´  FRPPHQFHG D QXPEHU RI GHPDQGVLGH SURJUDPV 7KH 23$ KHOG \HDUO\
SURFXUHPHQW SURFHVVHV LQ ZKLFK TXDOLILHG SDUWLFLSDQWV ELG IRU FRQWUDFWV WR FXUWDLO WKHLU
HOHFWULFLW\ FRQVXPSWLRQ GXULQJ SHULRGV RI KLJK V\VWHP GHPDQG  7KHVH SURJUDPV SDLG
SDUWLFLSDQWVDPRQWKO\DYDLODELOLW\SD\PHQWLQUHWXUQIRUWKHFRPPLWPHQWWRUHGXFHORDG
ZKHQFDOOHGXSRQ


7KHILQDO23$'5SURJUDPFDOOHGWKH'HPDQG5HVSRQVH ³'5´ SURJUDP

LQFOXGHG XWLOL]DWLRQ SD\PHQWV IRU DFWLYDWLRQV 7KHVH SD\PHQWV KRZHYHU ZHUH QRW
HQHUJ\SD\PHQWV7KH\ZHUHFRQWUDFWSD\PHQWVVHWDWDIL[HGUDWHRI0:K


$IWHUWKHPHUJHURIWKH23$DQG,(62RQ-DQXDU\WKH,(62GHYHORSHG

D WUDQVLWLRQDO GHPDQG UHVSRQVH SURJUDP JRYHUQHG E\ WKH PDUNHW UXOHV FDOOHG WKH
&DSDFLW\ %DVHG 'HPDQG 5HVSRQVH ³&%'5´  SURJUDP 7KH &%'5 SURJUDP EULGJHG
WKHSHULRGIURPWKH'5FRQWUDFWH[SLUDWLRQWRWKHFRPPHQFHPHQWRIWKH'5$)RUWKLV
SHULRGWKH&%'5SURJUDPFRQWLQXHGVRPHRIWKHIHDWXUHVRIWKH'5SURJUDPIRUWKH
SXUSRVH RI IDFLOLWDWLQJ WKH WUDQVLWLRQ WR WKH '5$ PDUNHWEDVHG VWUXFWXUH XQGHU WKH
PDUNHWUXOHV)RULQVWDQFHWKHIL[HGUDWH0:KXWLOL]DWLRQSD\PHQWZDVLQFOXGHGLQ
WKH&%'5SURJUDPXQWLOWKHH[SLUDWLRQRI'5FRQWUDFWV
'

'R'5$SDUWLFLSDQWVUHFHLYHHQHUJ\SD\PHQWV"



1RWKH\GRQRW$VVWDWHGDERYHXQGHU2QWDULR¶VPDUNHWGHVLJQDQGWKHPDUNHW

UXOHV RQO\ JHQHUDWRUV DUH HQWLWOHG WR HQHUJ\ SD\PHQWV '5$ SDUWLFLSDQWV DUH VROHO\
HQWLWOHGWRPRQWKO\DYDLODELOLW\SD\PHQWVIRUWKHGXUDWLRQRIWKHLUDSSOLFDEOHFRPPLWPHQW
SHULRGV
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(

:LOO7&$'5SDUWLFLSDQWVUHFHLYHHQHUJ\SD\PHQWV"



1R WKH $PHQGPHQW GRHV QRW FKDQJH WKH PDUNHW UXOHV JRYHUQLQJ SD\PHQWV LQ

WKH ,(62 HQHUJ\ PDUNHW  '5 SDUWLFLSDQWV LQ WKH 7&$ ZLOO QRW UHFHLYH DQ HQHUJ\
SD\PHQW LQ WKH HQHUJ\ PDUNHW EHFDXVH DV GHWDLOHG DERYH ORDGV DUH QRW HQWLWOHG WR
UHFHLYHHQHUJ\SD\PHQWVXQGHUWKHPDUNHWGHVLJQDQGWKHPDUNHWUXOHVWKDWKDYHEHHQ
LQSODFHVLQFHPDUNHWRSHQLQJ
)

+DV WKH ,(62 SUHYLRXVO\ VWXGLHG WKH LVVXH RI HQHUJ\ SD\PHQWV IRU '5
5HVRXUFHV"



<HV WKH ,(62 SUHYLRXVO\ FRPPLVVLRQHG D VWXG\ RI WKH PHULW RI XWLOL]DWLRQ

SD\PHQWVIRU'5UHVRXUFHVWKURXJKLWV'HPDQG5HVSRQVH:RUNLQJ*URXS ³'5:*´  


,QWKHOHDGXSWRWKHODXQFKRIWKH'5$VRPHVWDNHKROGHUVKDGLQTXLUHGDERXW

HQHUJ\ SD\PHQWV RU XWLOL]DWLRQ SD\PHQWV LQ WKH '5$ KRZHYHU WKH LPPHGLDWH SULRULW\
ZDVWRLPSOHPHQWWKH'5$


,Q HDUO\ VRPH '5:*PHPEHUV DJDLQ UDLVHGWKLV LVVXH RQWKH EDVLV WKDW

³>R@WKHU MXULVGLFWLRQV ,621( 1<,62 3-0  SURYLGH ERWK HQHUJ\ DQG DYDLODELOLW\
SD\PHQWVWR'5>UHVRXUFHV@´ S 7KH,(62WKHUHIRUHDJUHHGWRIXUWKHUORRNLQWRWKLV
PDWWHU S  


,Q -XO\ WKH ,(62LQ FRQVXOWDWLRQ ZLWK WKH'5:* HQJDJHG 1DYLJDQW DQ

LQGHSHQGHQW FRQVXOWDQW ZLWK H[SHUWLVH LQ '5 DQG HOHFWULFLW\ PDUNHWV WR VWXG\ DQG
SUHSDUH D GLVFXVVLRQ SDSHU RQ WKH PHULWV RI XWLOL]DWLRQ SD\PHQWV  6WDNHKROGHUV ZHUH
LQYLWHG WR SURYLGH VXEPLVVLRQV WR LQIRUP WKH VFRSH RI 1DYLJDQW¶V DQDO\VLV ZKLFK
LQFOXGHG
D

-XULVGLFWLRQDOUHYLHZ$VXPPDU\RISUDFWLFHVDGRSWHGLQRWKHUPDUNHWV




7KH ,(62 HVWDEOLVKHG WKH '5:* LQ $SULO  WR DVVLVW LQ WKH HYROXWLRQ RI '5 IURP D
FRQWUDFWHGUHVRXUFHLQWRWKHHQHUJ\PDUNHWDVZHOODVWRLQIRUPWKHGHYHORSPHQWRISLORWVDQG
WKH'5$VWDNHKROGHUHQJDJHPHQW
$WWDFKHGDW7DE³´LV'56WDNHKROGHU3ULRULWLHVIRU'HPDQG5HVSRQVH:RUNLQJ*URXS
GDWHG-DQXDU\
 $WWDFKHG DW 7DEV ³´ ³´ ³´ UHVSHFWLYHO\ DUH 8WLOL]DWLRQ 3D\PHQWV IRU '5 $FWLYDWLRQV
'HPDQG5HVSRQVH:RUNLQJ*URXSGDWHG0D\8WLOL]DWLRQ3D\PHQWV±:RUN3ODQ
,WHP'HPDQG5HVSRQVH:RUNLQJ*URXSGDWHG0D\DQG8WLOL]DWLRQ3D\PHQWV±
:RUN3ODQ,WHP³6FRSHRI'LVFXVVLRQ3DSHU´GDWHG-XO\
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E

(FRQRPLF HIILFLHQF\  $UJXPHQWV IRUDJDLQVW SURYLGLQJ XWLOL]DWLRQ
SD\PHQWVWR'5UHVRXUFHVLQOLJKWRIFXUUHQWDQGIXWXUHV\VWHPQHHGV

F

'5 3DUWLFLSDWLRQ ± 7KH OLNHO\ LPSDFWV RI XWLOL]DWLRQ SD\PHQWV WR WKH
GLVSDWFKIUHTXHQF\RI+'5UHVRXUFHVLQ2QWDULR

G

:LGHUPDUNHWLPSDFWV6SLOORYHUHIIHFWVRQWKHZLGHUPDUNHW

*

:KDWZHUHWKHILQGLQJVRIWKH1DYLJDQWVWXG\"



2Q'HFHPEHUWKH,(62SXEOLVKHGDGLVFXVVLRQSDSHUE\1DYLJDQW WKH

³1DYLJDQW3DSHU´



ZKLFKDPRQJRWKHUWKLQJVSUHVHQWHGDUJXPHQWVIRUDQGDJDLQVW

XWLOL]DWLRQSD\PHQWVDVVXPPDUL]HGLQWKHWDEOHEHORZ
$UJXPHQWVDJDLQVWXWLOL]DWLRQSD\PHQWV
:KROHVDOH3ULFH(IILFLHQF\

5HDOWLPHZKROHVDOHSULFHVDUHDQHIILFLHQWSULFHVLJQDO
EHFDXVHWKH\PDWFKVXSSO\DQGGHPDQGEDVHGRQELGV
DQGRIIHUVRQDPLQXWHE\PLQXWHDQGKRXUE\KRXU
EDVLVDQGLQWURGXFLQJDQDGGLWLRQDOSD\PHQWFRXOG
FUHDWHDQLQHIILFDF\LQWKHPDUNHWEHFDXVHGLVSDWFKDEOH
ORDGVZRXOGUHFHLYHDQRXWRIPDUNHWSD\PHQWWKDWFRXOG
DOWHUWKHLUELGRIIHUVWUDWHJ\,Q2QWDULRWKLVDUJXPHQW
DSSOLHVWRORDGVWKDWUHFHLYHWKHZKROHVDOHHQHUJ\SULFH

'LVSURSRUWLRQDO%HQHILWV

3URYLGLQJDXWLOL]DWLRQSD\PHQWFRPSHQVDWHVD'5
UHVRXUFHGLVSURSRUWLRQDWHO\UHODWLYHWRDVXSSO\UHVRXUFH
EHFDXVHWKH'5UHVRXUFHGRHVQRWLQFXUDFRVW
DVVRFLDWHGZLWKWKHSURGXFWLRQRIHOHFWULFLW\7KHUHIRUHD
'5UHVRXUFHVKRXOGEHWUHDWHGDVLILWKDGILUVWSXUFKDVHG
WKHSRZHULWZLVKHVWRUHVHOOWRWKHPDUNHW7KLVDUJXPHQW
LVEDVHGRQWKHSUHPLVHWKDWWKHYDOXHRIDPHJDZDWWRI
HOHFWULFLW\FXUWDLOHG D³QHJDZDWW´ LVQRWHTXLYDOHQWWRD
PHJDZDWWRIHOHFWULFLW\DQGDVVXPHVWKDWWKHFRVWRI
FXUWDLOPHQWIRUD'5UHVRXUFHLVLPPDWHULDO

+DUPWR2WKHU6XSSOLHUV

8WLOL]DWLRQSD\PHQWVZLOOUHVXOWLQGRZQZDUGSUHVVXUHRQ
ZKROHVDOHSULFHVEHFDXVH'5UHVRXUFHVDUHDEOHWRELG
LQWRWKHHQHUJ\PDUNHWDWSULFHVORZHUWKDQWUDGLWLRQDO
VXSSO\DQGZLOOEHGLVSDWFKHGPRUHIUHTXHQWO\+RZHYHU
LQ2QWDULRWRKDYHDPDWHULDOLPSDFWRQFDSDFLW\RU
HQHUJ\SULFHVXWLOL]DWLRQSD\PHQWVZRXOGKDYHWRUHVXOW


 $WWDFKHG DW 7DEV ³´ ³´ UHVSHFWLYHO\ DUH 1DYLJDQW 'HPDQG 5HVSRQVH 'LVFXVVLRQ 3DSHU

WKH³1DYLJDQW3DSHU´ GDWHG'HFHPEHUDQG1DYLJDQW'HPDQG5HVSRQVH'LVFXVVLRQ
3DSHU 3UHVHQWDWLRQWR'5:* GDWHG1RYHPEHU



)LOHG
(%
(YLGHQFHRI,(62

LQDFRQVLGHUDEOHLQFUHDVHLQOHYHOVRISDUWLFLSDWLRQDQG
DFWLYDWLRQ8QGHUWKHFXUUHQWPDUNHWVWUXFWXUHLQ2QWDULR
PRVWJHQHUDWRUVDUHXQGHUFRQWUDFWRUUHFHLYHUHJXODWHG
UDWHVDQGKHQFHFRQVXPHUFRVWVDUHODUJHO\IL[HG
+DUPWR(FRQRP\

8WLOL]DWLRQHQHUJ\SD\PHQWVZLOOLQFHQWLYL]HORDGVWR
UHGXFHSURGXFWLRQWRSURYLGHGHPDQGUHGXFWLRQVLQWRWKH
HOHFWULFLW\PDUNHWUHGXFLQJWKHVXSSO\RIRWKHUJRRGVLQ
WKHHFRQRP\DQGLQFUHDVLQJSULFHV

$UJXPHQWVIRUXWLOL]DWLRQSD\PHQWV
5HGXFLQJ&RQVXPHU&RVWV 8WLOL]DWLRQSD\PHQWVZLOOLQFUHDVHWKHOHYHORI'5
SDUWLFLSDWLRQDQGDFWLYDWLRQZKLFKLVDOHVVH[SHQVLYH
IRUPRIFDSDFLW\DQGHQHUJ\WKDQWUDGLWLRQDOVXSSO\
UHVRXUFHVDQGKHQFHZLOOUHVXOWLQORZHUFRQVXPHUFRVWV
'LVFRQQHFW%HWZHHQ
:KROHVDOHDQG5HWDLO
3ULFHV

5HWDLOSULFHVGRQRWUHIOHFWWKHUHDOWLPHIOXFWXDWLRQVLQ
WKHFRVWRIHOHFWULFLW\DQGDUHLQHIILFLHQWDQGXWLOL]DWLRQ
SD\PHQWVDUHDZD\RILPSURYLQJWKHHFRQRPLF
HIILFLHQF\RIWKHUHWDLOSULFHE\SURYLGLQJDQDGGLWLRQDO
ILQDQFLDOLQFHQWLYHGXULQJKLJKSULFHHYHQWV+RZHYHU
WKLVDUJXPHQWLVRQO\YDOLGIRUFXVWRPHUVRQUHWDLOUDWHV
DQGQRWH[SRVHGWRUHDOWLPHHQHUJ\SULFHV

)DLUQHVV

*HQHUDWLRQUHVRXUFHVUHFHLYHDXWLOL]DWLRQSD\PHQWLQWKH
IRUPRIDQHQHUJ\SD\PHQWZKHQWKH\SURGXFHHOHFWULFLW\
DQG'5UHVRXUFHVVKRXOGEHWUHDWHGIDLUO\DQGUHFHLYHD
XWLOL]DWLRQSD\PHQWZKHQWKH\FXUWDLOHOHFWULFLW\7KH
DUJXPHQWLVEDVHGRQWKH)(5&2UGHUZKLFK
UHTXLUHVWKDWWKHHQHUJ\SD\PHQWVUHVXOWLQDQHWEHQHILW
WRFRQVXPHUV+RZHYHUWKLVDUJXPHQWLVEDVHGRQWKH
DVVXPSWLRQWKDWLQ2QWDULRDPHJDZDWWRIHOHFWULFLW\
FXUWDLOHG QHJDZDWW LVHTXLYDOHQWWRDPHJDZDWWRI
HOHFWULFLW\

2WKHU&RVWV$VVRFLDWHG
ZLWK&XUWDLOPHQW

7KHUHLVDFRVWDVVRFLDWHGZLWKFXUWDLOLQJGHPDQG RU
SURGXFLQJDQHJDZDWWRIHOHFWULFLW\ ZKLFKLVHTXDOWRWKH
YDOXHRIORVWORDGZKLFKFDQEHKLJKHUWKDQWKHDYRLGHG
FRVWRIHOHFWULFLW\XWLOL]DWLRQSD\PHQWVFRPSHQVDWH'5
UHVRXUFHVIRUWKHVHFRVWV+RZHYHUIRUODUJHFRPPHUFLDO
DQGLQGXVWULDOFXVWRPHUVWKHYDOXHRIORVWORDGFDQEH
YHU\KLJKZKLFKFRXOGUHVXOWLQOLPLWHGDFWLYDWLRQRI'5
UHVRXUFHVUHJDUGOHVVRIZKHWKHUXWLOL]DWLRQSD\PHQWVDUH
RIIHUHG
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,QLWVFRQFOXVLRQ1DYLJDQWFRPPHQWHGRQWKHFRPSOH[LW\RIWKHPDWWHUDQGDOVR

H[SUHVVHGGRXEWRQZKHWKHUWKHEHQHILWVDVVRFLDWHGZLWKHQHUJ\SD\PHQWVWRGHPDQG
UHVRXUFHVLQRWKHUPDUNHWVZRXOGDSSO\LQ2QWDULR
7KH DUJXPHQWV IRU DQG DJDLQVW XWLOL]DWLRQ SD\PHQWV DUH
QXDQFHG DQG SUXGHQW  5HVSRQVLEOH VWDNHKROGHUV FDQ
DUULYH DW GLIIHUHQW FRQFOXVLRQV EDVHG RQ SUHIHUHQFHV IRU
HYDOXDWLRQFULWHULD
$XQLTXHFRQVLGHUDWLRQIRU2QWDULRLVWKDWWRGD\DOPRVWDOO
JHQHUDWLRQ UHVRXUFHV DUH FRPSHQVDWHG XQGHU ORQJWHUP
FRQWUDFW RU WKURXJK UHJXODWLRQ WKDW JXDUDQWHHV D FHUWDLQ
OHYHO RI UHYHQXH 7KH HFRQRPLF HIILFLHQF\ DUJXPHQWV
XQGHUWKLVFXUUHQWPDUNHWVWUXFWXUHDUHGLIIHUHQWWKDQWKH\
ZRXOG EH LI FRQVLGHULQJ WKH IXWXUH VWDWH RI WKH ZKROHVDOH
SRZHU PDUNHW ZKHUH JHQHUDWLRQ UHVRXUFHV DUH ODUJHO\
FRPSHQVDWHG WKURXJK HQHUJ\ DQG FDSDFLW\ PDUNHW
UHYHQXHV 8QGHU WKH FXUUHQW FRQGLWLRQV PRUH '5
DFWLYDWLRQ DVDUHVXOWRIELGGLQJLQWRWKHPDUNHWDWSULFHV
ORZHU WKDQ WUDGLWLRQDO JHQHUDWRUV  ZRXOG QRW DFWXDOO\ OHDG
WR UHGXFHG FRVWV WR FRQVXPHUV VLQFH JHQHUDWRUV KDYH
WKHLUFRPSHQVDWLRQJXDUDQWHHG VHFWLRQ 
+

:KDWZDVWKHIHHGEDFNIURP'5:*PHPEHUVWRWKH1DYLJDQW3DSHU"



7KH ,(62 HQFRXUDJHG '5:* PHPEHUV WR UHYLHZ DVN TXHVWLRQV DQG SURYLGH

IHHGEDFNDERXWWKH1DYLJDQW3DSHU 


,Q HDUO\  WKH '5:* FRQYHQHG WR FRQWLQXH GLVFXVVLRQ RQ 1DYLJDQW 3DSHU

DQG WKH LVVXH RI XWLOL]DWLRQ SD\PHQWV LQ WKH '5$  7KH ,(62 UHVSRQGHG WR IHHGEDFN
IURP WKH '5:* PHPEHUV ZKLFK JHQHUDOO\ IHOO LQWR WKUHH FDWHJRULHV   LPSDFW RQ
XWLOL]DWLRQ  IDLUQHVVDQG  PDUNHWHIILFLHQF\
D

7KH ,(62 DGGUHVVHG VWDNHKROGHU FRPPHQWV WKDW XWLOL]DWLRQ SD\PHQWV
ZRXOGLQFHQWLYL]HUHVLGHQWLDO'5$SDUWLFLSDQWVWRELGORZHUHQHUJ\SULFHV
ZKLFK FRXOG LQFUHDVH XWLOL]DWLRQ S   7KH ,(62 DFNQRZOHGJHG WKDW LQ




$WWDFKHG DW 7DEV ³´ ³´ ³´ UHVSHFWLYHO\ DUH ,(62 &RPPXQLFDWLRQ WR '5:*
0HPEHUVGDWHG'HFHPEHU8WLOL]DWLRQ3D\PHQW'LVFXVVLRQ3DSHU'HPDQG5HVSRQVH
:RUNLQJ *URXS 3UHVHQWDWLRQ  GDWHG -DQXDU\   DQG ,(62 &RPPXQLFDWLRQ WR '5:*
0HPEHUVGDWHG)HEUXDU\



$WWDFKHG DW 7DEV ³´ ³´ UHVSHFWLYHO\ DUH 8WLOL]DWLRQ 3D\PHQWV 'LVFXVVLRQ 'HPDQG
5HVSRQVH :RUNLQJ *URXS GDWHG 0DUFK   ³'5:* 3UHVHQWDWLRQ RI 0DUFK  ´ 
'HPDQG5HVSRQVH:RUNLQJ*URXS0HHWLQJ1RWHV±0DUFKGDWHG$SULO



)LOHG
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WKHRU\ WKLV FRXOG LQFHQWLYL]H SDUWLFLSDQWV WR ORZHU HQHUJ\ ELG SULFHV
ZKLFKFRXOGOHDGWRLQFUHDVHGXWLOL]DWLRQRI'5UHVRXUFHV+RZHYHUWKH
,(62REVHUYHGWKDWVWDNHKROGHUIHHGEDFNLQGLFDWHGXWLOL]DWLRQSD\PHQWV
PLJKWQRWOHDGWRLQFUHDVHGXWLOL]DWLRQ
E

7KH ,(62 DGGUHVVHG VWDNHKROGHU FRPPHQWV WKDW XQGHU WKH IRUPHU
&DSDFLW\ %DVHG 'HPDQG 5HVSRQVH ³&%'5´  UHJLPH &%'5 UHVRXUFHV
ZHUHSUHSDUHGWREHDFWLYDWHGDW0:KSURYLGHGWKH\UHFHLYHGWKLV
SD\PHQW GHPRQVWUDWLQJ WKDW UHYHQXH LV D VWURQJ LQFHQWLYH IRU DFWLYDWLRQ
S   7KH ,(62 UHVSRQGHG WKDW WKH KLVWRULFDO FRQWUDFWLQJ SURJUDPV
UHTXLUHG'5HQHUJ\ELGVWREHSULFHGDW0:K2QFHWKHSULFH
UHTXLUHPHQW ZDV UHPRYHG IRU +'5 UHVRXUFHV WKH ,(62 REVHUYHG WKDW
WKH PDMRULW\ RI '5 ELGV ZHUH SULFHG E\ SDUWLFLSDQWV PXFK KLJKHU WKDQ
0:K7KLVSKHQRPHQRQLPSOLHGWKDWWKDW'5SDUWLFLSDQWV¶YDOXHRI
HQHUJ\FRQVXPSWLRQZDVPXFKKLJKHUWKDQWKLVOHYHO

F

7KH,(62DGGUHVVHGVWDNHKROGHUFRPPHQWVWKDWLISD\LQJD'5UHVRXUFH
IRU XWLOL]DWLRQ UHGXFHV WKH FRVW RI HOHFWULFLW\ WKHQ '5 SD\PHQWV DUH D
SRVLWLYH V\VWHP EHQHILW S   7KH ,(62 DFNQRZOHGJHG WKDW LI '5
XWLOL]DWLRQSD\PHQWVFRXOGUHGXFHWRWDOV\VWHPFRVWVWKHQLWZRXOG\LHOGD
SRVLWLYHV\VWHPEHQHILW+RZHYHUWKH,(62REVHUYHGWKDWRQEDODQFHLW
ZDV QRW FOHDU WKDW WKHUH ZRXOG EH D SRVLWLYH V\VWHP EHQHILW (YHQ LI
SURYLGLQJ D XWLOL]DWLRQ SD\PHQW PLJKW UHGXFH WKH HQHUJ\ SULFH RI
HOHFWULFLW\ IRU WKDW HYHQW RWKHU V\VWHP FRVWV VXFK DV XSOLIW DQG FDSDFLW\
FRVWVZRXOGLQFUHDVH

G

7KH ,(62 DGGUHVVHG VWDNHKROGHU FRPPHQWV WKDW '5 XWLOL]DWLRQ
SD\PHQWVEDVHGRQO\LI³QHJDZDWWV´DQGPHJDZDWWVDUHIXQFWLRQDOO\DQG
HFRQRPLFDOO\ HTXLYDOHQW SS    7KH ,(62 SURYLGHG VRPH
LOOXVWUDWLYHH[DPSOHVZKHUHUHVRXUFHVFRXOGUHFHLYHDGGLWLRQDOSD\PHQWV
± FUHDWLQJ DQ XQHTXDO WUHDWPHQW GHSHQGLQJ RQ WKH FRQILJXUDWLRQ RI WKH
FDSDFLW\FRQWULEXWLRQ



)LOHG
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(YLGHQFHRI,(62

,

'LG WKH ,(62 UHDFK DQ\ FRQFOXVLRQV DIWHU WKH SXEOLFDWLRQ RI WKH 1DYLJDQW
3DSHU"



1R WKH ,(62 GLG QRW FRPH WR DQ\ GHILQLWLYH FRQFOXVLRQV RQ WKLV LVVXH $IWHU

IXUWKHU FRQVXOWDWLRQ ZLWK VWDNHKROGHUV WKH ,(62 KRZHYHU GLG RIIHU WKH IROORZLQJ
REVHUYDWLRQVDVSDUWRI0DUFKSUHVHQWDWLRQWR'5:*PHPEHUV
D

,W DSSHDUV WKDW WKH FXUUHQW SUDFWLFH IRU FRPSHQVDWLQJ '5 XWLOL]DWLRQ LV
HTXLYDOHQWWUHDWPHQWDQGD'5XWLOL]DWLRQSD\PHQWVZRXOGLQWURGXFHQRQ
HTXLYDOHQWWUHDWPHQW

E

7KHUH ZDV QR FOHDU LQGLFDWLRQ WKDW XWLOL]DWLRQ SD\PHQWV ZRXOG LQFUHDVH
DFWLYDWLRQIRUPRVWORDGW\SHV

F

)RU UHVRXUFHV H[SRVHG WR PDUNHW SULFHV IXUWKHU GLVFXVVLRQ GLG QRW
DSSHDUWREHPHULWHGDQG

G

)RUUHVRXUFHVQRWH[SRVHGWRPDUNHWSULFLQJWKH,(62GLGQRWVHHPHULW
LQ FRQWLQXLQJ GLVFXVVLRQ RQ XWLOL]DWLRQ SD\PHQWV  KRZHYHU WKH ,(62
H[SUHVVHG XQFHUWDLQW\ UHJDUGLQJ WKH LPSDFW RI XWLOL]DWLRQ SD\PHQWV RQ
WKHVH W\SH RI SDUWLFLSDQWV DQG WKH ,(62 UHTXHVWHG PRUH LQSXW IURP
VWDNHKROGHUV

H

%DVHG RQ WKH TXDQWLW\ RI VWDNHKROGHU IHHGEDFN UHFHLYHG WKH ,(62 GLG
QRW VHH D VWURQJ LQWHUHVW IURP WKH '5:* RQ WKH WRSLF RI XWLOL]DWLRQ
SD\PHQW  2QO\ WZR PHPEHUV VXEPLWWHG IHHGEDFN RQ DQG PHPEHUV
GHFOLQHGWRSUHVHQWWKHLUYLHZVIRUGLVFXVVLRQDWWKH'5:* 



7KH LVVXH RI XWLOL]DWLRQ SD\PHQWVIRU '5 UHVRXUFHV LQ WKH '5$ FHDVHG WR EH D

SULRULW\LWHPIRUWKH'5:*DIWHUWKHVSULQJRI
3$579,7+(1((')257+(7&$
$

:K\GLGWKH,(62GHFLGHWRHYROYHWKH'5$LQWRWKH7&$"



$V SDUW RI LWV 0DUNHW 5HQHZDO LQLWLDWLYH WKH ,(62 KDG EHHQ SODQQLQJ DQ

,QFUHPHQWDO&DSDFLW\$XFWLRQ ³,&$´ WRDGGUHVV2QWDULR¶VIXWXUHLQFUHPHQWDOFDSDFLW\


'5:*3UHVHQWDWLRQRI0DUFKSS
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QHHGV7KH,&$ZKLFKZDVWREHDFRPSHWLWLYHDXFWLRQRSHQWRSDUWLFLSDWLRQE\DEURDG
UDQJH RI VXSSO\ DQG GHPDQG UHVRXUFHV ZDV LQWHQGHG WR UHSODFH WKH '5$ 7KH ,(62
SODQQHGWRODXQFKWKH,&$LQ


2Q 6HSWHPEHU   WKH ,(62 UHOHDVHG DQ XSGDWHG (OHFWULFLW\ 3ODQQLQJ

2XWORRN WKDW IRUHFDVWHG D FDSDFLW\ GHILFLW LQ VXPPHU  RI  0: S   
6KRUWO\DIWHUWKLVWKH,(62FDPHWRWKHUHDOL]DWLRQWKDWLWZDVQRWIHDVLEOHWRODXQFKWKH
,&$LQWLPHWRDGGUHVVWKHSURMHFWHGFDSDFLW\JDS WKH³FDSDFLW\JDS´ DQG
WKDWDOWHUQDWLYHPHDVXUHVZHUHUHTXLUHG


7KH ,(62 GHWHUPLQHG WKDW WKH EHVW VROXWLRQ IRU DGGUHVVLQJ WKH  FDSDFLW\

JDSZDVWRHYROYHWKH'5$LQWRWKH7&$IRUUHDVRQVZKLFKLQFOXGHGWKHIROORZLQJ
D

WKH'5$ ZDVGLUHFWLRQDOO\DOLJQHGZLWKWKH,&$LQWKDWWKHUHZRXOGEHD
GHPDQGFXUYHEDVHGDXFWLRQWKDWZRXOGEHH[HFXWHGDWUHJXODULQWHUYDOV
IRU D IXWXUH RQH\HDU ORQJ FDSDFLW\ QHHG ZLWK WZR PRQWK VHDVRQDO
SHULRGV 

E

WKH'5$ZDVDSURYHQPHFKDQLVPJRYHUQHGE\DQH[LVWLQJVHWRIPDUNHW
UXOHV

F

WKH '5$ SURYLGHG D SODWIRUP WKDW FRXOG EH LQFUHPHQWDOO\ HYROYHG LQWR D
EURDGHUEDVHG DQG PRUH FRPSHWLWLYH FDSDFLW\ DXFWLRQ ZKLFK ZRXOG
SURYLGH WKH ,(62 DQG PDUNHW SDUWLFLSDQWV ZLWK RSSRUWXQLWLHV WR OHDUQ
DGDSWDQGPDNHLPSURYHPHQWVDQG

G

D7&$ZDVSUHIHUDEOHWRFRQWUDFWXDOO\SURFXULQJQHZFDSDFLW\ZKLFKZDV
DOHVVIOH[LEOHPHFKDQLVPDQGULVNHGKLJKHUFRVWVIRUFRQVXPHUV



7KH,(62DOVRGHWHUPLQHGWKDWWKH7&$ZRXOGSURYLGHRSSRUWXQLWLHVIRUH[LVWLQJ

RIIFRQWUDFWJHQHUDWRUVZKLFKPLJKWRWKHUZLVHGHFLGHWRZLQGGRZQWKHLURSHUDWLRQVWR
WKH SRWHQWLDO GHWULPHQW RI 2QWDULR UHOLDELOLW\ DQG WKH LQWHUHVWV RI 2QWDULR FRQVXPHUV ,Q
SDUWLFXODU WKH ,(62 ZDV FRQFHUQHG ZLWK WKH ULVN RI SHUPDQHQWO\ ORVLQJ WKHVH H[LVWLQJ
JHQHUDWLRQ IDFLOLWLHV DQG QRW KDYLQJ WKHP DYDLODEOH ZKHQ WKH  FDSDFLW\ JDS


$WWDFKHGDW7DE³´LVD7HFKQLFDO3ODQQLQJ&RQIHUHQFH3UHVHQWDWLRQGDWHG6HSWHPEHU

S
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HPHUJHG VLQFH WKHVH IDFLOLWLHV PD\ EH DEOH WR PRUH FRVWHIIHFWLYHO\ VDWLVI\ IXWXUH
FDSDFLW\ JDSV FRPSDUHG WR RWKHU DOWHUQDWLYHV LQFOXGLQJ WKH FRQVWUXFWLRQ RI QHZ
JHQHUDWLRQIDFLOLWLHV,QDGGLWLRQWKHVHH[LVWLQJUHVRXUFHVRIIHUDQDGGLWLRQDOPHDVXUHRI
FHUWDLQW\DVFRPSDUHGWRXQNQRZQIXWXUHDOWHUQDWLYHV


7KH 7&$ ZDV DOVR HVWDEOLVKHG WR HQDEOH WKH IXWXUH SDUWLFLSDWLRQ RI FDSDFLW\

LPSRUWVIURPRWKHUMXULVGLFWLRQV&DSDFLW\LPSRUWVDUHOLNHO\WRSOD\DQLPSRUWDQWUROHLQ
WKHIXWXUHDQGWKH7&$ZRXOGHVWDEOLVKDXFWLRQVDVDFUHGLEOHDQGFHUWDLQPHFKDQLVP
WKDWZRXOGHQWLFHHFRQRPLFH[WHUQDOUHVRXUFHVWRVXSSO\FDSDFLW\WR2QWDULR
%

&DQWKH,(62UHO\XSRQWKH'5$WRILOOWKHIRUHFDVWFDSDFLW\JDS"



7KH ,(62 FDQQRW UHO\ XSRQ WKH H[LVWLQJ '5$ WR SURYLGH VXIILFLHQW FDSDFLW\ WR

VDWLVI\WKHFDSDFLW\JDS


7KH '5$ LQ 'HFHPEHU  DWWUDFWHG D TXDOLILHG FDSDFLW\ RI RYHU  0:

7KLV LV LQVXIILFLHQW WR PHHW WKH  FDSDFLW\ JDS ZKLFK LV QRZ IRUHFDVW DW
DSSUR[LPDWHO\0: 


+'5 UHVRXUFHV KDYH DOVR KDG D KLVWRU\ RI SRRU SHUIRUPDQFH GXULQJ WHVW

DFWLYDWLRQV %HWZHHQ )HEUXDU\  DQG -DQXDU\  +'5 UHVRXUFHV KDG D 
IDLOXUH UDWH IRU WHVW DFWLYDWLRQV ZKLFK ZHUH IRXU KRXUV LQ GXUDWLRQ  7KHVH UHVXOWV
VXJJHVW WKDW WKH DFWXDO FDSDFLW\ DYDLODEOH WR WKH ,(62 XQGHU WKH '5$ PD\ EH
VXEVWDQWLDOO\OHVVWKDQWKHUHVXOWVRISULRU'5$DXFWLRQVVXJJHVW


+'5UHVRXUFHVZKLFKFRPSULVHWKHODUJHPDMRULW\RI'5$SDUWLFLSDQWVDUHDOVR

XQOLNH GLVSDWFKDEOH JHQHUDWRUV RU ORDGV QRW GLVSDWFKDEOH RQ D ILYHPLQXWH EDVLV 7KLV
SUHVHQWV RSHUDELOLW\ DQG UHOLDELOLW\ FKDOOHQJHV DV FRPSDUHGWRUHO\LQJ RQ FDSDFLW\IURP
VXSSO\ RU GLVSDWFKDEOH ORDG UHVRXUFHV *LYHQ WKH ,(62¶V QHHG WR PDLQWDLQ D GLYHUVH
VXSSO\PL[RIUHVRXUFHVWRPHHWV\VWHPQHHGVERWK+'5DQG'/UHVRXUFHVDUHSDUWRI
WKHWRWDOVROXWLRQLQPHHWLQJ2QWDULR¶VFDSDFLW\QHHGV±PL[HGZLWKRWKHUUHVRXUFHVWKDW




$WWDFKHG DW 7DEV ³´ ³´ ³´ UHVSHFWLYHO\ DUH WKH 6WDNHKROGHU $GYLVRU\ &RPPLWWHH
3UHVHQWDWLRQ $XJXVW   S ³6$& 3UHVHQWDWLRQ´  DQG 1RUWK $PHULFDQ (OHFWURQLF
5HOLDELOLW\&RUSRUDWLRQ/RQJ7HUP5HOLDELOLW\$VVHVVPHQWGDWHG'HFHPEHU ³1(5&
5HSRUW´  1RUWKHDVW 3RZHU &RRUGLQDWLQJ &RXQFLO  2QWDULR &RPSUHKHQVLYH 5HYLHZ RI
5HVRXUFH$GHTXDF\ ,VVXH GDWHG'HFHPEHU ³13&&5HSRUW´ 
$WWDFKHGDW7DE³´LVWKH+RXUO\'HPDQG5HVSRQVH





+'5 7HVWLQJ8SGDWHGDWHG$SULO

)LOHG
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FDQ EH VFKHGXOHG RQ D PLQXWH RU KRXUO\ LQWHUYDO ERWK LQVLGH DQG RXWVLGH RI 2QWDULR
7KH ,(62 FRXOG QRW DVVXUH UHOLDELOLW\ LI DOO WKH  DQG EH\RQG FDSDFLW\ FDPH IURP
RQO\ RQH UHVRXUFH W\SH ± GLYHUVLW\ LQ IXHO VXSSO\ DQG RSHUDWLQJ FKDUDFWHULVWLFV DUH
QHHGHGWRPDLQWDLQUHOLDELOLW\
&

,VWKH,(62VWLOOIRUHFDVWLQJDFDSDFLW\JDSLQVXPPHU"



<HV WKHUH FRQWLQXHV WR EH D VLJQLILFDQW  FDSDFLW\ JDS WKDW PXVW EH

DGGUHVVHGE\WKH,(62WRHQVXUHWKHUHOLDELOLW\RI2QWDULR¶VHOHFWULFLW\V\VWHP


7KLV JDS KDV EHHQ UHFRJQL]HG E\ WKH 1RUWKHDVW 3RZHU &RRUGLQDWLQJ &RXQFLO

³13&&´  DQG WKH 1RUWK $PHULFDQ 5HOLDELOLW\ &RUSRUDWLRQ ³1(5&´   ZLWK ZKLFK WKH
,(62 LV UHTXLUHG WR UHSRUW DQQXDOO\ RQ WKH VWDWH RI UHOLDELOLW\ RI 2QWDULR¶V HOHFWULFLW\
V\VWHP LQFOXGLQJ UHVRXUFH DGHTXDF\  7KH DVVHVVPHQWV DUH EDVHG RQ 1(5& DQG
13&&SODQQLQJFULWHULDWRHQVXUHDFRQVLVWHQWDSSURDFKWRUHSRUWLQJDQGHYDOXDWLRQRI
WKHEURDGHUUHJLRQDODQGFRQWLQHQWZLGHSRZHUV\VWHPUHOLDELOLW\


7KHUH DUH LQKHUHQW XQFHUWDLQWLHV ZLWK DQ\ SODQQLQJ SURMHFWLRQ 2QWDULR¶V

H[WHQVLYH QXFOHDU UHIXUELVKPHQW DQG UHWLUHPHQW VFKHGXOH FRQWULEXWHV WR WKH FDSDFLW\
JDSVLQWKHQHDUWHUPDVWKHIOHHWLVUHDGLHGOLIHH[WHQGLQJZRUNRUVKXWGRZQ$VQRWHG
LQ WKH 1(5& 5HSRUW ³WKHUH DUH XQFHUWDLQWLHV LQ WKH SURMHFWLRQV WKDW FRXOG VHH WKH
VKRUWIDOOJURZRUVKULQN$VDUHVXOWWKH,QGHSHQGHQW(OHFWULFLW\6HUYLFH2SHUDWRU ,(62 
ZLOOFRQWLQXHWRXSGDWHDQGUHILQHLWVIRUHFDVWVWRJDLQPRUHFHUWDLQW\DERXWWKHVL]HRI
WKHJDS´ S)LJXUH ´


,Q D SUHVHQWDWLRQ WR WKH ,(62¶V 6WDNHKROGHU $GYLVRU\ &RPPLWWHH GDWHG $XJXVW

  WKH ,(62 SURYLGH DQ XSGDWHG IRUHFDVW RI D FDSDFLW\ JDS RI DSSUR[LPDWHO\
0:LQVXPPHU7KLVLVWKH,(62¶VPRVWXSWRGDWHIRUHFDVW
'

:K\LVLWQHFHVVDU\IRUWKH,(62WRSURFHHGZLWKDSKDVHGLPSOHPHQWDWLRQ
RIWKH7&$"



7KH LQWURGXFWLRQ DQG LPSOHPHQWDWLRQ RI WKH 7&$ DQG VXEVHTXHQW FDSDFLW\

DXFWLRQSKDVHVLVFRPSOH[DQGFKDOOHQJLQJ7KH,(62KDVQHYHUEHIRUHXQGHUWDNHQD
FDSDFLW\DXFWLRQZKLFKLQFOXGHVVXSSO\UHVRXUFHV7KH,(62LVDFFRUGLQJO\LQLWLDWLQJWKLV


6HH13&&5HSRUW1(5&5HSRUW
6$&3UHVHQWDWLRQS
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SURFHVV JUDGXDOO\ DQG LQFUHPHQWDOO\ E\ DW WKH RXWVHW RQO\ LQFOXGLQJ RIIFRQWUDFW
GLVSDWFKDEOHJHQHUDWLRQIDFLOLWLHV7KHUHDIWHUVXEVHTXHQWFDSDFLW\DXFWLRQVZLOOLQFOXGH
DQG DGG QHZ UHVRXUFH W\SHV DQG EURDGHQ UHVRXUFH HOLJLELOLW\ FULWHULD 1HZ UHVRXUFH
W\SHV DUH DQWLFLSDWHG WR LQFOXGH VWRUDJH V\VWHPEDFNHG LPSRUWV UHVRXUFHEDFNHG
LPSRUWVDQGVHOIVFKHGXOLQJJHQHUDWLRQIDFLOLWLHV5HVRXUFHHOLJLELOLW\FULWHULDPD\DOVREH
EURDGHQHGWRLQFOXGHIRUH[DPSOHVXUSOXVRUXSUDWHGFDSDFLW\ LHPHUFKDQWFDSDFLW\ 
DWH[LVWLQJFRQWUDFWHGIDFLOLWLHV


7KHVH FKDQJHV ZLOO SUHVHQW QHZ UHTXLUHPHQWV DQG SRVH DGGLWLRQDO FKDOOHQJHV

)RU LQVWDQFH WKH DGGLWLRQ RI V\VWHPEDFNHG DQG UHVRXUFHEDFNHG LPSRUWV ZLOO
QHFHVVLWDWH QHJRWLDWLQJ RSHUDWLQJ DJUHHPHQWV SURFHGXUHV ZLWK RWKHU LQGHSHQGHQW
V\VWHP RSHUDWRUV ³,62V´  DQG DGGUHVVLQJ RWKHU MXULVGLFWLRQDO LVVXHV /LNHZLVH UXOHV
JRYHUQLQJWKHSDUWLFLSDWLRQDQGFRPSHQVDWLRQRILPSRUWVPXVWEHWDLORUHGWRUHIOHFWWKH
XQLTXH RSHUDWLQJ IHDWXUHV RI GLIIHUHQW LPSRUW W\SHV  7KHVH GLIIHUHQFHV LQWURGXFH
FRPSOH[LW\ WR WKH SRWHQWLDO SDUWLFLSDWLRQ RI LPSRUWV LQ WKH FDSDFLW\ DXFWLRQ DQG HQHUJ\
PDUNHW


,QDGGLWLRQWRWKHLQWURGXFWLRQRIQHZUHVRXUFHW\SHVDQGQHZHOLJLELOLW\FULWHULD

HDFK FDSDFLW\ DXFWLRQ SKDVH EHJLQQLQJ ZLWK WKH 7&$ ZLOO LQWURGXFH PRGLILHG GHVLJQ
HOHPHQWV LQFOXGLQJ FDSDFLW\ TXDOLILFDWLRQ FULWHULD WHVWLQJ DQG DXGLW UHTXLUHPHQWV
FRQQHFWLRQ DVVHVVPHQW FULWHULD PDUNHW SRZHU PLWLJDWLRQ SDUDPHWHUV DXFWLRQ
SDUDPHWHUVHWF)RULQVWDQFHLQWURGXFLQJQHZTXDOLILFDWLRQVRIFDSDFLW\ZLOOUHTXLUHWKH
,(62 WR DVVHVV HDFK UHVRXUFH¶V RIIHULQJ LQWR WKH DXFWLRQ SULRU WR WKH DXFWLRQ¶V
H[HFXWLRQ 7KH LQWHQW LV WR EHWWHU DOLJQ WKH DXFWLRQ UHVXOWV ZLWK WKH ,(62¶V V\VWHP
SODQQLQJ DVVXPSWLRQ KRZHYHU WKH QHZ SURFHVV PD\ FKDQJH D SDUWLFLSDQW¶V RIIHU
VWUDWHJ\DQGXOWLPDWHO\WKHDXFWLRQRXWFRPH


,QDGGLWLRQWRNQRZQDQGIRUHVHHDEOHFKDOOHQJHVWKHUHDUHSRWHQWLDOXQIRUHVHHQ

FRQVHTXHQFHV7KH,(62NQRZVIURPH[SHULHQFHWKDWPDMRUQHZPDUNHWFKDQJHVDQG
SURJUDPV LQYDULDEO\ KDYH XQIRUHVHHQ LPSOLFDWLRQV DQG FRQVHTXHQFHV DIIHFWLQJ PDUNHW
HIILFLHQF\ RU UHOLDELOLW\ WKDW ZLOO QHHG WR EH DGGUHVVHG WKURXJK PDUNHW UXOH DQG PDUNHW
PDQXDODPHQGPHQWVDQGSRVVLEOHWRROFKDQJHV


'XH WR WKH FRPSOH[LWLHV RI FUHDWLQJ DQ HQGXULQJ FDSDFLW\ DXFWLRQ LW ZRXOG EH

LPSUDFWLFDODQGLPSUXGHQWWRDWWHPSWWRLQWURGXFHWKHIXOOVXLWHRIFKDQJHVUHTXLUHGLQD
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VLQJOHVWHSRUFORVHUWRWKHHYHRIWKHFDSDFLW\JDSZKLFKWKH7&$LVUHTXLUHGWR
DGGUHVV  3URJUHVVLQJ LQ D SKDVHG DSSURDFK DV WKH ,(62 KDV SODQQHG DOORZV WKH
,(62WR
D

LQWURGXFHQHZUHVRXUFHW\SHVLQWRWKHDXFWLRQJUDGXDOO\

E

DVVHVV DQGUHVSRQG WRKRZ QHZ UHVRXUFHW\SHV EHKDYH LQWKH FDSDFLW\
DXFWLRQ

F

SURYLGH SDUWLFLSDQWV ZLWK DQ RSSRUWXQLW\ WR GHYHORS DQG WHVW EXVLQHVV
SURFHVVHVDQGEXVLQHVVPRGHOVWRVXSSRUWWKHLUSDUWLFLSDWLRQLQFDSDFLW\
DXFWLRQV

G

SURYLGHSDUWLFLSDQWVDQRSSRUWXQLW\IRUSULFHGLVFRYHUDELOLW\

H

HQVXUHWKDWFRPPLWWHGFDSDFLW\UHVRXUFHVDUHFDSDEOHRIVDWLVI\LQJWKHLU
FDSDFLW\REOLJDWLRQV

I

SURYLGH VXIILFLHQW WLPH WR DVVHVV DQG HYROYH DXFWLRQ GHVLJQ IHDWXUHV
LQIRUPHGE\VWDNHKROGHULQSXW

J

DOORFDWH WKH QHFHVVDU\ UHVRXUFHV WR LPSOHPHQW QHZ DXFWLRQ GHVLJQ
IHDWXUHVLQPDQDJHDEOHVWHSVDQG

K

PRQLWRUDQGLGHQWLI\XQIRUHVHHQFRQVHTXHQFHVDULVLQJIURPQHZDXFWLRQ
GHVLJQIHDWXUHV



7KHUH DUH RQO\ WKUHH SODQQHG DXFWLRQV 'HFHPEHU  -XQH  DQG

'HFHPEHU EHIRUHWKH,(62XQGHUWDNHVWKHDXFWLRQIRUWKHFULWLFDOVXPPHU
SHULRG 7KLV SURYLGHV IRU OLPLWHG RSSRUWXQLWLHV IRU WKH ,(62 WR H[HFXWH OHDUQ IURP DQG
HYROYH WKH 7&$ SULRU WR  7KH ,(62 DV WKH 3URYLQFH¶V UHOLDELOLW\ DXWKRULW\ LV QRW
ZLOOLQJ WR IRUJR WKH LPSRUWDQW RSSRUWXQLWLHV H[SHULHQFH DQG OHDUQLQJV WKDW WKHVH
DXFWLRQV HDFK ZLWK D \HDU ORQJ FRPPLWPHQW SHULRG SURYLGHV DQG ZKLFK DUH FULWLFDO WR
LPSOHPHQWLQJ D FDSDFLW\ DXFWLRQ PHFKDQLVP WR SUXGHQWO\ DQG FRVWHIIHFWLYHO\ DGGUHVV
2QWDULR¶VIXWXUHFDSDFLW\QHHGV



)LOHG
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3$579,,7+(,03/(0(17$7,212)7+(7&$
$

:KHQGLGWKH,(62DQQRXQFHLWVGHFLVLRQWRSURFHHGZLWKWKH7&$"



2Q -DQXDU\   3HWHU *UHJJ WKH SUHVLGHQW DQG &(2 RI WKH ,(62

DQQRXQFHG WKDW WKH ,(62¶V SODQ WR H[SDQG WKH '5$ WR LQFOXGH JHQHUDWRUV LQ RUGHU WR
PHHWLPPHGLDWHUHVRXUFHDGHTXDF\QHHGVLQ2QWDULR
7KLVWUDQVLWLRQWRDFDSDFLW\DXFWLRQZLOOVWDUWWRWDNHVKDSH
ODWHUWKLV\HDU$V\RXNQRZLQ6HSWHPEHUZHSURGXFHGD
QHZ SODQQLQJ UHSRUW ZKLFK LQGLFDWHG D SRWHQWLDO FDSDFLW\
JDS HPHUJLQJ LQ  7KLV JDS ZRXOG HPHUJH DW D WLPH
ZKHQ 3LFNHULQJ XQLWV DUH FORVLQJ DV QXFOHDU
UHIXUELVKPHQWV DUH XQGHUZD\ DQG DV VRPH RI RXU
JHQHUDWLRQFRQWUDFWVH[SLUH
:KLOHWKHIRUHFDVWHGJDSLVUHODWLYHO\VPDOODWWKHPRPHQW
RXU DELOLW\ WR FRQWLQXH WR UHO\ RQ H[LVWLQJ UHVRXUFHV VXFK
DVFRQVHUYDWLRQFRXOGDIIHFWERWKWKHWLPLQJDQGWKHVL]H
RIDQ\SRWHQWLDOJDS
«>:@H H[SHFW WR KDYH D FOHDUHU SLFWXUH RI RXU PRUH
LPPHGLDWHFDSDFLW\QHHGVLQWKHWKLUGTXDUWHURIWKLV\HDU
:H ZLOO PHHW WKRVH FDSDFLW\ QHHGV E\ OHYHUDJLQJ WKH
FRPSHWLWLYHPHFKDQLVPVZHKDYHLQSODFHULJKWQRZVXFK
DVWKHDQQXDOGHPDQGUHVSRQVHDXFWLRQ
>«@
,Q 'HFHPEHU ZH ZLOO UXQ DQ DXFWLRQ WR PHHW FDSDFLW\
QHHGV IRU  2XU JRDO LV WR KDYH WKDW DXFWLRQ DQG
VXEVHTXHQW DXFWLRQV EXLOG RQ WKH FXUUHQW GHPDQG
UHVSRQVH DXFWLRQ LQFOXGLQJ DOORZLQJ PRUH UHVRXUFH W\SHV
WR FRPSHWH 7KLV ZRXOG SURYLGH JHQHUDWRUV ZKRVH
FRQWUDFWV DUH H[SLULQJ RYHU WKH QH[W IHZ \HDUV DQ
RSSRUWXQLW\ WR FRPSHWH LQ RXU HOHFWULFLW\ PDUNHW DQG KHOS
PHHWHPHUJLQJFDSDFLW\QHHGV,WLVDVWDJHGDSSURDFKWR
D PXFK PRUH FRPSHWLWLYH PDUNHWSODFH « RQH WKDW ZH DW
WKH,(62DQGRWKHUVDUHVWULYLQJIRU,WDOORZVXVWRUHDOL]H
HIILFLHQF\ FRPSHWLWLRQ DQG WUDQVSDUHQF\ « WKH NH\
SULQFLSOHV RI RXU PDUNHW UHQHZDO HIIRUWV ± DV TXLFNO\ DV
SRVVLEOH



)LOHG
(%
(YLGHQFHRI,(62

,W¶VDOVRDVHQVLEOHDSSURDFKDOORZLQJERWKWKH,(62DQG
PDUNHW SDUWLFLSDQWV WR FRQWLQXH WR OHDUQ DQG LPSURYH RXU
SURFHVVHVDVFDSDFLW\QHHGVLQFUHDVH 
%

:KDWVWDNHKROGHUHQJDJHPHQWGLGWKH,(62XQGHUWDNHRQWKH7&$"



,Q)HEUXDU\WKH'5:*FRQYHQHGWRGLVFXVVWKH,(62¶VSODQWRHYROYHWKH

'5$WRPHHW2QWDULR¶VFDSDFLW\QHHGVDIWHU$WWKLVWLPHVRPH'5:*PHPEHUV
UHQHZHG WKHLU LQWHUHVW LQ '5 UHVRXUFHV UHFHLYLQJ XWLOL]DWLRQ RU HQHUJ\ SD\PHQWV 7KH
,(62DJUHHGWRIXUWKHUFRQVLGHUWKLVLVVXH 


,Q ODWH )HEUXDU\  WKH ,(62 LQLWLDWHG D VWDNHKROGHU HQJDJHPHQW WR LQIRUP

,(62GHFLVLRQPDNLQJLQWKHGHVLJQDQGWKHLPSOHPHQWDWLRQRIWKH7&$7KHILUVW7&$
HQJDJHPHQW VHVVLRQ ZDV KHOG RQ 0DUFK   DQG LQFOXGHG UHSUHVHQWDWLRQ IURP
JHQHUDWRUV FRQVXPHUV '5 UHVRXUFHV DQG RWKHU LQWHUHVWHG VWDNHKROGHUV  $W WKLV
PHHWLQJ WKH ,(62 LQWURGXFHG LWV ³6WDNHKROGHU (QJDJHPHQW 3ODQ´ ZKLFK VHW RXW WKH
IROORZLQJREMHFWLYHV
D

XQGHUVWDQGWKHFKDQJHVLQYROYHGLQWKHGHYHORSPHQWRIWKH7&$

E

XQGHUVWDQGKRZSURSRVHGFKDQJHVWRWKH'5$PD\DIIHFWVWDNHKROGHUV
DQG

F

JDWKHU VWDNHKROGHU IHHGEDFN RQ DQ\ VLJQLILFDQW LVVXHV DQG SRWHQWLDO
VROXWLRQVDVVRFLDWHGZLWKWKHSURSRVHGGHVLJQIHDWXUHV  SS 



0RVW SDUWLFLSDQWV LQ WKH VWDNHKROGHU HQJDJHPHQW ZHUH JHQHUDOO\ VXSSRUWLYH RI

WKH GHFLVLRQ WR WUDQVLWLRQ WKH '5$ WR WKH 7&$ KRZHYHU VRPH '5 UHSUHVHQWDWLYHV
LQFOXGLQJ $03&2 REMHFWHG WR ODXQFKLQJ WKH 7&$ ZLWKRXW ILUVW UHVROYLQJ WKH LVVXH RI
HQHUJ\ SD\PHQWV IRU '5 UHVRXUFHV   $03&2 DQG RWKHU '5 UHSUHVHQWDWLYHV VDLG '5
SDUWLFLSDQWV ZRXOG EH DW D FRPSHWLWLYH GLVDGYDQWDJH YLVjYLV JHQHUDWRUV LQ WKH 7&$ LI
WKH\ZHUHQRWHQWLWOHGWRHQHUJ\SD\PHQWV


$WWDFKHGDW7DE³´LV5HPDUNVE\3HWHU*UHJJDW2QWDULR(QHUJ\1HWZRUN/XQFKHRQGDWHG
-DQXDU\SS
$WWDFKHGDW7DE³´LV 'HPDQG 5HVSRQVH:RUNLQJ*URXS 0HHWLQJ 1RWHVIRU)HEUXDU\ 
GDWHG)HEUXDU\S


$WWDFKHG DW 7DE ³´ LV 0HHWLQJ 2QWDULR¶V &DSDFLW\ 1HHGV ³(YROYLQJ WKH '5 $XFWLRQ WR
7UDQVLWLRQDO&DSDFLW\$XFWLRQ´GDWHG0DUFK



)LOHG
(%
(YLGHQFHRI,(62



7KH ,(62 DGYLVHG SDUWLFLSDQWV LQ WKH VWDNHKROGHU HQJDJHPHQW WKDW WKH ,(62

LQWHQGHG WR SURFHHG ZLWK WKH 7&$ LQ 'HFHPEHU  ZKLFK ZRXOG VHUYH DV DQ
LPSRUWDQW OHDUQLQJ H[SHULHQFH IRU WKH ,(62 DQG PDUNHW SDUWLFLSDQWV LQ SUHSDUDWLRQ IRU
WKHFDSDFLW\JDSLQFOXGLQJDOORZLQJIRUSULFHGLVFRYHUDELOLW\7KH,(62KRZHYHU
DGYLVHGVWDNHKROGHUVWKDWWKHLVVXHRIHQHUJ\SD\PHQWVZRXOGEHIXUWKHUFRQVLGHUHGDV
SDUW RI '5:* LQFOXGLQJ SULRULWL]LQJ WKH LVVXH DV SDUW RI WKH  '5:* :RUN 3ODQ
DQG WKDW WKH ,(62 ZRXOG IROORZ XS RQ WKH 1DYLJDQW 3DSHU DQG FRQVLGHU D ³PDGHLQ
2QWDULRUDWLRQDOHVXSSRUWHGE\DJRRGEXVLQHVVFDVH´


,Q 0D\  7KH ,(62 SRVWHG WKH GUDIW 7&$ GHVLJQ GRFXPHQWV DQG GUDIW

PDUNHW UXOH DPHQGPHQWV ZKLFK ZHUH WKHUHDIWHU GLVFXVVHG E\ VWDNHKROGHUV DW D
VWDNHKROGHUHQJDJHPHQWVHVVLRQRQ0D\
&

+RZ HOVH GLG WKH ,(62 UHVSRQG WR $03&2 DQG RWKHU '5 UHSUHVHQWDWLYHV
FRQFHUQV"



,QUHVSRQVHWR$03&2¶VDQGRWKHU'5UHSUHVHQWDWLYHV¶FRQFHUQHGDERXWHQHUJ\

SD\PHQWV WKH ,(62 GHFLGHG WR FRPPHQFH D VHSDUDWH VWDNHKROGHU HQJDJHPHQW
LQLWLDWLYH HQWLWOHG (QHUJ\ 3D\PHQWV IRU (FRQRPLF $FWLYDWLRQ RI 'HPDQG 5HVSRQVH
5HVRXUFHV

³(QHUJ\

3D\PHQWV

6WDNHKROGHU

(QJDJHPHQW´ 

7KH

,(62

FRPPLVVLRQHG D WKLUGSDUW\ FRQVXOWDQW %UDWWOH *URXS WR VXSSRUW WKH UHVHDUFK DQG
DQDO\VLV DQG VRXJKW VWDNHKROGHU IHHGEDFN RQ WKH LQSXWV DQG RXWSXWV RI WKLUG SDUW\
UHVHDUFKDQGDQDO\VLVWRLQIRUPWKH,(62¶VGHFLVLRQRQWKHHQHUJ\SD\PHQWLVVXH7KLV
HQJDJHPHQW DQG WKH %UDWWOH VWXG\ ZLOO IROORZ XS RQ VRPH RI WKH LPSRUWDQW PDWWHUV
LGHQWLILHGIRUIXUWKHUFRQVLGHUDWLRQLQWKH1DYLJDQW3DSHU


2Q 2FWREHU   ,(62 LVVXHG WKH SURSRVHG UHIHUHQFH TXHVWLRQ IRU

FRQVLGHUDWLRQ LQ WKH (QHUJ\ 3D\PHQWV 6WDNHKROGHU (QJDJHPHQW ± ³6KRXOG GHPDQG
UHVSRQVH UHVRXUFHV UHFHLYH HQHUJ\ SD\PHQWV ZKHQ WKH\ DUH DFWLYDWHG LQPDUNHW"´ S
 ±IROORZHGE\WKHSURSRVHGVFRSHIRUWKHHQJDJHPHQWDQGDVVRFLDWHG%UDWWOHWKLUG
SDUW\VWXG\
D

:KDWLVWKHUHOHYDQW2QWDULRFRQWH[WDQGKLVWRU\"


$WWDFKHGDW7DE³´LV'HPDQG5HVSRQVH:RUNLQJ*URXS±0HHWLQJ1RWHVGDWHG$SULO

SS
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E

:KDW DUH WKH HFRQRPLF ILUVW SULQFLSOHV WKDW GULYH WKH DFWLYDWLRQ GHFLVLRQ
IRUGHPDQGUHVSRQVHUHVRXUFHV"

F

+RZ DUH LQPDUNHW DFWLYDWLRQV FRPSHQVDWHG LQ RWKHU MXULVGLFWLRQV DQG
ZKDWDUHWKHNH\WDNHDZD\VIRU2QWDULR"

G

,I FRPSHQVDWLRQ LV SURYLGHG ZKDW FRXOG WKH FRPSHQVDWLRQ PRGHO ORRN
OLNHLQ2QWDULR"

H

:KDWDUHWKHEHQHILWVULVNVDQGLPSOLFDWLRQVRID WKHVWDWXVTXRDQGE 
SURYLGLQJ'5ZLWKHQHUJ\SD\PHQWVLQWKHQHDUDQGORQJHUWHUPV" 



6WDNHKROGHUV ZHUH LQYLWHG WR SURYLGH ZULWWHQ IHHGEDFN E\ 2FWREHU   RQ

WKH SURSRVHG VWXG\ VFRSH ZKLFK ZLOO LQIRUP WKH ILQDO VWXG\ VFRSH ZKLFK WKH ,(62
LQWHQGVWR SXEOLVK LQ 'HFHPEHU  $03&2 LV SDUWLFLSDWLQJ LQ WKLV HQJDJHPHQW DQG
SURYLGHGLQSXWRQWKHILQDOVWXG\VFRSH


7KH,(62DQWLFLSDWHVWKDWWKH%UDWWOHVWXG\ZLOOEHFRPSOHWHGE\4RIDQG

WKH,(62LVWDUJHWLQJ-XQHIRULWVUDWLRQDOHDQGILQDOGHFLVLRQRQHQHUJ\SD\PHQWV
IRU'5UHVRXUFHV7KH,(62ZLOOWKHQFRPPHQFHWKHPDUNHWUXOHDPHQGPHQWSURFHVV
IRUDQ\FKDQJHVWKDWDUHQHHGHGWRLPSOHPHQWWKHGHFLVLRQ


7KH ,(62 GRHV QRW KDYH DQ HVWLPDWHG WLPHOLQH DV WR ZKHQ DQ\ QHFHVVDU\

PDUNHW UXOH DPHQGPHQWV FRXOG EH SXW LQ SODFH WR LPSOHPHQW LWV ILQDO GHFLVLRQ RQ WKH
HQHUJ\SD\PHQWV7KHWLPHOLQH ZRXOGDPRQJRWKHUWKLQJVGHSHQGRQWKHILQGLQJVRI
WKHVWXG\DQGWKHVFRSHRILPSOHPHQWDWLRQ
3$579,,,7+($'237,212)7+($0(1'0(17
$

:KDWZDVWKHUHFRPPHQGDWLRQRIWKH7HFKQLFDO3DQHORQWKH$PHQGPHQW"



2Q-XQHWKHSURSRVHG$PHQGPHQWVZHUHVXEPLWWHGWRWKH7HFKQLFDO

3DQHOIRUUHYLHZDQGFRPPHQW$WWKH7HFKQLFDO3DQHO¶VPHHWLQJRQ-XQHWKH
7HFKQLFDO3DQHOYRWHGWRVXEPLWWKHSURSRVHG$PHQGPHQWVIRUVWDNHKROGHUUHYLHZDQG
FRPPHQW


$WWDFKHGDW7DE³´LV(QHUJ\3D\PHQWVIRU(FRQRPLF$FWLYDWLRQVRI'55HVRXUFHVGDWHG

2FWREHUSS



)LOHG
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$03&2 DORQJ ZLWK WKH $GYDQFHG (QHUJ\ 0DQDJHPHQW $OOLDQFH ³$(0$´ 

VXEPLWWHG D MRLQW OHJDO EULHI  WKDW UHIHUHQFHG )(5& 2UGHU  DQG DUJXHG WKDW WKH
IDLOXUH WR FRPSHQVDWH '5 UHVRXUFHV ZLWK HQHUJ\ SD\PHQWV LQ D PDQQHU HTXLYDOHQW WR
FRPSHQVDWLRQ SURYLGHG WR JHQHUDWLRQ UHVRXUFHV IRU VLPLODU VHUYLFHV LV XQMXVW DQG
XQUHDVRQDEOH XQMXVWO\ GLVFULPLQDWRU\ DQG DQWLFRPSHWLWLYH 7KH EULHI IXUWKHU DUJXHG
WKDW WKHUH H[LVWV ³QR UDWLRQDOH IRU LPSOHPHQWLQJ WKH 7&$ SULRU WR WKH UHVROXWLRQ RI WKH
LVVXHRIMXVWDQGUHDVRQDEOHFRPSHQVDWLRQIRU'5UHVRXUFHV´


)ROORZLQJ IXUWKHU VWDNHKROGHU UHYLHZ DQG IHHGEDFNWKH SURSRVHG $PHQGPHQWV

ZHUH VXEPLWWHG WR WKH 7HFKQLFDO 3DQHO RQ $XJXVW   2Q $XJXVW   WKH
7HFKQLFDO3DQHOYRWHGWRUHFRPPHQGWKHSURSRVHG$PHQGPHQWVIRUFRQVLGHUDWLRQ
WR WKH ,(62 %RDUG  7KUHH RI WKH IRXU FRQVXPHU UHSUHVHQWDWLYHV RQ WKH 7HFKQLFDO
3DQHOYRWHGLQIDYRXURIUHFRPPHQGLQJWKH$PHQGPHQW


7KH7HFKQLFDO3DQHOUHFRPPHQGHGWKH$PHQGPHQWVIRUDSSURYDOE\WKH,(62

%RDUGIRUUHDVRQVZKLFKLQFOXGHGWKHIROORZLQJ
D

PRUH FRPSHWLWLRQ LQ WKH 7&$ ZKLFK ZLOO SXW GRZQZDUG SUHVVXUH RQ
DXFWLRQFOHDULQJSULFHVDQGZLOOEHQHILWFRQVXPHUV

E

VXSSRUWVWKHGHYHORSPHQWRIDUHOLDEOHFDSDFLW\PDUNHWWRDGGUHVVIXWXUH
UHVRXUFHDGHTXDF\QHHGV

F

LPSOHPHQWLQJ WKH 7&$ LQ SKDVHV DQG PDNLQJ FKDQJHV DQG
DFFRPPRGDWLRQVLQWKHIXWXUHLVDKHOSIXOVWHSWRJDLQLQJH[SHULHQFHDQG
GHYHORSLQJDQHIILFLHQWDQGFRPSHWLWLYHHOHFWULFLW\PDUNHW

G

7&$ KHOSV WR HQVXUH WKDW WKH SRZHU V\VWHP LV DGHTXDWHO\ SUHSDUHG WR
PHHW IXWXUH QHHGV E\ SURYLGLQJ DGGLWLRQDO PHFKDQLVPV WR DGGUHVV
FDSDFLW\DQGHQHUJ\UHTXLUHPHQWV

H

GXHFRQVLGHUDWLRQZLOOEHJLYHQWR'5UHVRXUFH¶VFRQFHUQVDERXWIDLUDQG
UHDVRQDEOHFRPSHQVDWLRQDVSDUWRIWKHSODQQHGVWXG\


$WWDFKHGDV7DE³´LV $(0$$03&2-RLQW%ULHI³,(62 3URSRVHG &DSDFLW\$XFWLRQV DQG

'HPDQG5HVSRQVH5HVRXUFH´GDWHG-XO\
$WWDFKHGDV7DE³´LVWKH7HFKQLFDO3DQHO5DWLRQDOHGDWHG$XJXVW



)LOHG
(%
(YLGHQFHRI,(62

I

SURYLGLQJHQHUJ\SD\PHQWVWRHFRQRPLFDFWLYDWLRQVWR'5UHVRXUFHVLVD
ZLGHUPDUNHWLVVXHWKDWZLOOUHTXLUHPRUHFRQVXOWDWLRQKDVLPSOLFDWLRQVIRU
WKH HQWLUH GHVLJQ RI 2QWDULR¶V HOHFWULFLW\ HQHUJ\ DQG FDSDFLW\  PDUNHW
DQGLWLV,WLVQRWZRUWKKROGLQJXS7&$IRUWKLV

J

WKHLVVXHRIHQHUJ\SD\PHQWVIRU'5UHVRXUFHV¶LVQRWPDWHULDOEHFDXVH
HFRQRPLFDFWLYDWLRQVKDYHKLVWRULFDOO\EHHQLQIUHTXHQWDQGDUHSURMHFWHG
WREHLQIUHTXHQWLQWKHIXWXUH

K

7&$LVDILUVWVWHSWRZDUGHQDEOLQJFRPSHWLWLRQWRSURYLGHFDSDFLW\

L

7&$LVDSUXGHQWDSSURDFKWRPD[LPL]LQJIXWXUHSDUWLFLSDWLRQLQDGYDQFH
RIPRUHVLJQLILFDQWFDSDFLW\JDSHPHUJLQJDQG

M

7&$ EURDGHQV SDUWLFLSDWLRQ ZKLOH UHWDLQLQJ IHDWXUHV DQG IXQFWLRQDOLW\
UHTXLUHGIRUSDUWLFLSDWLRQE\+'5DQGGLVSDWFKDEOHORDGV

%

:KDWZHUHWKH,(62%RDUG¶VUHDVRQVIRUDGRSWLQJWKH$PHQGPHQW"



$VQRWHGDERYHWKH$PHQGPHQWZDVDGRSWHGE\WKH,(62%RDUGDWLWVPHHWLQJ

RI $XJXVW    7KH ,(62 %RDUG SURYLGHG UHDVRQV IRU LWV GHFLVLRQ WKH
³5HDVRQV´  


7KH 5HDVRQV VWDWH WKDW WKH ,(62 %RDUG UHYLHZHG WKH PDUNHW UXOH DPHQGPHQW

PDWHULDOV LQFOXGLQJ WKH SRVLWLRQV RI VWDNHKROGHUV DQG LVVXHV UDLVHG GXULQJ WKH PDUNHW
UXOHDPHQGPHQWSURFHVVDQGGHFLGHGWRDGRSWWKH$PHQGPHQWZLWKDQHIIHFWLYHGDWH
RI2FWREHU


7KH,(62%RDUGLGHQWLILHGWKHIROORZLQJUHDVRQVIRUDGRSWLQJWKH$PHQGPHQW
D

7KH $PHQGPHQW LV WKH ILUVW SKDVH LQ HYROYLQJ WKH '5$ LQWR D PRUH
FRPSHWLWLYH FDSDFLW\ DFTXLVLWLRQ PHFKDQLVP WKDW LQFOXGHV QHZ UHVRXUFH
W\SHV7KLVDOORZVIRULQFUHDVHGFRPSHWLWLRQLQWKHDFTXLVLWLRQRIFDSDFLW\
IRUWKHEHQHILWRI2QWDULRFXVWRPHUV


$WWDFKHGDW7DE³´LVWKH5HVROXWLRQRIWKH,(62%RDUGGDWHG$XJXVW
$WWDFKHGDW7DE³´DUHWKH5HDVRQVRIWKH,(62%RDUGLQ5HVSHFWRIDQ$PHQGPHQWWRWKH

0DUNHW5XOHVGDWHG$XJXVW WKH³5HDVRQV´ 
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E

7KH$PHQGPHQWHQDEOHVWKH,(62WREHJLQLPSOHPHQWLQJWKH7&$LQD
SKDVHG DSSURDFK LQ RUGHU WR EH UHDG\ WR DGGUHVV IRUHFDVWHG FDSDFLW\
QHHGV LQ 2QWDULR 7KH LPSOHPHQWDWLRQ RI WKH ILUVW SKDVH RI WKH 7&$ ZLOO
HQDEOH LPSRUWDQW H[SHULHQFH DQG OHDUQLQJV ZLWK UHVSHFW WR LQWHJUDWLQJ
DQG DGPLQLVWHULQJ QHZ UHVRXUFH W\SHV LQ WKH 2QWDULR FDSDFLW\ PDUNHW
VXIILFLHQWO\ LQ DGYDQFH RI PRUH VLJQLILFDQW FDSDFLW\ QHHGV FXUUHQWO\
SURMHFWHGWRDULVHLQWKHWLPHIUDPH$SKDVHGDSSURDFKZLOOUHGXFH
ULVN ZKLOH HQVXULQJ FRQWLQXHG HYROXWLRQ RI WKH PDUNHW WKURXJK WKH
SKDVHG LQFOXVLRQ RI QHZ UHVRXUFHV 7KLV LV D PRUH SUXGHQW DSSURDFK
WKDQ DWWHPSWLQJ WR LPSOHPHQW D QHZ FDSDFLW\ DXFWLRQ PHFKDQLVP MXVW
SULRUWRWKHWLPHZKHQWKHUHLVDPRUHVLJQLILFDQWFDSDFLW\QHHG

F

7KH $PHQGPHQW HQDEOHV QRQFRPPLWWHG GLVSDWFKDEOH JHQHUDWRUV WR
SDUWLFLSDWHLQWKH7&$DORQJVLGHGLVSDWFKDEOHORDGVDQGKRXUO\GHPDQG
UHVSRQVHUHVRXUFHV7KH$PHQGPHQWSURYLGHVDQLPSRUWDQWRSSRUWXQLW\
IRUH[LVWLQJQRQFRPPLWWHGJHQHUDWRUVFRPLQJRIIFRQWUDFWWRFRPSHWHWR
SURYLGH UHOLDELOLW\ VHUYLFHV LQ WKLV FDVH FDSDFLW\ ,Q WKH DEVHQFH RI WKLV
RSSRUWXQLW\WRFRPSHWHWKHVHJHQHUDWRUVPD\FKRRVHWRZLQGGRZQWKHLU
RSHUDWLRQV WR WKH SRWHQWLDO GHWULPHQW RI 2QWDULR UHOLDELOLW\ DQG WKH
LQWHUHVWVRI2QWDULRFXVWRPHUV



,Q LWV 5HDVRQV WKH ,(62 %RDUG VSHFLILFDOO\ DGGUHVVHG WKH SRVLWLRQ RI $03&2

WKDW WKH $PHQGPHQW XQMXVWO\ GLVFULPLQDWHV DJDLQVW GHPDQG UHVSRQVH UHVRXUFHV 7KH
%RDUGQRWHGWKDW$03&2¶VSRVLWLRQ³UHOLHVKHDYLO\´RQ)(5&2UGHUZKLFKUHTXLUHV
HQHUJ\SD\PHQWVWRGHPDQGUHVSRQVHUHVRXUFHVZKHQWKH\DUHGLVSDWFKHGVXEMHFWWR
WKHFRQGLWLRQWKDWWKH\PHHWD³QHWEHQHILWUHTXLUHPHQW´7KH,(62%RDUGREVHUYHGWKDW
)(5&2UGHULVQRWGHWHUPLQDWLYHEHFDXVH
D

ZKLOH )(5& 2UGHU  LV D UHOHYDQW FRQVLGHUDWLRQ LW LV QRW ELQGLQJ LQ
2QWDULR

E

LWLVXQFOHDUZKHWKHUWKHQHWEHQHILWUHTXLUHPHQWDSSOLHVLQ2QWDULRJLYHQ
WKHGLIIHUHQFHVLQ2QWDULR¶VPDUNHWGHVLJQ

F

WKH ,(62 KDV FRPPLWWHG WR FRPSOHWLQJ DQ LQGHSHQGHQW VWXG\ WR
GHWHUPLQHZKHWKHUWKHUHZRXOGEHDQHWEHQHILWWR2QWDULRFRQVXPHUVLI
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GHPDQG UHVSRQVH UHVRXUFHV UHFHLYH HQHUJ\ SD\PHQWV IRU HFRQRPLF
DFWLYDWLRQVDQG
G

WKHHQHUJ\SD\PHQWLVVXHLVQRWPDWHULDOEHFDXVHHFRQRPLFDFWLYDWLRQV
LQ WKH '5$ KDYH KLVWRULFDOO\ RFFXUUHG LQ YHU\ OLPLWHG FLUFXPVWDQFHV DQG
DUH QRW H[SHFWHGWR EHD PDWHULDO FRQVLGHUDWLRQIRU WKH 'HFHPEHU 
DXFWLRQ



7KH ,(62 %RDUG FRQFOXGHG WKDW LPSOHPHQWLQJ WKH $PHQGPHQW ZDV D SUXGHQW

GHFLVLRQ DQG WKDW GHOD\LQJ WKH $PHQGPHQW XQWLO WKH VWXG\ LV FRPSOHWH ZRXOG EH
GHWULPHQWDO WR WKH PDUNHW RYHUDOO DV LW ZRXOG ³GHOD\ WKH LQWURGXFWLRQ RI LQFUHDVHG
FRPSHWLWLRQ FUHDWH DQ XQQHFHVVDU\ GHOD\ LQ WKH SKDVHG DSSURDFK WR GHYHORSLQJ WKH
DXFWLRQLQDGYDQFHRIVXEVWDQWLDOIXWXUHFDSDFLW\QHHGVDQGULVNIDLOLQJWRUHWDLQDFFHVV
WRH[LVWLQJJHQHUDWLRQDVVHWVFRPLQJRIIFRQWUDFW´ 


7KH ,(62 %RDUG DOVR QRWHG WKDW WKH 7HFKQLFDO 3DQHO UHFRPPHQGHG WKH

$PHQGPHQW LQ D YRWH RI  DQG WKDW LQ UHVSHFW RI D SURFHVV LVVXH UHODWHG WR WKH
$(0$$03&2 MRLQW EULHI ³H[HUFLVHG LWV GLVFUHWLRQ RQ DQ LQIRUPHG DQG UHDVRQDEOH
EDVLV´ 
3$57,;5(63216(72$03&2¶6(9,'(1&(
$

:KDWLVWKH,(62¶VUHVSRQVHWR0U$QGHUVRQ¶VVWDWHPHQWVDERXWWKH,(62
SURSRVLQJWKDWSDUWLFLSDQWVLQWKH'5$LQFOXGH³ZRUNDURXQG´SD\PHQWVLQ
WKHLUELGV"



7KH,(62GRHVQRWNQRZZKDW0U$QGHUVRQLVUHIHUULQJWRLQWKLVVWDWHPHQW,W

LV XS WR D '5$ SDUWLFLSDQWV WR GHWHUPLQH WKHLU DXFWLRQ ELG SULFHV LQFOXGLQJ ZKDW FRVWV
WKH\IDFWRULQWRWKHLUELGSULFHV
%

:K\GRHVWKH,(62VD\WKHLPSDFWRIWKH$PHQGPHQWRQ'55HVRXUFHVLV
QRWPDWHULDO"



$VQRWHGDERYH'5$SDUWLFLSDQWVKDYHKLVWRULFDOO\EHHQUDUHO\DFWLYDWHGLQWKH

HQHUJ\PDUNHWEHFDXVHWKHLUSULFHELGVKDYHEHHQIDUH[FHVVRIWKH+2(3


5HDVRQVS
,ELGS



)LOHG
(%
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7KH ,(62 GRHV QRW H[SHFW WKH OLNHOLKRRG RI HFRQRPLF GLVSDWFK WR PDWHULDOO\

LQFUHDVHLQWKHFRPPLWPHQWSHULRGXQGHUWKH'HFHPEHUDXFWLRQ 0D\WR
$SULO    7KHUH KDV EHHQ QR PDWHULDO FKDQJH LQ WKH WDUJHW FDSDFLW\ IRU WKH
'HFHPEHU  FRPPLWPHQW SHULRG  0: IRU VXPPHU DQG ZLQWHU FRPPLWPHQW
SHULRGV DVFRPSDUHGWRWKH'HFHPEHUFRPPLWPHQWSHULRG 0:IRUVXPPHU
DQG  0:IRU ZLQWHU   7KH WRWDO WDUJHW FDSDFLW\ LV QHJOLJLEOH LQ WKH FRQWH[W RI WRWDO
V\VWHPQHHG


$V D UHVXOW WKH ,(62 GRHV QRW DQWLFLSDWH DQ\ DFWLYDWLRQV RI +'5 UHVRXUFHV

GXULQJ WKH 'HFHPEHU  FRPPLWPHQW SHULRG +'5 UHVRXUFHV KDYH FRQVWLWXWHG WKH
VLJQLILFDQW PDMRULW\ RI SDUWLFLSDQWV LQ WKH '5$  7KH ,(62 DOVR DQWLFLSDWHV LQIUHTXHQW
DFWLYDWLRQVRIGLVSDWFKDEOHORDGVGXULQJWKH'HFHPEHUFRPPLWPHQWSHULRG


*LYHQ WKLV ORZ SUREDELOLW\ RI '5 UHVRXUFH DFWLYDWLRQ WKH LQFOXVLRQ RI D ZRUN

DURXQGSD\PHQWVKRXOGKDYHQRPDWHULDOLPSDFWRQ'5DXFWLRQRIIHUVIRUWKH'HFHPEHU
FRPPLWPHQWSHULRG


,QWKH,(62¶VYLHZWKHUHLVQRMXVWLILDEOHUDWLRQDOHIRU'5UHVRXUFHVSDUWLFLSDWLQJ

LQWKH7&$WRLQFOXGHDQ\ZRUNDURXQGSD\PHQWVLQWKHLUELGV7KHDPRXQWRIDQ\ZRUN
DURXQG VKRXOG UHIOHFW ERWK WKH FRVWV RI EHLQJ DFWLYDWHG DQG WKH YHU\ ORZ OLNHOLKRRG RI
DFWLYDWLRQ 7KH ,(62 KDV QRW EHHQ SUHVHQWHG ZLWK DQ\ HFRQRPLF DQDO\VLV WR WKH
FRQWUDU\ DQG LQ IDFW $03&2¶V DQVZHUV WR %RDUG VWDII¶V LQWHUURJDWRULHV FRQILUP WKH
,(62¶V YLHZV VHH $0&32¶V LQWHUURJDWRU\ UHVSRQVH WR %RDUG 6WDII¶V LQWHUURJDWRU\ 1R
 
&

:RXOG HQHUJ\ SD\PHQWV LQFUHDVH WKH OLNHOLKRRG RI DFWLYDWLRQV RI '5
UHVRXUFHVXQGHUWKH7&$"



7KH,(62GRHVQRWH[SHFWDQ\HQHUJ\SD\PHQWVWREHPDWHULDOLQWKH'HFHPEHU

FRPPLWPHQWSHULRG7KHUHIRUHWKH,(62GRHVQRWH[SHFWWKDWWKHDYDLODELOLW\RIDQ
HQHUJ\SD\PHQWZRXOGLQIOXHQFHIUHTXHQF\RIDFWLYDWLRQVRI'5UHVRXUFHV$V1DYLJDQW
VWDWHV LQ VHFWLRQ  RI WKH 1DYLJDQW 3DSHU ³>O@DUJH FRPPHUFLDO DQG LQGXVWULDO


$WWDFKHG DV7DE³´LV'HPDQG5HVSRQVH$XFWLRQ3UH$XFWLRQ5HSRUWV GDWHG6HSWHPEHU
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FXVWRPHUV ZLWK D KLJK YDOXH RI ORVW ORDG DUH QRW OLNHO\ WR FKDQJH WKHLU ELGV LQWR WKH
HQHUJ\PDUNHWEHFDXVHRIXWLOL]DWLRQSD\PHQWV´ 
'

'RHVWKH,(62KDYHDYLHZRQWKHDSSOLFDELOLW\RI)(5&³QHWEHQHILWWHVW´
LQ2QWDULR"



1R 7KLV LV D FRPSOH[ LVVXH ZKLFK DV QRWHG E\ 1DYLJDQW KDV WR FRQVLGHU WKH

XQLTXHDVSHFWVRIWKH2QWDULRPDUNHW7KH,(62KDVQRW\HWPDGHDILQDOGHFLVLRQRQ
WKH DSSURSULDWHQHVV DQG RXWFRPH RI WKH QHW EHQHILWV WHVW LQ 2QWDULR ZKLFK LV ZK\ WKH
,(62LVLQWKHSURFHVVRIHQJDJLQJZLWKVWDNHKROGHUVDQGVWXG\LQJWKLVLVVXHDVSDUWRI
WKH(QHUJ\3D\PHQWV6WDNHKROGHU(QJDJHPHQW


7KDW VDLG WKH RQO\ 2QWDULRVSHFLILF DQDO\VLV DYDLODEOH LV IURP 1DYLJDQW ZKR

FRQFOXGHG WKDW ³PRUH '5 DFWLYDWLRQV DV D UHVXOW RI ELGGLQJ LQWR WKH PDUNHW DW SULFHV
ORZHUWKDQWUDGLWLRQDOJHQHUDWRUV ZRXOGQRWDFWXDOO\OHDGWRUHGXFHGFRVWWRFRQVXPHUV
VLQFHJHQHUDWRUVKDYHWKHLUFRPSHQVDWLRQJXDUDQWHHG´ ,QRWKHUZRUGVDQ\UHGXFWLRQV
LQ WKH ,(62 PDUNHW SULFH PD\ VLPSO\ EH RIIVHW E\ RXW RI PDUNHW *OREDO $GMXVWPHQW
SD\PHQWV
(

:LOOWKH,(62FRQVLGHUHQHUJ\SD\PHQWVIRU'5UHVRXUFHV"



<HV :KLOH '5 UHVRXUFHV ZLOO QRW EH HQWLWOHG WR UHFHLYH HQHUJ\ SD\PHQWV LI

DFWLYDWHGXQGHUWKH7&$GXULQJWKH'HFHPEHUFRPPLWPHQWSHULRGWKH,(62KDV
QRWPDGHDILQDOGHWHUPLQDWLRQRQWKHLVVXHDQGZLOOQRWGRVRXQWLOWKHFRQFOXVLRQRIWKH
(QHUJ\ 3D\PHQWV 6WDNHKROGHU (QJDJHPHQW )ROORZLQJ WKH FRQFOXVLRQ RI WKLV
HQJDJHPHQWDQGLVVXDQFHRIWKH%UDWWOHVWXG\WKH,(62ZLOOPDNHDILQDOGHWHUPLQDWLRQ
LQFOXGLQJ LQLWLDWLQJ DQ\ QHFHVVDU\ PDUNHW UXOH DPHQGPHQWV WR SURYLGH IRU HQHUJ\
SD\PHQWVWR'5UHVRXUFHV
)

:K\ZRQ¶WWKH,(62GHOD\WKH7&$XQWLOLWKDVUHVROYHGWKHLVVXHRIHQHUJ\
SD\PHQWVIRU'5UHVRXUFHV"



,QVXPPDU\DQGDVVWDWHGDERYH




1DYLJDQW3DSHUDW



1DYLJDQW3DSHUDW
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D

,W LV WKH ,(62¶V MXGJPHQW DV WKH SURYLQFH¶V UHOLDELOLW\ DQG SODQQLQJ
DXWKRULW\WKDWLWLVSUXGHQWWRSURFHHGQRZZLWKWKH7&$LQDQLQFUHPHQWDO
DQG SKDVHG PDQQHU DQG WKDW WKHUH DUH UHDO UHOLDELOLW\ DQG FRVW ULVNV WR
GHOD\LQJ DQG QRW SURFHHGLQJ LQ WKLV PDQQHU 7KHVH ULVNV LQFOXGH ORVLQJ
WKH RSSRUWXQLWLHV IRU WKH ,(62 DQG 7&$ SDUWLFLSDQWV WR OHDUQ DQG DGDSW
IURPDVHULHVRI7&$DXFWLRQVDVZHOODVULVNLQJWKHORVVRIH[LVWLQJRII
FRQWUDFWJHQHUDWLRQIDFLOLWLHVWKDWPD\EHLPSRUWDQWDQGFRVWHIIHFWLYHIRU
WKH SXUSRVH RI DGGUHVVLQJ WKH  FDSDFLW\ JDS LQ IXWXUH FDSDFLW\
QHHGV

E

$03&2GRHVQRWREMHFWWRWKH7&$,WREMHFWVWRFRPPHQFLQJWKH7&$
ZLWKRXW FKDQJLQJ WKH PDUNHW UXOHV WR SURYLGH IRU HQHUJ\ SD\PHQWV WR
ORDGV 7KLV ZRXOG EH D PDMRU FKDQJH WR 2QWDULR¶V HOHFWULFLW\ PDUNHW
GHVLJQDQGLWLVWKH,(62¶VRSLQLRQWKDWWKLVVRUWRIIXQGDPHQWDOFKDQJH
VKRXOGQRWEHPDGHZLWKRXWEURDGFRQVXOWDWLRQDQGQHFHVVDU\VWXG\DQG
DQDO\VLV)(5&2UGHULVDUHOHYDQWFRQVLGHUDWLRQEXWLWLVQRWELQGLQJ
LQ2QWDULRDQGDVWKH1DYLJDQW3DSHUPDNHVFOHDUWKHUHDUHGLIIHUHQFHV
LQ 2QWDULR¶V K\EULG PDUNHW DQG WKHUH DUH UHDO GRXEWV DV WR ZKHWKHU
HQHUJ\ SD\PHQWV WR '5 UHVRXUFHV ZRXOG UHVXOW LQ QHW EHQHILWV DV
FRQFHLYHG E\ )(5& 7KLV LV ZK\ WKH ,(62 LV XQGHUWDNLQJ WKH FXUUHQW
VWDNHKROGHU HQJDJHPHQW RQ HQHUJ\ SD\PHQWV DQG WKLUGSDUW\ VWXG\
ZKLFK WKH ,(62 LV SULRULWL]LQJ DQG ZLOO UHVXOW LQ DQ ,(62 ILQDO
UHFRPPHQGDWLRQE\WKHHQGRI4

F

$03&2¶V PHPEHUV¶ LQWHUHVWV DUH QRW GHWHUPLQDWLYH 7KH ,(62 LQ
DFFRUGDQFH ZLWK LWV VWDWXWRU\ PDQGDWH PXVW FRQVLGHU V\VWHP UHOLDELOLW\
DQG WKH EURDGHU LQWHUHVWV RI RWKHU PDUNHW SDUWLFLSDQWV DQG FRQVXPHUV
7KHVH FRQVLGHUDWLRQV DV QRWHG ZHLJK KHDYLO\ LQ IDYRXU RI SURFHHGLQJ
ZLWK WKH 7&$ ZLWKRXW GHOD\ 7KDW EHLQJ VDLG HYHQ LI WKH ,(62 ZHUH WR
PRUHQDUURZO\IRFXVRQWKHLQWHUHVWVRI$03&2PHPEHUVDQGRWKHU'5
UHVRXUFHV WKHUH LV QR HYLGHQFH WKDW WKH\ ZLOO EH PDWHULDOO\ KDUPHG E\
SURFHHGLQJ ZLWK WKH 7&$ 7KH ,(62 KDV QRW VHHQ DQ\ HYLGHQFH IURP
$03&2 WKDW LWV PHPEHUV RU RWKHU '5 SDUWLFLSDQWV ZLOO EH KDUPHG
0RUHRYHU$03&2¶VDVVHUWLRQVWKDW'5SDUWLFLSDQWVZLOOEHFRPSHWLWLYHO\
GLVDGYDQWDJHG LQ WKH 7&$ DXFWLRQ LV FRQWUDGLFWHG E\ WKH IDFW WKDW '5
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UHVRXUFHVKDYHUDUHO\EHHQDFWLYDWHGLQWKHHQHUJ\PDUNHWDQGWKH,(62
GRHV QRW DQWLFLSDWH DQ\ PDWHULDO FKDQJH LQ WKLV UHVSHFW RYHU WKH
'HFHPEHU7&$FRPPLWPHQWSHULRG
                               



