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Thursday, November 28, 2019
--- On commencing at 9:34 a.m.

MS. SPOEL:  Thank you.  Please be seated.

Good morning.  The Board is sitting this morning to resume our hearing on AMPCO's application file number EB-2019-0242.

Before we begin, are there any preliminary matters?  All right.  Ms. Krajewska, I think you are on with Mr. Windsor?

MS. KRAJEWSKA:  That's correct.

MS. SPOEL:  Thank you.

MS. KRAJEWSKA:  Good morning, Madam Chair and panel members.  Mr. Windsor is in the witness stand.  We have provided a compendium for Mr. Windsor's examination.  It is a small bound volume called panel 3, John Windsor.

And if the oath could please be administered to Mr. Windsor before he begins.

MS. FRANK:  Do you want to have an exhibit number for the piece that you prepared?

MS. KRAJEWSKA:  Yes.  I will ask that this be marked as an exhibit.

MS. DJURDJEVIC:  That will be K2.1.
EXHIBIT NO. K2.1:  KCLP COMPENDIUM ENTITLED "PANEL 3, JOHN WINDSOR".
KINGSTON COGEN LIMITED PARTNERSHIP - PANEL 3

John Windsor; Affirmed.
Examination-In-Chief by Ms. Krajewska:

MS. KRAJEWSKA:  Thank you.  Good morning, Mr. Windsor.

MR. WINDSOR:  Good morning.

MS. KRAJEWSKA:  Mr. Windsor, in the compendium which is marked as K2.1, at tab A is your CV.  Do you recognize that?

MR. WINDSOR:  I do.

MS. KRAJEWSKA:  Thank you.  And Mr. Windsor, at tab B is your affidavit as affirmed as at October 25th, 2019.  Do you see that?

MR. WINDSOR:  Yes.

MS. KRAJEWSKA:  And are there any changes to your affidavit?

MR. WINDSOR:  No.

MS. KRAJEWSKA:  Mr. Windsor, could I just ask you to briefly introduce yourself to the panel.

MR. WINDSOR:  Sure.  My name is John Windsor.  I am vice-president of energy services and asset management for Northland Power, who is the parent owner of Kingston Cogen.  In that capacity I also serve as the CEO of a small energy marketing business for Northland Power.

MS. KRAJEWSKA:  And Mr. Windsor, can you please explain Kingston Cogen's situation?

MR. WINDSOR:  Sure.  I would be happy to.

So first off, I will describe Kingston Cogen for those who aren't aware.  Kingston Cogen is a 110-megawatt combined cycle, one-on-one combined cycle, gas-fired power plant located in the town of Loyalist, near Kingston, Ontario.  It has been operating without a power purchase agreement since January 31st, 2017.

At that time, the 20-year of the original 20-year power purchase agreement that was in place with the Ontario Electrical Financial Corporation, or the OEFC, would have expired.

Since that time, Northland and Kingston have made numerous efforts to try and negotiate an extension of that contract, based on the five-year extension language that was in the original contract.  We tried with the original offtaker, which would have been the OEFC, to no avail.  We then tried with the IESO, to no avail.  We even tried with the IESO and the OEFC to see if we could bring a tripartite agreement together, to no avail.

We did see a glimmer of hope in the summer of 2017 for Kingston, in terms of finding a revenue contract, when we were able to get agreement from the IESO to allow Kingston to export its capacity into the New York, or NISO, capacity auctions.

So we did that.  And that was good.  Except I would say that the amount of revenue that is available from those auctions are rather minuscule compared to the fixed operating costs of Kingston and, for that matter, any other similar plant in Ontario or anywhere.  That's just a function of supply and demand in that particular market at this point in time.  The capacity payments that are available are just low, I would say so low that it probably equates to roughly one-fifth of -- so the capacity auction in New York would have been clearing up prices over the last few years that amount to a price that is roughly one-fifth of where the capacity auction, the DR auction that cleared here in Ontario, cleared last time round.

And as a result of that, that is why we -- so we have been doing that up until now, since the summer of 2017.  As a result of that, Kingston and the shareholders of Northland have been losing money, and it has been substantial.

We continued to carry the losses on that business for three years almost to the day now, hoping for a better day, anticipating that a supply -- capacity supply gap would show up in the Ontario market during this period of time.  And we believe that that supply gap is probably going to be sustained for a period of time, call it the next decade-plus, due to the nuclear refurb projects here in Ontario.

So now we are going on three years with significant losses, to the tune of millions of dollars a year.  We had the -- we tried to get into the TCA -- or, sorry, the demand response auction this time last year.  It was just too little of an effort too late.  We were unable to.

We've had subsequent conversations, we've attended all of the various stakeholder sessions, to try and enable Kingston and for that matter any other uncontracted generator in Ontario to be able to participate in these capacity auctions, because we saw that it was good for the system, it was good for the ratepayer, making use of existing facilities that are essentially paid for already by the ratepayer, and it is definitely good for the socioeconomic stimulus for our business in the town of Loyalist and the employees.

At this point in time I don't know what is going to happen because, as we all know, the recent ruling to stay the amendment of the market rules is forcing us into a fourth year of no participation in any substantial or viable revenue-generating contract, PPA capacity agreement, call it what you want.  So that is the status of Kingston here today.

I think I would like to take this opportunity just to share one other aspect of Kingston and maybe to set some clarity based on what I've heard here and what I've read leading up to these OEB hearings this week.

There's been a lot of talk about fixed costs and variable costs, generators being paid, energy rents or energy payments and how that is unfair compared to load.

I just want to highlight that a facility like Kingston providing capacity to the system is providing exactly what the system needs.  The system would be paying for the capacity.

If in fact there was an activation, that activation means that Kingston, or if it were another generating facility, would have to incur variable costs to meet that demand, and they are very telling, very predictable.  We can put a price on them, and I can describe them here in five to ten seconds.

It is essentially the gas commodity that the business would have to procure in order to produce the energy to meet the system demand at that particular time.  It is very easy for us to calculate what that is.

Going a step further, and I would say given the fact that it is a call for activation, that particular generator coming on to meet the system demand at that particular time is going to set the marginal price of electricity in the Ontario market.  By default, if the generator was awarded the marginal price, or in Ontario it is called  HOEP.  We only have a single price in Ontario.  That would cover our variable costs.

We are not looking for anything extra by getting paid energy payments under an activation in the capacity market. All we are looking for is to recover the variable costs associated with meeting the system demands at that particular time.

All we really are looking for is an opportunity to sustain that business as a capacity supply to the system, so that it can be there to meet those system demands under an activation when the system needs it.  And in order to do that, we need to recover our fixed -- sorry, our fixed overhead costs.

What are our fixed overhead costs?  It's very simple. That is our staff, our taxes, and our service contracts that are required; basically, the sunk or understood costs that you would have to incur in order to be there, in order to meet the supply of energy when the supply of energy is required.

By contrast, variable costs are actually the incremental costs that you need to incur in order to inject that energy into the system.

One more point to add to this.  If we all do believe the testimony and the evidence that we've seen up until now that there is little to no energy activation anticipated in this capacity market in the near future, these costs would be absolutely insignificant.

That's the situation that Kingston is in right now.  It is rather unfortunate that the stay has been granted on the market rule amendment, because now Kingston and Northland are faced with a very difficult decision of having to cut ties with this business, perhaps close it down.

That's a management decision; that is a Board decision.  But I can tell you that I have been involved with these discussions for almost two years now and every time we get close to doing it, a little bit of a glimmer of hope shows up to continue to incur these costs just a little bit longer.  But it is getting very difficult to continue to sell that story inside at our business right now.

MS. KRAJEWSKA:  Mr. Windsor, I just want to ask you two short follow-up questions, just to clarify some points that you made.

You spoke about that KCLP participated, or you participated in stakeholder meetings.  Can you just explain what those stakeholder meetings are, just very briefly?

MR. WINDSOR:  Sure.  So there were several Northland employees, myself included, who would have attended a demand -- this all started with the demand response working group meeting in the month of February 2019.

We got a little bit of time at that demand response working group to make a presentation.  I actually made that presentation myself on behalf of our company and Kingston, and we tried to show everybody the merits, the real merits of allowing generation to participate in these capacity auctions.

And from that point on, there were several stakeholdering sessions over the subsequent months, I believe the month of March, May, September, until the market rule amendment was actually put forward to transition the demand response auction into a transitional capacity auction and allow uncontracted generation to participate in it.

And like I said, that happened in September.  So does that answer the question, counsel?

MS. KRAJEWSKA:  Yes, thank you.  Just one more question.

Are you aware of what the IESO has decided to do with respect to the TCA auction as a result of the decision on the motion to stay?

MR. WINDSOR:  I am aware, and I am very disappointed. That may be gratuitous, but be that be that as it may, the result of all of it is that the IESO will now resort to their original demand response auction.  They will run that auction on December 4th.  They put that information on their website last night, I believe.

So that essentially means for uncontracted generators, and specifically our interest in Kingston, we will not be able to participate in this auction.

We will now be forced to incur more sunk costs, fixed overhead costs at our shareholders' expense for at least one more year, if the company is willing to do it, and that is a big if at this moment.

MS. KRAJEWSKA:  Thank you, Mr. Windsor.  That concludes my examination-in-chief.

MS. SPOEL:  Thank you.  Who is cross-examining?  Mr. Mondrow, are you the first person to cross-examine?

MR. MONDROW:  I believe so, Madam Chair.
Cross-Examination by Mr. Mondrow:


MR. MONDROW:  Madam Chair, we have also filed a brief compendium.  Ours is entitled compendium for KCLP panels.  So I will only need one exhibit number for the day, if I could.

MS. DJURDJEVIC:  That will be K2.2.
EXHIBIT NO. K2.2:  AMPCO COMPENDIUM FOR KCLP PANEL 3


MR. MONDROW:  Thank you.  Mr. Windsor, good morning.

MR. WINDSOR:  Good morning.

MR. MONDROW:  Thank you for your testimony this morning.  A few questions to start with about the facility, and you have given us some information.

The facility in question -- I will call it the KCLP generation facility, if that is okay with you -- was commissioned in 1997?

MR. WINDSOR:  Correct.

MR. MONDROW:  And Northland acquired that facility in 2006, is that right?

MR. WINDSOR:  Correct.

MR. MONDROW:  Okay.  And at the time the facility was commissioned...

MR. WINDSOR:  Excuse me, I just want to be most correct.  Northland purchased KLPC over a series of two different purchases.  So they became part owner I think slightly before 2006.  They became a complete owner at a later date.

MR. MONDROW:  Fair enough, thank you.  At the time KCLP was commissioned, I think you testified already, was the beneficiary of a power purchase equipment, or you called it a PPA with the Ontario Electricity Financial Corporation, OEFC?

MR. WINDSOR:  That's correct.

MR. MONDROW:  And at that time, it also provided steam, a steam host, I gather, is that your understanding?

MR. WINDSOR:  That's correct.  The plant was designed as a combined cycle cogeneration and for those who don't know, that simply means that there was a steam off-take designed into the plant design that allowed it to sell steam to a thermal host.  The thermal host in question here was Invista, who have since gone away.

MR. MONDROW:  Do you know when Invista went away?

MR. WINDSOR:  A number of years ago; I can't tell you exactly how long.

MR. MONDROW:  Was it before or after Northland acquired its interest in the facility?

MR. WINDSOR:  I can't say for certain; I don't know.

MR. MONDROW:  Okay.  In any event, the facility was acquired as you have explained.  And then the PPA expired and you have already told us it was January 31st, 2017, and that was after a 20-year PPA ran its course?

MR. WINDSOR:  That's correct.

MR. MONDROW:  And you said this morning that the existing facilities have already been paid for by the ratepayer.  Was that payment by the ratepayer essentially through that 20-year PPA?

MR. WINDSOR:  Yes.  Let me elaborate, please.  I am glad you brought that up.

When I said the facility was already paid for, the assumption is that the ratepayers of Ontario would have paid for that facility, for the capital cost associated with putting the infrastructure in the ground through the term of the PPA.

MR. MONDROW:  Thanks.  Northland Power is a publicly traded company?

MR. WINDSOR:  Yes.

MR. MONDROW:  Could you open the compendium I just had marked as Exhibit K2.2?  I believe you have a copy of that with you.  We provided it yesterday at mid-day, I think, as well.

Behind tab A is a Northland Power investor presentation dated November 2019.  You have had a chance to look at this, Mr. Windsor?

MR. WINDSOR:  I did.  I am familiar with it.

MR. MONDROW:  Okay, great, thanks.  Just a few quick facts for reference.  If you would turn to page number 6, I see that in 2018, the market capitalization of Northland Power was in excess of $5 billion?

MR. WINDSOR:  Sure.

MR. MONDROW:  Is that right?

MR. WINDSOR:  Yes.

MR. MONDROW:  Okay.  And if I leaf over then to page 9, adjusted -- this is always an acronym that intrigues me -- earnings before interest, taxes, depreciation and amortization, EBITDA, earnings projected for 2019 are in the range of 950 million to a billion dollars for Northland Power.

MR. WINDSOR:  That's accurate.

MR. MONDROW:  Okay.  If you flip ahead all the way to page number 39 of this presentation, we have here a list of Northland Power's currently operating generation facilities; is that what that is?

MR. WINDSOR:  Yes.

MR. MONDROW:  And which one of these facilities is the KCLP facility?

MR. WINDSOR:  It is not listed here, because on the consolidated basis within Northland's business, it is considered a cost centre.  So it just gets rolled up into our consolidated costs.  It doesn't mean that it doesn't exist.  It does in fact exist.

MR. MONDROW:  Oh, I have no doubt -- thank you -- that it exists.

Would you accept, subject to check -- I did a rough calculation -- the Ontario facilities listed here total approximately 800 megawatts?

MR. WINDSOR:  I didn't do the math, but that sounds approximately right.

MR. MONDROW:  Sound about right?  Okay.  And Quebec similarly, my math says 234 megawatts.  Is that the range?

MR. WINDSOR:  That would be about right.

MR. MONDROW:  Okay.  Saskatchewan, 86 megawatts?

MR. WINDSOR:  No, that is incorrect.

MR. MONDROW:  Okay, why is that incorrect?

MR. WINDSOR:  Saskatchewan --


MR. MONDROW:  Oh, I missed one.

MR. WINDSOR:  -- we have two facilities in Saskatchewan.  We have an 80-megawatt peaking unit at Spy Hill and we have a 260-megawatt unit combined cycle at North Battleford.

MR. MONDROW:  Thank you, I apologize.  I missed the North Battleford number when I was doing my math -- my addition.  I shouldn't make it sound so exotic.  It's not like math.  It's just addition.

MR. WINDSOR:  Dr. Rivard said I didn't do the math.

MR. MONDROW:  Dr. Rivard does math.  We will talk to Dr. Rivard later.  That is going to be tough.

[Laughter]

MR. MONDROW:  Netherlands offshore, 600 megawatts?

MR. WINDSOR:  600 in the Netherlands, yes.

MR. MONDROW:  And Germany, offshore, 332 megawatts.

MR. WINDSOR:  Yes, and one in construction for about another 250 megawatts.

MR. MONDROW:  Right.  So let's just go to the construction projects.  Pages 23 and 24 of this presentation talk about a German offshore project.

I will just give you the pages for reference.  I am not going into detail in any of these, except that the German offshore project under construction is anticipated to be 269 megawatts?

MR. WINDSOR:  Yes.

MR. MONDROW:  Okay.  And then there is a Mexican solar project that is dealt with at pages 25 and 26 of this presentation, about 130 megawatts?

MR. WINDSOR:  That is also under construction.

MR. MONDROW:  And a big one off the shores of Taiwan, pages 31 and 32 of this presentation, talk about that in excess of 1,000 megawatts?

MR. WINDSOR:  Yes.  That is not actually construction nor operating project at this moment in time.  It is an early-stage development project.

MR. MONDROW:  Okay, fair enough.

There is a reference, it's page 2 of this presentation, that you don't have to leaf through it, but am I right that the global generation fleet -- we have just reviewed it very quickly -- in excess of 2.4 gigawatts of capacity?

MR. WINDSOR:  That sounds about right.

MR. MONDROW:  And that's for Northland Power, of course.  And now Northland has also acquired a regulated utility in Colombia?

MR. WINDSOR:  Correct.

MR. MONDROW:  And for the record, that is pages 14 to 19 of this presentation.  Again, I don't want to go into details, but I did note that it is a transmission, distribution, and electricity supply regulated utility serving approximately 480,000 customers?

MR. WINDSOR:  That's correct.

MR. MONDROW:  Okay.  The Ontario generation projects, again, we saw that on page 39.  I counted six of those.  And with KCLP I guess it would be seven.

All the Ontario generation projects were built on the basis of PPAs?

MR. WINDSOR:  That is correct.

MR. MONDROW:  And one other Northland-owned -- indirectly owned, I guess, generation facility -- Cochrane has been recently shut down when it came off its PPA?

MR. WINDSOR:  Yes.

MR. MONDROW:  Okay.  When was that?

MR. WINDSOR:  That would have been in 2014.

MR. MONDROW:  Okay.  And has it been dismantled or is it just kind of dormant?

MR. WINDSOR:  No.  We sold it.

MR. MONDROW:  You sold it, oh, yes, right.  I did see that, thank you.

But except for KCLP, all of the other currently-owned -- Northland currently-owned generation facilities in Ontario remain on contract at the moment?

MR. WINDSOR:  That is correct.

MR. MONDROW:  And the next contract expiry, I think, is the Iroquois Falls facility 2021 expiry?

MR. WINDSOR:  January 31st, '21.

MR. MONDROW:  And after that, Thorold and Kirkland Lake will expire in 2030?

MR. WINDSOR:  That is roughly correct.

MR. MONDROW:  Okay.

MR. WINDSOR:  Yes.

MR. MONDROW:  Mr. Windsor, I am going to refer -- I am only going to take you to one particular quote, but I am going to refer to your evidence, and for -- I guess just to make it easier for you if you care to look at it, I am going to start at paragraph 7.  Again, I am not going to quote from it.  I am going to paraphrase.  I am just going to ask if you accept my characterization.

As I read paragraph 7 of your --


MR. WINDSOR:  Excuse me, are we looking at K2.1?

MR. MONDROW:  You can look at it in K2.1, yes, which would be behind tab B.  This is your affidavit.

MR. WINDSOR:  Okay.  What is the paragraph?

MR. MONDROW:  Paragraph 7.

MR. WINDSOR:  Okay.

MR. MONDROW:  And I am going to suggest that paragraph 7 describes as you have done in a different way this morning KCLP's challenges in the current Ontario market.  Is that what you intended to do there?

MR. WINDSOR:  Yes.  But I would be happy to provide more clarity, if you think --


MR. MONDROW:  Well, let me ask you a couple of questions, and maybe through that, and then if there is anything else of course quite happy to receive it.

MR. WINDSOR:  Sure.

MR. MONDROW:  As I read paragraph 7, the essential issue is that KCLP is competing against generators whose capacity costs are recovered under contracts.  And you no longer have the support of the PPA, and that is essentially a problem for you?

MR. WINDSOR:  Yes.  And any other uncontracted generator out there.  We are not the only one.

MR. MONDROW:  Right.  There are three others?

MR. WINDSOR:  I don't know how many other -- again, I didn't do the math.  There are other facilities in Ontario that have expired contracts, that could be providing capacity to the Ontario system.

MR. MONDROW:  Right.  As a result of the PPAs that continue to exist for the vast majority of generation in Ontario, the wholesale energy market prices reflect only generator of variable costs, and you testified to that already this morning, right?

MR. WINDSOR:  Yes.

MR. MONDROW:  Okay.  And you also testified that KCLP incurs costs to continue to operate beyond your variable, or you characterize them as your gas supply costs, and you call them fixed operating costs, I think?

MR. WINDSOR:  No.  So I do need to clarify that.

MR. MONDROW:  All right.

MR. WINDSOR:  So the gas costs are actually part of the variable costs.

MR. MONDROW:  Sorry, when I said "them" I didn't mean the gas costs.  Sorry, I was inaccurate.

The gas costs and the variable costs, you get those back through HOEP?  Because every other generator has to recover those through their energy bids.

MR. WINDSOR:  Correct.

MR. MONDROW:  But the other generators recover fixed costs through their contracts, you don't have the contract, and so that is the problem?

MR. WINDSOR:  Yeah.  That's the problem.  And to be most clear, that is the model of the system in Ontario, and it's not that different at a fairly high level of the model of any other capacity market in Ontario.

The only thing that is really different is, we're talking about a capacity payment -- which is in fact a form of a power off-take agreement -- versus a PPA, which is a more -- more of your legacy-type standard, more standard long-term power off-take agreements, right?

So they both behave the same way.  For a generator or a developer of a power project, that is what covers the project costs.

MR. MONDROW:  And so what KCLP wants is to have a capacity obligation, or we could call it a capacity contract, to recover your fixed operating costs and then continue to recover your variable operating costs in the energy market?

MR. WINDSOR:  Correct.  When the generator would be called to market under an activation.

MR. MONDROW:  Right.  When you incur those variable costs.

MR. WINDSOR:  Right.  And I think we have all agreed in previous discussions leading up to now that nobody expects that that would be material.

MR. MONDROW:  Yes.  Well, we will talk about that later.

If you could go back to our compendium.  This is K2.2.  Behind tab B is a copy of KCLP's response to APPrO Interrogatory No. 2.  Are you familiar with this response?

MR. WINDSOR:  Yes.

MR. MONDROW:  Okay.  And if I look at the question, the question that APPrO asked is, can you please confirm whether KCLP stands to gain "millions of dollars" should it successfully clear the December 4th, 2019 TCA, and you say in your response that is not correct.

And I gather from reading the rest of the response and in particular the last sentence that the "millions of dollars" reference really was a reference to the situation you hope will obtain when the 2023 forecasted capacity gap arises, not in December of 2019.

MR. WINDSOR:  So I think -- I think maybe this whole discussion that we're talking about right now has been taken out of context.  And so I want to set the record straight for the Board.

MR. MONDROW:  Well, that's fine --


MR. WINDSOR:  We're talking about -- let me answer, please.  When we're talking about millions of dollars in this case, we're talking about the millions of dollars that Kingston right now is not recovering to meet a break-even basis on its fixed operating costs.

And I also want to be clear by stating that that's a hope.  If we were to have been able to participate in this auction -- and we're not now -- but if we were, we would have hoped that we would recover through the auction these overhead costs to at least take us to a break-even basis.

I don't think there is anybody in our business expected, myself included, expected or still expects that there would be very much upside, if any at all over and above our fixed operating costs.

MR. MONDROW:  Mr. Windsor, can I take you to paragraph 22 of your own evidence, please, your own affidavit, that is where the millions of dollars comes from.  At paragraph 22, you said if the stay is granted and the auction is delayed from its planned December 2019 auction date, then KCLP would lose out on an opportunity to compete for capacity for both the summer and winter periods.

This would result, this would result in a lost opportunity cost for KCLP, which could cost KCLP millions of dollars.

And I think your interrogatory response that I took you to a minute ago clarified it wasn't the December 2019 auction that would cost you millions of dollars.  It is the millions of dollars of lost opportunity, should you not be able to compete in an auction for the 2023 commitment period.

Isn't that what your interrogatory response clarifies?

MR. WINDSOR:  No.

MR. MONDROW:  What does it mean, then, your interrogatory response?  I don't understand.

MR. WINDSOR:  Well, I think it is rather simple to understand.  I think the problem is people are trying to read too much into this.  Forget what is written here.

MR. MONDROW:  Forget paragraph 22 of your evidence?

MR. WINDSOR:  Don't dwell on it at this moment in time.  Listen to what I am about to say, so you completely understand what is meant by here, please.

This is a business that is not recovering costs from any market to even meet a break-even basis.  It is under water to the tune of millions of dollars.  I won't say exactly how many million, but it is millions. So it's significant in anybody's business.

The inability for this business to participate in this auction represents yet another lost opportunity to recover that deficit situation on this business.  And that is, in fact, the challenging discussion that will be front and centre at our senior management meeting, probably on Monday morning.

MR. MONDROW:  Mr. Windsor, your testimony, as I understand it, is KCLP is losing millions of dollars a year and it is looking for opportunities to provide services and recoup some of that loss, and ultimately start to make some money.

MR. WINDSOR:  If we can, but to be frank, we are also concerned -- because this has been a long standing business with Northland and we do value our employees.  We're also concerned about the socio-economic benefits to the people who work there, their families, and the relative sustainability that that business could provide to that area as well.

You went through Northland's most recent financial public report.  You see how big our business is.  I could discuss Kingston, in terms of millions of dollars and it looks like a very small piece of Northland's overall earnings, and most might agree.

However, any prudent business owner, no matter how big your business is, should be looking at all parts of your business from an incremental standpoint, doing that incremental analysis.  And if part of your business is not covering its costs, you need to -- you should be seriously considering shutting down that business, unless you can see in the very near future a good reason why you would continue to sustain those costs.

That is the discussion that is happening in our business right now.

MR. MONDROW:  Mr. Windsor, Mr. Windsor, I have a limited amount of time.  I appreciate the concern and the pain at Northland Power.

Do you think AMPCO is advocating that off-contract generators not be able to participate in a competitive capacity auction in Ontario?

MR. WINDSOR:  Are you asking for my personal opinion?

MR. MONDROW:  Yes.

MR. WINDSOR:  I believe that the -- I believe that the situation that us, Northland, Kingston as a generator trying to participate in this auction is rather unfair at this point in time.  That is what I feel.

MR. MONDROW:  KCLP would like to participate in a capacity auction in Ontario.  Correct?

MR. WINDSOR:  Yes.

MR. MONDROW:  Would it welcome the opportunity to compete against demand response resources in that capacity auction?

MR. WINDSOR:  With open arms.

MR. MONDROW:  Paragraph 9 of your evidence, please;  this is your affidavit.  You were asked at Paragraph 9, or just before paragraph 9:  Do you expect that the TCA will result in lower capacity prices due to increased competition amongst capacity resources?

And your response was:  I believe that could happen.

And your belief that that could happen, that increased -- prices could come down was premised on there being increased competition in the capacity auction.  Correct?

MR. WINDSOR:  I think that's a fair statement.  I stand by it.  Although nobody -- I just want to be clear, I don't think anybody knows where the clearing price is.  That will depend upon the supply-demand equation that gets set up by the IESO when they run the auction, and it will depend on what participants feel that they actually need, the minimum amount that is, of revenues that they actually need to be involved in that auction.

MR. MONDROW:  Mr. Windsor, would KCLP support a market rule for a capacity auction under which generators providing the capacity were not eligible for energy payments upon activation?

MR. WINDSOR:  I'm sorry, could you repeat the question?

MR. MONDROW:  Would KCLP support a market rule for  capacity auction under which generators providing the capacity were not eligible for energy payments when activated?

MR. WINDSOR:  In this current environment, if there was absolutely nothing else as a stop-gap, we might consider it.

MR. MONDROW:  You hesitate.  Why do you hesitate?

MR. WINDSOR:  Because I never considered it before.

MR. MONDROW:  If that happened, you would be unable to recover, if activated, your variable costs, variable generation costs.

MR. WINDSOR:  We have a view of the market.  And like I said before, I really don't think there is much concern about activation.  We could forego the cost of being activated a couple of times over the period of a year, if we thought we were going to be rewarded with a capacity payment.

MR. MONDROW:  Did you ever advocate that to the IESO?

MR. WINDSOR:  No.

MR. MONDROW:  Never thought of it before?

MR. WINDSOR:  That's probably correct.

MR. MONDROW:  Do you think that would, that kind of capacity auction would be -- would result in fair competition?

MR. WINDSOR:  No.

MR. MONDROW:  Why?

MR. WINDSOR:  I think, under that kind of a framework, I think generators would be unfairly positioned --


MR. MONDROW:  Why is that?

MR. WINDSOR:  -- in the auction.

MR. MONDROW:  Why is that?

MR. WINDSOR:  Because in the event they actually are Activated, they're paying for it out of their own pocket.

MR. MONDROW:  Would that not be true for DR resources as well?

MR. WINDSOR:  We talked about that yesterday -- well, others talked about that Monday, in the previous hearing sessions.  And we -- and I will leave that to the economists.  I have my own personal view.

I think loads are getting compensation in at least one or two other buckets under the capacity program.

MR. MONDROW:  I don't understand.  Could you elaborate?

MR. WINDSOR:  A little bit.  I will make reference to the discussion about the ICI, and I will make reference to the discussion about when load turns down, in theory the energy price in the market drops and whatever load they are consuming at that point in time, they are consuming at a lower rate.

So therefore, I am saying they're getting two forms of different compensation as a result of an activation.

MR. MONDROW:  Do generators get compensation in the IAM, the IESO-administered market, other than energy payments?

MR. WINDSOR:  It depends on what program you are participating in.

MR. MONDROW:  There are programs that generators can participate in that provide other revenue streams?

MR. WINDSOR:  If the generator qualifies.

MR. MONDROW:  Does KCLP participate in any of those programs?

MR. WINDSOR:  KCLP right now is participating in the energy program in Ontario.

MR. MONDROW:  Sorry, does that mean it does not participate in any other program other than the energy market?

MR. WINDSOR:  That's correct, to the best of my knowledge.

MR. MONDROW:  Okay.  Mr. Windsor, does KCLP qualify for no speed no load start-up costs?

MR. WINDSOR:  I think what you're making reference to is the Generator Cost Guarantee Program.  Maybe somebody else in the room knows.  I am not exactly sure what the question is driving at.

MR. MONDROW:  Do you qualify for the program you referenced?

MR. WINDSOR:  You have to be registered in that program and, to my knowledge, we are not at Kingston registered in that program.

MR. MONDROW:  So you do not qualify for no speed, no load startup payments?  Is that your evidence?

MR. WINDSOR:  I'm saying I am not definitively sure.  I would have to check.

MR. MONDROW:  Could you check?  Could you undertake to check and let us know?

MS. KRAJEWSKA:  He said he is not registered.  Can you specify what you are asking him to check?

MR. MONDROW:  He said he's not sure.

MS. KRAJEWSKA:  He said they're not registered.

MR. MONDROW:  I am asking you to check, Mr. Windsor, if KCLP qualifies for the no speed, no load start-up program in the Ontario energy market.  Is that clear to you?

MR. WINDSOR:  That's clear.

MR. MONDROW:  Could you undertake to give us a response, please?

MR. WINDSOR:  I can do that.

MR. MONDROW:  Thank you.

MS. DJURDJEVIC:  That will be J2.1.

MR. MONDROW:  Thank you.
UNDERTAKING NO. J2.1:  TO CHECK IF KCLP QUALIFIES FOR THE NO SPEED, NO LOAD START-UP PROGRAM IN THE ONTARIO ENERGY MARKET.

MR. MONDROW:  I am being advised that the qualification is, it's the generator start-up program under which they're payments made for no speed, no load, and start-up costs.  Do you understand my question?

MR. WINDSOR:  Yes, I do, although I find it puzzling.

MR. MONDROW:  You find it puzzling?  Why?

MR. WINDSOR:  I just don't know where you are going with the question, but we can answer the question.

MR. MONDROW:  Okay.  Do you get paid for start-up costs, and do you get paid for a certain amount of time at speed, no load?  That is my question.  Well, that is Mr. Anderson's question, which I am asking you on his behalf.  Do you understand that question?

MR. WINDSOR:  I very much understand the question.

MR. MONDROW:  Perfect.  I am just making sure, because clearly I don't very much understand it, but I am not giving evidence, so it doesn't really matter at the moment.

MR. WINDSOR:  Since we're having so much dialogue around it, I just want to throw out another aspect I think of what you're driving at so --


MR. MONDROW:  Sorry, you will answer that question by way of the undertaking, okay?

MR. WINDSOR:  Fair enough.

MS. DJURDJEVIC:  I think that is just the same undertaking, right?

MR. MONDROW:  Yes, it is.

MS. DJURDJEVIC:  Yes.

MR. MONDROW:  Sorry, Mr. Windsor, you wanted to say something?

MR. WINDSOR:  I do.

MR. MONDROW:  Something else.

MR. WINDSOR:  Under the speed, no load program or the generator cost guarantee program, what you are talking about is a program that the IESO has for generators who are gas-fired generators to recover their start-up costs, which allows them to get the unit online and be dispatchable for the system to meet the system demand at that point in time.

The variable costs associated with meeting system demand, once you get through your start-up -- which is essentially running the machine up from zero to 3,600 rpm -- probably represents -- and I am comfortable saying somewhere in the whereabouts of about 10, 15 percent of your overall variable costs, and of course that would be dependent on how long the machine is actually on in the system.  So if it's on for eight hours, ten hours, which is typically how long these units run through the peak hours of a generation day, I am comfortable saying that that would recover maybe 10 to 15 percent of the overall variable costs associated with turning the unit on.

MR. MONDROW:  Sorry, when you say "that" are you referring to the energy payments or the generator cost guarantee --


MR. WINDSOR:  No.  I am making reference to the program that you are asking me to undertake.

MR. MONDROW:  So the generator cost guarantees allow you to recover roughly 10 to 15 percent of your costs of running and the balance you recover in the energy payment.

MR. WINDSOR:  Ballpark, recognizing there is a number of variables.

MR. MONDROW:  Ballpark, got it.  That is helpful.  Thank you.

Thank you, Madam Chair, those are my questions.  Thank you, Mr. Windsor.

MR. WINDSOR:  You're welcome.

MR. MONDROW:  Hope you get your capacity auction.

MS. SPOEL:  According to my list Mr. Mondrow is the only person who has indicated he wished to cross-examine Mr. Windsor.  Is that correct?  All right.

DR. ELSAYED:  Yeah, just maybe a couple of clarifications.
Questions by the Board:

DR. ELSAYED:  Mr. Windsor, I think you mentioned that as a result of the stay decision by the OEB Kingston will not be able to participate in the market for at least a year.  Can you clarify that, explain that a bit?

MR. WINDSOR:  I would be happy to.  So the schedule date for the demand response auction now or what was going to be the transitional capacity auction is December 4th.

And so we've been advised by the IESO, and they've gone public -- although I haven't seen it, I was told they've gone public with an announcement on their website that they will resort to their original plan to run the -- just the demand response auction on December 4th, and that really means that this will be, call it the legacy demand response auction that's been in place yet evolving over the last few years.  It will only allow load to participate in it.  And so as a result of that we're on the outside looking in.

Does that answer your question?

DR. ELSAYED:  No.  I just, I need to understand where the one year came from.

MR. WINDSOR:  Oh, okay, good.  So this demand response auction that runs on December 4th is for a commitment period that begins in May of 2020 and runs through -- and there is two terms.  There is a winter term and there's a summer term, six months each.

So it will run through the following six months.  And so when I say 2020, I am really talking about -- I am really talking about longer than one year, because the commitment period starts in May of 2020, runs through until the end of April 2021 and, therefore, that would be -- the end of 2021, by my math anyway, would be the earliest that any subsequent auction that the IESO might run, which would allow generators to participate in.

DR. ELSAYED:  In relation to the same issue, there was a fair bit of discussion about the financial impact, again, of the OEB's decision to stay on KCLP.

Can you tell us what would be your estimate of the incremental impact of that decision actually?  There was a lot of discussion about millions of dollars.  I just want your thoughts about what is the incremental impact of that decision, as opposed to the way you described in that dialogue.

MR. WINDSOR:  It is hard for me to hear everything you are saying.

DR. ELSAYED:  I just wanted you to explain a bit more whether it is millions of dollars or it is something else, the incremental impact.

MR. WINDSOR:  Oh, well, I mean, it is millions of dollars, and I said I am really not at liberty to disclose the detail around that business.

I can tell you that we've scaled back the operations of that business since -- shortly after the original OEFC Power Purchase Agreement expired, so going back to the end of January 2017.

We have scaled back our staff from 18 people to eight people.  We're running a skeleton crew there.  And so with that we are still incurring in the neighbourhood of three and a half to $4 million a year of overhead expenses.  I am comfortable saying that.

DR. ELSAYED:  Okay, thank you.  These are my questions.

MS. FRANK:  We're going to stay on the same theme.  So you have eight people there.  And could you tell us what other costs you have of an ongoing nature that you were assuming would be covered by the capacity market?

MR. WINDSOR:  So there's -- so I hesitate trying to make this a fulsome list of costs, but --


MS. FRANK:  I don't want the dollars.  I just want the items.

MR. WINDSOR:  Yes.  So we have service contracts, small, medium-size service contracts in place with local service providers.  We have taxes to pay.  We have the salaries and benefits of the employees --


MS. FRANK:  Sorry, sir, that is the eight employees?

MR. WINDSOR:  That is the eight employees, yes.

MS. FRANK:  Okay.  And the service contracts are for something incremental to what the eight employees do?

MR. WINDSOR:  Correct.

MS. FRANK:  Just give me one example of what a service contract might be.

MR. WINDSOR:  Well, something as simple as housecleaning services.  Lawn care.  If you were to -- if anybody was to drive by this facility in Loyalist Township today, it doesn't look any different than it did when it was a going concern prior to Jan. 31, 2017.

Northland is proud of its assets.  Proud of its people.  And we do the best job we can to keep that business viable. And so although we've scaled back the business, we are running that business today as though almost with a day's notice we could meet the demands.

MS. FRANK:  That is why you need the eight people in reality?

MR. WINDSOR:  Yes.

MS. FRANK:  Okay.  So you have got the people.  You've got taxes.  And you've got some service contracts.  Is there something else we're missing?

MR. WINDSOR:  There's probably all kinds of little things which, on a cumulative basis, add up.

MS. FRANK:  Okay.  Then let's talk about what revenues you have during this period.  Not the capacity payment, but you do -- you talked about some other capacity payment in another market.

MR. WINDSOR:  Sure.  Thanks for flagging that.

MS. FRANK:  Is that carrying on?

MR. WINDSOR:  Yes.  I mentioned in 2017, we were able to get agreement from the easement from the IESO to export Kingston's capacity to New York ISO, so we could offer that capacity into their capacity market as an external capacity supply.

We've been doing that.  But just like I mentioned a little bit earlier, that market is soft, and by that I mean the prices are very low, probably lower than they ever have been, at least in the jurisdiction that's adjacent to where we are in Ontario.  If we were further east in the higher demand areas of New York state, like Long Island or -- the closer you go east in the state of New York, the higher the demand, the higher the prices. Further west, the lower the prices.

Unfortunately, where we're selling our capacity into the market in NISO is at the low end of the scale.  It is actually a group of locations they call rest-of-system, and the price -- to answer your question, the price for the summer and winter are two different prices.  It is two different auctions.

But on an aggregate basis, like I said earlier, it is roughly about one-fifth of where the demand response auction cleared in Ontario last year.

MS. FRANK:  But there is no guarantee that where it would clear once it was --


MR. WINDSOR:  That's exactly right.

MS. FRANK:  -- anywhere near that price.

MR. WINDSOR:  That is exactly right.

MS. FRANK:  So it may be the one-fifth would be the next clearing when it will be a combined generation and load.  Could be the same amount is what I am saying.

MR. WINDSOR:  That could definitely happen.  So I am pretty close to the energy markets.  I mentioned I perform in the capacity of CEO of Northland's energy marketing business as well.

And we take a view on the markets that we're actually participating in and general consensus, general view -- and I think it is shared by others -- is that in Ontario, over the next decade-plus, there is a supply gap that is going to show up.  And mostly because of the nuclear refurb program that is going to -- that is already happening through this time period, as well as the retirement of Pickering, which is roughly 3 gigawatt hours of capacity, or gigawatts of capacity coming off the system.

Long story short, we are taking the view that there's going to be increased demand for this kind of capacity in Ontario.  I can't speak for the IESO, but I believe that they have the same perspective, and it is interesting because projects like Kingston and others are very well positioned to meet that kind of demand.

It's not a demand for energy.  It is a demand for capacity and, to be most clear, it is a demand to have the capacity to meet the system requirements on an intermittent basis when they need that energy to cover-off that next megawatt during peaks.

And so we believe that there will be a little bit of support or strength in the capacity market in Ontario adequate enough, hopefully -- and it remains to be determined, but hopefully enough to cover the fixed operating costs of a plant like Kingston.

MS. FRANK:  That is not necessarily in the auction that might have happened in December, or the subsequent ones that are -- I forget the date of the next auction.

MR. WINDSOR:  It's in June.

MS. FRANK:  In June.  So that also wouldn't be a time when the need is high.  It is still preparatory-type work, right.  So you wouldn't expect to be covering your costs at that time?

MR. WINDSOR:  Again, we hope that we could, but we don't know.  You're right.  I don't know what that auction would clear at.

I do know what it's been clearing at for the last three years.

MS. FRANK:  But this whole exercise is about changing that.

MR. WINDSOR:  Yes.

MS. FRANK:  So -

MR. WINDSOR:  Changing it in terms of allowing generation to participate alongside load.

MS. FRANK:  Right.  And also have the benefit of likely lower costs.

MR. WINDSOR:  There could be downward pressure on costs.  There could be upward pressure.

So I mean there is really two things at play.  It is supply and demand, and I am really going to -- pardon me, I am just going to try and really over simplify it.

If in the next year or two something happens with the system and they all of a sudden -- and maybe it is something trips up with the nuclear refurb program, and the system all of a sudden realizes that it actually needs incrementally higher supply, capacity supply, that would have an upward movement, pressure on the capacity prices in theory.

If it went the other way, it would have a downward movement, if the -- so that is on the supply side.  If the demand moved in either direction, it would have an opposite effect.

So pardon me for the oversimplification.  All I am trying to point out is none of us have a crystal ball.  We all take a view on what is happening with supply and demand, and we make the best decision we can with that information.  And we'll have to wait and see what actually happens in this auction.

I am curious to see where this auction actually clears relative to last year, whether -- you know, we're not part of it, but we are still curious to see where it clears.

MS. FRANK:  One last line of questions.  We talked about you having access to a capacity market -- not Ontario, but you do have access.  And also about the ability to sell some energy in Ontario.

And I know that Mr. Mondrow was already trying to understand, is there any other revenue stream that is available to you over this next year?  Is there anything else?

MR. WINDSOR:  No.  The simple answer there is no.  And the reference to other revenue streams is really, without saying it, it is discussing ancillaries.  For those who don't know, ancillaries are other products the system needs like operating reserves.  There's various types of operating reserves.  There is spinning operating reserves which comes from a unit that is running.  There's non-spinning operating reserves which comes from a unit that's not running.

There is load regulation, which is really giving control of your unit or your plant to the IESO, so they can meet the very short duration changes in supply and demand.

There is voltage control, which is really adjusting the reactive power on the system; generators are very good at doing that.  And there is other ancillaries, too, but they are the bulk of them.  That is the kind of product that Mr. Mondrow, I think, was making reference to a little bit earlier.

The opportunity for Kingston to participate in those products in Ontario does exist.  It goes along side -- those products are offered together with energy.  So as an energy provider in Ontario, what I will say is if there's no real opportunity to provide energy, there's not a lot of opportunity to provide these ancillaries also.

There could be on some days a need for some of these ancillaries, which would perhaps cause Kingston to get picked up or turned on in dispatch over energy.  In other words, to provide operating reserve in preference of energy.

It is a bit of a nuance for those who aren't close to the way the market works, but that could happen.  But what I will say, based on my significant experience managing these kinds of assets in these kinds of markets - and my experience is not just in Ontario.  It is in New England, it is in NYISO.  I do know how this works.

I would say based on my understanding there and my understanding of the way the market is set up right now and what it looks like, Kingston has very little opportunity to earn any revenues associated with that.

MS. FRANK:  You mentioned that your Board was going to consider what do they do, given the environment.  If their decision was we shut it down, can it start up again?

MR. WINDSOR:  I suppose so.  The caveat to that is what do you do with the business after you shut it down?  Do you just walk away from it and stop spending money in terms of upkeep, care, preservation?

If that is the perspective that the company takes, you might be able to turn that unit on again.  But it is going to cost more money, and the amount of money it would cost to turn it on would be proportional to how long the unit is actually shut down.

In the case of Northland, if we're making a decision to turn off a unit, I can tell you with a relative amount of confidence that we would be turning it off.  When the decision is made to stop spending money on the business, the decision will be made to stop spending money on the business.

MS. FRANK:  With no intention to start it up again, once the market changes and the need is imminent?

MR. WINDSOR:  That is what we've been doing.  So we have been spending millions of dollars a year on that business, in order to preserve it.

That is -- you are describing exactly what we have been doing in terms of preserving this business for a better day.  We thought the better day might have been starting here in December of two-19, but it's not now, and so it is forcing this decision.

MS. FRANK:  Okay.  Those are my questions, thank you.

MS. SPOEL:  Mr. Windsor, I have a completely unrelated question.  I am just curious, you talked about this plant originally had steam customers while it was Invista, and Invista went away.

I take it Invista is what used to be called the Dupont plant in Kingston, and as far as I know it is still operating.  So I take it when you said they went away they went away as a steam-cycle customer, not that they actually -- the plant didn't go away.  They stopped using steam, or did they move?

MR. WINDSOR:  No, yeah, so the thermal host that was buying steam from Kingston is not there anymore.

MS. SPOEL:  Okay.  All right.  But that is the -- Invista is what used to be -- Invista is the Invista that is owned by Coke Industries that's --


MR. WINDSOR:  Coke, DuPont, yeah, you have got the right affiliation, but the actual facility that was connected to our steam pipe is not there anymore.

MS. SPOEL:  Oh, okay, so they built a new facility, I guess.

MR. WINDSOR:  Moved it or -- yeah.

MS. SPOEL:  All right.  Just, I was just thinking they are still there.  All right.  Thank you.

I don't think I have anything else.  Oh, I do I have one more question.

Did anyone -- at one point in the IESO's materials relating to the TCA, the proposal for the TCA auction, there was a timing discussion about the need to perhaps delay the auction if people weren't ready.

Has there been any discussion, to your knowledge, or did you have any discussions with the IESO about the possibility of delaying the December auction until after we've made our decision?

MR. WINDSOR:  I am comfortable saying we asked if it could be delayed.  We were told it can't.

MS. SPOEL:  Okay, thank you.

MR. WINDSOR:  Yes.

MS. SPOEL:  Do you have any re-examination, Ms. Krajewska?

MS. KRAJEWSKA:  No, thank you.  I don't have any re-examination.

MS. SPOEL:  Okay, thank you.

Mr. Rivard is next.  Are you ready to go or should we take a five-minute break just to let people move around and...

MS. KRAJEWSKA:  Maybe we could just take a very short break, just to get Mr. Rivard situated.

MS. SPOEL:  Let's start again at quarter to.

MS. KRAJEWSKA:  Thank you.
--- Recess taken at 10:37 a.m.
--- On resuming at 10:50 a.m.
KINGSTON COGEN LIMITED PARTNERSHIP - PANEL 4

MS. SPOEL:  Please be seated.

Ms. Krajewska, back to you.

MS. KRAJEWSKA:  Dr. Rivard is here with us this morning.  Can I please have him affirmed?
Brian Rivard; Affirmed.

MS. FRANK:  Thank you.
Examination-In-Chief by Ms. Krajewska:


MS. KRAJEWSKA:  Thank you.  So just to start off with, Dr. Rivard's CV has been filed as Exhibit B to his affidavit and I haven't included it in my small compendium. But if I could just have the CV marked as an exhibit, please.

MS. DJURDJEVIC:  We will make that K2.3.
EXHIBIT NO. K2.3:  CV OF DR. BRIAN RIVARD

MS. KRAJEWSKA:  Thank you.  And Dr. Rivard also filed a revised affidavit, affirmed as at November 21st, 2019.
EXHIBIT NO. K2.4:  REVISED AFFIDAVIT OF DR. BRIAN RIVARD

And, Dr. Rivard, do you recognize that affidavit?

DR. RIVARD:  Yes, I do.

MS. KRAJEWSKA:  Do you have any changes to it?

DR. RIVARD:  No, I don't.

MS. KRAJEWSKA:  Thank you.  Dr. Rivard, can you please introduce yourself to the Board?

DR. RIVARD:  Yes.  My name is Brian Rivard.  I am an adjunct professor and director of research at the Ivy Business School at Western University, and research director of the energy policy and management centre there.

MS. SPOEL:  Miss Krajewska, before you go on, do you want your compendium to be marked as an exhibit as well?

MS. KRAJEWSKA:  Sure.  I think that would be helpful, yes, thank you.  Just for the Board's information, the compendium simply has the narrative portion of Dr. Rivard's affidavit at tab 1.  And at tab 2, it has an updated witness statement with two figures on it.

MS. SPOEL:  Thank you.

MS. DJURDJEVIC:  That will be K2.5.
EXHIBIT NO. K2.5:  KCLP COMPENDIUM FOR PANEL 4

MS. KRAJEWSKA:  Thank you, Dr. Rivard.  Can you please tell us what your educational background is?

DR. RIVARD:  Yes.  I have an M.A. and a Ph.D. in economics from Western university.  I also have a B.A. in economics from Windsor university.

MS. KRAJEWSKA:  And what is your current role at Ivy?

DR. RIVARD:  As I said, I am an adjunct professor and research director of the energy policy management centre.

MS. KRAJEWSKA:  What do you do in that capacity?

DR. RIVARD:  I guess I would summarize my role and my responsibilities as really kind of pursuing the mission of the energy centre, which is to conduct evidence-based independent research to help further policy issues in the energy sector, to create a forum to bring together academics, industry, and government agencies to discuss those policy issues, and to provide educational programs to students, to executives on matters of energy issues and policy.

MS. KRAJEWSKA:  And what did you do prior to your tenure at Ivy?

DR. RIVARD:  Just prior to my tenure at Ivy, I was a principal for a consulting firm called Charles Rivers Associates, and there I was a principal in their energy practice.

So I would provide consulting services to clients on matters around electricity market design, regulatory economics, on issues of participant conduct, anti-competitive conduct, matters such as that.

MS. KRAJEWSKA:  And while you were at Charles River, did you have any experience in capacity markets, or providing advice with respect to capacity markets?

DR. RIVARD:  Yes.  We worked with both the -- particularly in Alberta, we worked with the Alberta Electricity System Operator to help them do some background analysis of capacity markets in other jurisdictions.

We worked with the Alberta Utility Commission to give them an understanding about the economics of capacity markets.  That's two examples that come out in my memory.

MS. KRAJEWSKA:  Dr. Rivard, before you were at Charles River, you were also at the IESO.  Can you describe what roles you have had at the IESO?

DR. RIVARD:  Sure.  I started at the IESO in 2000.  I began my IESO career -- it was then the IEMO, the Independent Electricity Market Operator.  I started in the market surveillance function, so I worked for a division called market assessment and compliance division, and we reported to the market surveillance panel.

So we would study the market.  We would look for anomalous conduct, tried to understand if there's deficiencies in the market design or the structure of the market, and make recommendations if we saw opportunities to improve that.

From there, I actually briefly spent time at Bell Canada for nine months, but then returned to the IESO following that.  So I will skip over Bell Canada.  It was a very wonderful experience, but I don't think I will go into it.

I rejoined the IESO as manager of economics.  Largely, my role was again to kind of study the markets, do analysis on the markets, understand if they're working fair and efficiently.

From there, I took on the role of manager of regulatory affairs, sector policy analysis.  And after that, I was appointed the director of markets.

MS. KRAJEWSKA:  Dr. Rivard, just going a little further back in history, before you were at the IESO, what did you do?

DR. RIVARD:  Yeah.  I began my professional career as an economist and then a senior economist working for the Canadian Competition Bureau.  So my role there was -- the Competition Bureau enforces the Competition Act, it tries to protect the Canadian economy against anti-competitive conduct, or things that are not consistent with fair and efficient competition.

So my role there was to help do analysis, economic analysis of matters that came before the Competition Bureau.

MS. KRAJEWSKA:  Dr. Rivard, have you had an opportunity to review Rule 13A of the OEB's rules of practice and procedure as they relate to expert evidence?

DR. RIVARD:  Yes, I have.

MS. KRAJEWSKA:  And do you understand that this rule requires you to assist the Board by impartially giving evidence that is both fair and objective?

DR. RIVARD:  Yes.

MS. KRAJEWSKA:  And, Dr. Rivard, you signed the OEB's Form A, which is the acknowledgement of expert's duties?

DR. RIVARD:  Yes.

MS. KRAJEWSKA:  And just for the Board's reference, that is attached as Exhibit A to Dr. Rivard's affidavit.

And I would like the Board to qualify Dr. Rivard as an expert in regulatory economics, electricity market design, including capacity and DR markets, and the Ontario electricity market modelling analytics, and the study of competitive markets and anti-competitive conduct.

I have proposed this qualification to my friends and from what I understand, no one is objecting to that qualification.

MS. SPOEL:  If that's the case, we also have no objection, and will qualify Dr. Rivard in those areas.

MS. KRAJEWSKA:  Thank you.  So, Dr. Rivard, I would like to start off by asking you what you were asked to do by KCLP in this proceeding.

DR. RIVARD:  Right.  I am just looking at my evidence.  So my evidence at paragraph 17 outlines what I was asked to do in this proceeding.

Specifically, I was asked to do two things.  The first was to analyze the economic merit of the assertions that were made by AMPCO with respect to inequitable unfair treatment, competitive disadvantage, and negative impacts on competition and efficiency.

The second thing that I was asked to look into is to identify whether there were any pertinent differences between the United States wholesale markets and the Ontario market, and whether or not such differences might have an effect on the application of the FERC order, Federal Energy Regulatory Commission order number 745, on Ontario.

MS. KRAJEWSKA:  Thank you, Dr. Rivard.  I would just
-- just because you are here to assist the parties and the Board, I would like to start off by asking you some questions.

The first one is can you provide kind of an overview definition of what the difference is between a capacity and energy?

DR. RIVARD:  Yes, I can do that.  And you know, I think what I will do is I will describe it like I describe it to engineer students or business students that I have taught.

I would like to compare it to the concept of a stock variable and a flow variable.  So a stock variable is something that you measure the quantity at a point in time.  And capacity is a stock variable.  It's measured in megawatts, and it measures the potential to produce electricity at any point in time.

So for example, a generator who has an installed capacity of, say, 100 megawatts has a stock value or capacity value of the ability at any point in time, let's say, to produce 100 megawatts.

A demand response resource, who has a propensity to consume a certain amount, can be seen as having a stock value of the ability to reduce demand based on how much its propensity is to consume.  But those are stock measures.

Energy is a flow measure, and what a flow measure is, it kind of measures that quantity over a period of time.  So energy would be measured in terms of the ability to produce electricity at a certain level for an hour, and it's measured in, say, megawatt -- megawatts per hour.

So a generator can produce electricity if it is asked to dispatch at, say, an hourly rate, it can produce, say, 10 megawatts.  A demand response resource as a flow variable could reduce its demand from a previous level by, say, 10 megawatts.

Those would be the way I describe capacity and energy.

MS. KRAJEWSKA:  And Dr. Rivard, can you tell me, what is the purpose of a capacity auction?

DR. RIVARD:  Yes.  So to run the grid reliably and by reliability standards the IESO has to plan the system in the future so that it, with a certain probability, is able to meet the firm electricity demand; in particular it is generally thought of, the peak demand.

So what it needs is a stock value that is sufficient to meet that peak level demand at that point in time.  And that is capacity.

So it is the potential, again, to either produce electricity if you are a generator or reduce demand from a previous level if you are a demand response resource.

So the IESO runs a capacity auction in order to make sure, from a planning purpose, that it has that potential to produce energy, that stock value there at the time in the future when it needs it, and that is for reliability.

MS. KRAJEWSKA:  And Dr. Rivard, can you describe how the capacity auction under the DRA has functioned to date?

DR. RIVARD:  How the capacity auction under the DRA has functioned to date?  In terms of the mechanics of how it has functioned?

MS. KRAJEWSKA:  Correct.

DR. RIVARD:  So the DRA auction, the demand response auction, has been entirely for demand response resources.  It establishes a quantity of megawatts of capacity that the IESO is prepared to purchase.  And it holds this auction to create a competitive process amongst demand response resources to sell that capacity, that obligation to be available to produce energy if needed, and all participants receive that same clearing price.

And with that clearing price there is an annual payment.  In fact, it becomes a daily payment, a cost per megawatt made available.  They call it an availability payment.

In order to get that payment, they have to meet certain obligations.  The reason why the IESO buys at capacity to meet its reliability requirements in the future is to make sure it is available, and that is the obligation, is to be available, if ever called on, to provide the energy.

So in a case of a generator, it is available to produce electricity, or in the case of a demand response resource, it is the ability to reduce consumption from a previous level.

MS. SPOEL:  Can I just ask one quick clarifying question?  So if the auction is run and there's, say, 20 participants -- I am making all of this up -- say there is 20 participants and they -- each participant bids a price per megawatt.  And presumably there will be 20 different or -- there will be 20 individual bids with different prices.

Does the IESO choose the lowest of those and establishes that as the clearing price that everybody has to take?  Or how -- or does participant A get paid a different amount than participant B based on how much capacity the IESO requires?  Because when you said it establishes a price, I am wondering whether it is a price?  Or whether there are several prices?  And how that -- maybe you can explain how that works, because I am not entirely sure.

DR. RIVARD:  Yes, no, I am happy to do that.  And I think it is how you describe it.

So there are 20 --


MS. SPOEL:  I asked either/or, so I am not sure how I described it.

DR. RIVARD:  It is how you described it I believe in the first case.  So you have 20 demand response participants, and they have to determine how much they believe they would need to recover just to make themselves available if ever called upon to reduce their demand.

So they could all submit different prices at which they would say, yes, if I receive at least that I am willing to be available.  It is like supply and demand.  So the IESO kind of stacks up those capacity offers from lowest to highest, and at the point when those stacked prices intersect with the amount of capacity that the IESO is looking to purchase, that becomes a clearing price.

MS. SPOEL:  Oh, okay.  Then everybody gets that price?  Or they get the price that they have each bid?

DR. RIVARD:  Yes.  Everybody who is successful that bid below that price receives that clearing price.

MS. SPOEL:  Okay.  So if I bid $10 and you bid 20 and clearing price -- Ms. Frank bids 30 and the clearing price ends, they would only need the amount that you and I have bid.  The price will be 20, because that was the lowest -- that was the sort of maximum price that they had to go to in order to get the capacity they need.  So the price will be 20, but I will get 20 as well because, even though I bid 10, I will get actually get 20, because you bid 20, and they need yours as well as mine.

DR. RIVARD:  That's correct, yes.

MS. SPOEL:  And Ms. Frank won't get anything because she bid 30.

DR. RIVARD:  Unfortunately not.

MS. SPOEL:  But they don't need hers.  They only need -- if I bid 10 megawatts and they need, say, a total of 20 megawatts and we each -- the three of us bid 10, they will take the 20 that are the cheapest?

DR. RIVARD:  That's correct.

MS. SPOEL:  Then everybody gets the same price for those 20.

DR. RIVARD:  Yes.

MS. SPOEL:  Okay.  All right.  That is helpful.  I wasn't sure about those kinds of mechanics.  Thank you.

MS. KRAJEWSKA:  Thank you.  And Dr. Rivard, so we talked a little bit about the DRA.  What has now changed under the proposed TCA?  What is the difference under the proposed amendments?

DR. RIVARD:  So the way I would summarize it is the IESO would like to open up the opportunity to sell that availability to either produce or reduce energy to generators, and in particular, a specific type of generator, those who are not currently under a form of contract or regulation.

MS. KRAJEWSKA:  And Dr. Rivard, as I understand it, AMPCO's position in this proceeding is that because a generator and a demand response resource under the TCA are going to provide the same type of service, that they should be compensated in the same way.

How do you respond to that proposition?

DR. RIVARD:  Right.  So from what you said, I interpret that that what AMPCO is advocating for is something consistent with a functionally equivalence test.  And if I was to describe that test, it really says what we want to focus on is the end result here.

And so if a demand response resource reduces demand and it balances supply, or a generator produces electricity and it balances supply and demand for the IESO, they're the same, and therefore they should be paid the same amount.

That is essentially the issue that came up in the FERC order 745.  So that is one way of looking at equity.

My perspective is that it's kind of a simplistic way at looking at equity.  In fact, I think it can lead you to the wrong conclusions.

My preference would be to apply more standard concepts of equity, which is horizontal equity and vertical equity.

And I think I can offer you, if you are willing and up to it, kind of an example of what might distinguish equivalence from horizontal -- and the principles of horizontal and vertical equity.

So I'll take an example that I think we all are familiar with, and that is income tax.  So we have a situation where there's two individuals and they make 100,000 each a year.  The government needs money to fund social programs, and it can get a dollar from either individual.  And from a functional equivalence standpoint, that dollar is the same.  It's going to be used in whatever way to help fund the social programs, the government social programs.

When we think of the income tax, we recognize that those two individuals are identical, and that horizontal equity says that we should treat them identically.

So from an income tax standpoint, we say that both should contribute equally towards the social programs.  That would be consistent with horizontal equity and in this case, it is also consistent with functional equivalency.  Both deliver a dollar that is functionally equivalent.

Let's consider now a situation where someone makes $100,000 a year, and a person who makes a million dollars a year.  They are vertically different, in a valuable way and an economic way.

A dollar from both is functionally equivalent.  That dollar, whether it comes from someone who makes 100,000 or a million dollars, has the same outcome.  It helps to pay for some social programs.

But they are different.  We recognize that they're economically different, that a dollar coming from one has different economic consequences than a dollar coming from someone else.

Under vertical equity, we say people that are different often should be treated differently.  The challenge, of course, here is coming up with a principled way of saying, well, how do we treat them differently?

And the way we do it in income tax is we talk about the concepts of the kind of the economic value of a dollar to someone who makes $100,000 a year versus someone who makes a million dollars.  And we expect the person that makes more money will contribute more.

We do treat them differently, even though functionally the outcome of their dollar is the same.

I think that is the same concept that I think should be applied here in this situation, that when you find two individuals that are identical from an equity standpoint, we think the outcome, how they're treated should be the same.  But if they're different, there are times when it makes sense that we should treat them differently to recognize the differences, in order to bring out the best of what they have to offer for society.

So I would make that comparison.

MS. KRAJEWSKA:  Dr. Rivard, in your opinion, are generators and demand response resources equivalent or different?

DR. RIVARD:  I am hesitating because I think I might want to know a little bit more.  But if I interpret your question to say I have a demand response resource, where I will define that as someone who is in the business of producing a product -- steel, pulp and paper -- and that they buy electricity as an input, as a way of producing that product, they are economically different from a generator who buys an input -- say fuel, gas -- in order to sell a final product, that being electricity.  They are different.

MS. KRAJEWSKA:  And so how does that kind of -- where does that lead you, in terms of your analysis of how they should be compensated for capacity?

DR. RIVARD:  For capacity or for energy?  Sorry.

MS. KRAJEWSKA:  For both.

DR. RIVARD:  So I think the way the IESO sets things up on the capacity side, it says that what we're looking for is the potential to either produce a megawatt of electricity or to reduce a level of demand that a consumer would have otherwise incurred.

And from that standpoint, it treats them the same in terms of its ability to be available.  There are technical things that make sure that a megawatt of availability is comparable, in terms of measuring the potential outage of a generator or, you know, from a standpoint of a consumer, it is measuring what are your typical patterns of consumption and would you typically be there, and if not, would you be willing to reduce.

So from that standpoint, that is how it treats them under the capacity auction, as equals.

From the energy standpoint, the market has been designed this way all the time.  Since the start of the market, it treats energy as an injection and it says that those who inject energy will receive a market clearing price, and you have to bid what you expect to get or what you need in order to get that price.

From a demand standpoint, they treat it as a bid.  So how much are you willing to pay before you say I'm no longer willing to consume.

So they are -- since the start of the market, they have been treated differently that way.

DR. ELSAYED:  Can I just ask a quick question?  I want to go back to your analogy about the income tax.

Can you explain to me the $100,000 and the million, given the fact they each contribute their fair share of income tax, why would you consider their contribution to be different?

DR. RIVARD:  I think my example -- so if I understood your question, but please correct me.

I think in my example, I said a dollar from someone who makes $100,000 a year has the same functional equivalence as a dollar from someone who makes a million dollars a year, from the standpoint of the government will use it to fund social programs.

So under the functional equivalence test, we would say we don't really care.  We this you should treat them.  The outcome, the effect is the same.  So we should recover the same amount of money from the 100,000 a year person as the million dollar person.

That is really the logic of the functional Equivalency.  But we don't do that, because we recognize that they're economically different.  It is not sufficient to say they're functionally equivalent, that a dollar from them doesn't matter from the ultimate effect.

We also have to consider their economic consequence.  We want to get the best out of our social programs in terms of what society has to offer.

And each really has something different to offer, in terms of, you know, what it means to them by giving up that dollar.

DR. ELSAYED:  But the issue here is not the DR resources and generators would recover the same amount necessarily.  The issue here is whether they should be participating, or the extent to which they should be given the same opportunity as generators.

DR. RIVARD:  I would say that the way it's been put forth is that because demand response and generators are functionally equivalent from the standpoint of being able to help balance demand, there's a presumption that they should be paid the same.

I'm saying that you have to consider the economic situation of the two participants, that they are different, and before you just jump to the conclusion because the outcome is the same.

We can get into the examples I show that they are different.

DR. ELSAYED:  No.  I am just -- I think the difference between what you are saying and what I am asking is that being paid the same as opposed to being paid, period.

DR. RIVARD:  Being --


DR. ELSAYED:  At all.  That is my question.

DR. RIVARD:  Well, there might be a situation where we don't ask for any taxes from someone that doesn't make a lot of money, and we ask for a lot of taxes from someone who does.

Here what I would be saying is just because you can balance the load doesn't mean that you should get paid to do so.

There's a more things that need to be considered in that calculus, particularly if you are trying to promote and fair and efficient market.

DR. ELSAYED:  Thank you.

MS. SPOEL:  Dr. Rivard, I understand your discussion about income tax.  But I think that the question of how much people who make relative amounts of money should pay is a matter of social equity, not necessarily economic equity.

Isn't that -- I mean, given that taxation is an involuntary thing for people; you don't have a choice to pay taxes or not.  Is it not a public societal discussion about what the relative public social equities are, about what relative taxation rates should be.  Should you have marginal rates, should you have consumption taxes like HST.  You know, that is a big -- that is not really -- I mean, it's an economic argument to the extent you want -- the government needs money.

But the equities involved are really social equities,  not economic.  People's relative economic status might lead into those social equities, but I think when we're talking about a competitive market, are we not talking about what will drive the market?

What sort of -- when you talk about horizontal and vertical equity, aren't you really thinking about it in the context of the market, as opposed to some kind of social good?

I am finding the income tax thing is -- maybe it is a little bit of a red herring, because there's a whole lot of other equities built into that that aren't economic.

DR. RIVARD:  Right.  Okay, fair point.

MS. SPOEL:  Is there a better analogy, or maybe just explain economically how it works, instead of trying to make it into an analogy that maybe doesn't really work.

DR. RIVARD:  Yeah.  I think your point about thinking about it in the context of competitive markets is helpful.  so let me try it a different way.

A generator that can produce electricity at a marginal cost of $10 is different from a generator that can produce electricity at a marginal cost of $100.

They're functionally equivalent, whether the generator at $10 produces a megawatt to balance supply and demand or the generator at 100 megawatts produces a megawatt to balance supply and demand.  They're functionally equivalent.  I don't think it is sufficient to stop there.

What we don't want to do as a society is have the 100-megawatt generator producing electricity before the 10-megawatt generator, right?  And so we notice that they're vertically different.  But we want to create a market structure that incentivizes the outcome to be at lowest cost.  We have to recognize their differences and their cost structures in order to kind of come to that outcome.

I think that is really the goal of what market design is, and that is to recognize -- recognize kind of the contribution to society and the economy that different participants offer and design a market to get the most out of those.  Maybe that is an easier example to consider than my income example.  Sorry.

MS. FRANK:  We are obviously interested in this, and I am going to explore one other aspect.

So the parties, be they demand response or a generator, are going to be paid the same capacity reaching that hurdle rate that establishes how much capacity is needed.

DR. RIVARD:  Yes.

MS. FRANK:  They're all going to get the same payment --


DR. RIVARD:  Yes.

MS. FRANK:  -- if they qualify.

You said there is one practice that generators get paid for their energy at a pre-established price.  It has been there forever.  But then you also said that the load customers decide how much they're going to consume based upon a price that makes it economic for them.  So there still is a price factor, but now they're paying it rather than getting it.

Why is there not some recognition of the payment level that a load customer is willing to make when you talk about the compensation here?  So in one case, yes, we go to historic market practice and we will pay them the same thing we did.  In the other case we ignore historical practice and we say it is just zero.  You were willing to pay something, but we're not going to consider that in terms of any payment that happens to you as a load customer.

Why do we totally leave that alone?  Both of them have historical preference.  This is as to how you treat them.

DR. RIVARD:  That was a long question.  Sorry, I might have to unpack that.  I think --


MS. FRANK:  Go ahead.

DR. RIVARD:  -- maybe what you are asking me is why was the market set up that way in the first place?  Is that fair?  Like, why did we --


MS. FRANK:  No.  The market was set up that way.  I have no trouble with it.

DR. RIVARD:  Okay.

MS. FRANK:  What I am having trouble with is now that we are looking at two -- and you did distinguish them.  You said they are not equivalent suppliers of capacity, and I agreed.

But then when you went to the notion of a generator getting an energy payment, you said, well, that's marketplace history.  Now you describe for a load there is also market price history.

Can we use that history for a load customer and create some payment?

DR. RIVARD:  So I think I will try and answer, but please stop me if I am on the wrong track.  I think what I was intending to say is that when the market was established it really looked at this as trying to create opportunities for sellers who produce electricity and buyers who use electricity as an input, say, to produce a product to participate in a way that led to the most -- the beneficial outcomes to society.

And so what the market said is all of those people that produce electricity for the consumers, for the buyers, the best way to do it is have them compete, because we know they're going to incur a cost to generate electricity, to have them compete to make sure that we get the lowest cost supplier meeting whatever the demand is at that point in time.

And it is really kind of how we describe the capacity market.  The IESO will say, how much are you willing to offer to produce electricity, and they will stack the lowest offers up to the highest offers.  And when demand is -- kind of just meets that, that is where the market clearing price is, and everybody has paid that price.

Looking at the demand side, it was really about, we know that consumers, there are times when they're just not willing to pay the price for electricity.  There's other things that they could do with their time.  Paying that price would just mean they would lose money.

What -- we want to give them an opportunity to tell us what that price is, that value, what they're willing to pay, and give them an opportunity to get a message to say the price is going above that.  You might want to shut down your resources.  That is how the market was set up.

It is really much like how any market in the economy would work, is that what we want to do is we want to make sure that whenever the cost of actually producing the product here -- which is electricity -- is less than what a consumer is willing to pay because they have some productive assets, we want to encourage them to consume.  That is really how the demand side was set up from the start of the market.

I don't know if that answered --


MS. FRANK:  Dr. Rivard, what I am trying to understand is, can we use that information that we have from the demand side of the market to help to assess when they're not there, when they consciously say, we will not have any -- you know, they're going to enter the capacity market and they'll say we won't have any load.

Can we look at what they're willing to pay and impute some value to that so that we could have both the capacity payment and some imputed value consistent with what they were willing to pay for that energy?  Is there any information we can gather from that side of the equation?

DR. RIVARD:  There is a history of participants that participated directly in the market as dispatchable loads that put in a bid that said, if prices ever exceed this amount I want to be shut down.  And there are examples in history where they were shut down to avoid paying a price of electricity.

I will just state the issue here is, should they have been paid to also do that.  Historically they have not been.  And what my evidence will say is, no, I would not pay them -- in addition to them avoiding a payment, I would not then pay them for the same action.

MS. FRANK:  So you think there is no ability to use that historical information to come up with a value for -- because there is some value here of this happening.  It -- above the capacity piece, would be my suggestion.

DR. RIVARD:  Yes.

MS. FRANK:  And we certainly recognize it on the generator side.  I am not suggesting the same number, I am just saying, is there not something that one could look at, recognizing when you are activated there is some payment that should be due?  I just --


DR. RIVARD:  I wouldn't come to that conclusion from the history, but what I would say is what the history tells us is there were cases in the past -- and this is even before these dispatchable loads would have received a capacity payment -- there are cases in the past where a large consumer said, at that price I am just not willing -- I am going to stop what I am doing.  I am just not willing to produce it.

So we have evidence in the past that people said, I am not going to get paid to do this, but I am certainly going to avoid the cost of that, yes.  If that is kind of what you're --


MS. FRANK:  I think the circumstance is different again from the individual choosing not to consume at a level versus supporting the marketplace by saying, okay, the marketplace could benefit from me not being a consumer and therefore I will offer not to be a consumer.

DR. RIVARD:  I see.

MS. FRANK:  That benefit you think the marketplace should pay for.

DR. RIVARD:  Right.  Well, that's a great question.  What is the benefit to the marketplace from that consumer saying, geez, I'm just not willing to pay for that input at this point in time.

MS. FRANK:  Oh, but that was the other circumstance.  That was where the discretion was on the individual customer, rather than being asked to do it by the market operator.  That was the difference.

DR. RIVARD:  Oh.  Okay.  Well, that's -- from that perspective I would say what's come about with a capacity auction is that the IESO recognized that there is value in getting a commitment from a demand response resource that, in the future, while their normal circumstances might be that they want to consume and run their facilities, that they now have a commitment that they will be able to call on that facility to reduce their demand.

So in the past there was really no commitment that that could happen.  So the IESO would have to plan its system in the event that maybe that consumer at that point in time will decide, hey, the way the market for my product is going is I just -- I don't really care what the price of electricity is.  I want to keep consuming.  It would not have been able to count on that as a capacity resource, as the potential to reduce capacity.

Under the capacity auction now it says, the IESO will give you a payment, but you now have to give us an obligation that you will be willing to reduce your demand in that time period.  And that is largely what that capacity payment is about, to get that insurance in the future for the IESO that they will be able to kind of manage the system reliably.

MS. FRANK:  Okay.  I was looking for some assistance from historical practice, but I get a sense that I am not going to get any assistance, in terms of the load customers.  There is nothing we can look to to help establish a price, beyond the capacity payment.

DR. RIVARD:  Right.  I don't think history tells us that, no.

MS. FRANK:  Okay.

MS. KRAJEWSKA:  Dr. Rivard, just to conclude your examination in-chief, we provided -- you provided a witness statement at tab 2 of the compendium, and some of that witness statement relates to responses to Mr. Anderson's testimony with respect to your analysis.

The analysis in your affidavit was with respect to demand response resources that have a behind-the-meter generator, and you provided some extra analysis of what that would look like if a demand response resource does not have a behind-the-meter generator.

Could you just briefly discuss what you state in that witness statement?

DR. RIVARD:  Sure.  I am just looking for where that is at.

MS. KRAJEWSKA:  Sure.  It is in the small compendium, which is this one.  It says "Panel 4, Brian Rivard."


DR. RIVARD:  Would you have the tab?

MS. KRAJEWSKA:  It is tab 2.

DR. RIVARD:  Okay.

MS. KRAJEWSKA:  Tab 2 has your witness statement, and then pages 55 and 56 have further diagrams.

DR. RIVARD:  Okay, I have that, thank you.

MS. KRAJEWSKA:  So can you just explain whether your analysis changes when the demand response resource has a behind-the-meter generator?

DR. RIVARD:  So really --


MS. KRAJEWSKA:  Sorry, does not have a behind-the-meter generator.

DR. RIVARD:  Right.  So the issue really was the examples that I give -- what I wanted to do, the intent of what I was trying to do in my evidence was to create a situation where we had identical participants, and to do a thought experiment of whether under the amendments, those participants would be treated the same or they would be treated differently.

So it was really just following through with whether the amendments are consistent with the principle of horizontal equity.

So what I do is I set up a situation where there are two companies that are exactly the same.  They both consume Electricity, and they have the ability to generate electricity.

The only difference between the companies is what I say is an arbitrary difference, and this is where the meter is located.  So for example the -- I call the DR company, the dispatchable resource, it has only one meter connected to the IESO and it has a generator behind that meter.  So it's measured as a net meter on the IESO system.

Whereas Genco corporation is metered both with the generator and the consumer side.

And what my example shows is that under the amendments, both are treated the same, and therefore it is consistent with horizontal equity.

If instead we were to pay the demand response resource for the amount of megawatts that it reduced on the IESO system, what I show is they would actually be treated differently.  And the reason is that the demand response resource first gets a benefit, in the sense that it saves paying the IESO for its consumption just by turning on its generator.

But then it also gets paid to do the exact same thing in the form of a double payment, whereas the generator continues to consume and only gets paid for the generation side.  The double payment creates a horizontal inequity.

So Mr. Anderson said, well, his experience is that most of his members don't have a behind-the-meter generator.  So it doesn't change things.  And my response would be that sets up - that is no longer a situation where I am trying to show that the amendments are consistent with horizontal equity.  That sets up a situation where you have two different types of participants, and then you have to look at it from the standpoint of vertical equity.

So in my examples, I now only have a demand response resource that consumes electricity and is connected to the grid, and a generator resource that produces electricity and is connected to the grid.

In my example, the demand response resource -- and I guess if we can turn to the example, it might be helpful for you.  The example I think is called figure 1, A prime.

MS. KRAJEWSKA:  That is at page 55.

DR. RIVARD:  Okay.  So at the top you can see the names of the company, DR Corp and Gen Corp as a matter of comparison.  In the boxes just below that, it kind of describes the technology that is involved here.  So the demand response consumes 4 megawatt-hours of electricity, and it has a value that it places on that electricity of $150.  And by that it means that as long as prices are below $150, I want to buy electricity to make the final product that I am in business making.

If you go over to the right, we have the generator and it has a capacity to produce electricity of 4 megawatts and it has a marginal cost, a cost per megawatt of electricity produced that is equal to $100.

I should say I just noticed here that under the demand response corporation box, it should also have what is called a fixed avoidable cost of a thousand dollars.  That seemed to be -- it might have got lost in the text box.  That is comparable to the avoidable cost that the Gen Corp has.

So what that cost represents, it says, hey, if I am going to be available as a demand response resource, to be a capacity resource, that is if called upon, I will reduce my demand, I am going to have to incur some costs, staffing costs, system costs that makes me available to respond and that is going to cost me a thousand dollars.

And the generator, same thing.  I've got to have staff available to make sure I can respond to an IESO request to produce electricity, and that is going to cost me a thousand dollars.

If I don't maintain those facilities, I don't have to incur that cost.  So at a minimum, if I am going to incur that cost, I have to be able to recover that in the capacity auction.

So in this example, the first example, there is no energy payment.  That is kind of what is proposed under the amendment.  `
So from the demand response resource's standpoint, it is asked to bid into the energy market at what it is willing to pay.  And because it is willing to pay up to $150, it bids $150.

And what it is telling the IESO is, as long as the prices are below $150, I will be consuming 4 megawatts or 4 megawatt-hours.  but when the price exceeds $150, I will shut down.  I will no longer consume.

The generator, because it's going to incur a cost using fuel of $100 per megawatt, it puts an offer into the market that says I am willing to sell electricity, as long as the price is above $100.  If the price is below that, I will not run.

So you can see the DR Corp has a bid price of $150, and Gen Corp has an offer price of $100.

So the market clears at $100 and in this example, it turns out the generator is what is called the marginal generator, and the price is set at $100.

Under the amendments, the DR Corp would consume electricity, because the price is below what it is willing to pay; $100 is less than the $150 it is willing to pay.  So it will incur an energy cost, which is listed there in red as minus $400.  It pays the IESO minus $400, and it is happy to do so because it is producing a product and it is still making money in the production of that product.

From an IESO standpoint the generator then is paid $400, the market clearing price, times the 4 megawatt-hours it delivers.  So it gets a revenue of 400, and the net IESO settlement then between the two, the demand response company pays the IESO $400 and the generating company receives from the IESO $400 for the services that they provide.

So the boxes below that show you essentially what the net settlement is for both companies.  From the demand response company it receives a value of $600 by just consuming the energy.  That is how much it was willing to pay.  It receives that by consuming the input of electricity and producing some other product.  It pays $400 for the ability to use that electricity over the -- and this is a simplification -- I just assume this is like one hour, one year, it incurs that $1,000 fixed avoidable cost just to make sure it is available to reduce demand.  So its net value is minus 800.

When you compare that to the generator, it gets a net IESO settlement of $400 for the electricity it produced.  Of course, it did incur out-of-pocket costs, a marginal cost, of burning fuel to produce that electricity.  That costed $100 per megawatt, so that is $400 out of its own pocket.  And it, too, had to incur a thousand dollars just to make sure it was available to produce electricity.  So on net it is actually better -- worse off by minus $1,000.

What would those -- if you wanted to be available, and -- as a capacity resource, and you were offering into the IESO's capacity auction, what would both of those companies have to receive to be in its interest to participate in that capacity auction and to maintain its capacity?  Well, if you look at the box below, which is called "if unavailable" -- by that I mean if you said I'm not willing to incur that thousand dollars -- essentially the net value to the demand response company is $200; that is, it continued to consume and earn kind of a value in terms of its product sold at $600 and pay $400 for the use of the electricity, so it net $200, which is greater than the minus 800 it chooses to be available.

So from its standpoint said, I have to at least get minus $800 in the IESO's capacity auction if I am going to make my capacity available, because it is going to cost me a thousand dollars, essentially, to do that.

And the -- if you look at the generator side, if it didn't produce electricity, if it decided not to be available, it would not earn any revenues, it would not incur any marginal costs, and it would avoid that thousand dollars.  And so it essentially would have a net value of zero.

Therefore, if it competes in the capacity auction, what does it need to do?  It needs to recover whatever that fixed avoidable cost is in order to make itself available.  That is minus 1,000.

So in this case the outcome is exactly the same, that really the cost being expended by these two participants is a thousand dollars each to make themselves available just to be available for the IESO for reliability standpoint to either produce electricity or reduce their demand for electricity.

And so when they bid into the market they bid the exact same amount and they're treated the same.  So they're different, but yet the outcome I think is what we want to see from a societal standpoint, because we want that consumer to continue to consume, because from a society standpoint it is able to sell products, because the value it gets for selling those products is above the cost of a generator to produce that input.

And from the generator standpoint we're only willing to pay to be available if they can recover the fixed avoidable cost.  If someone else can come along and do it cheaper, we want them to do it.

So if you go to the next page, figure 1B prime, I now ask -- so from my standpoint I see these are two different individuals, but if I value vertical equity in the sense if I want to treat the two different people differently in a way that brings about their true value to society in the market, I think I get that in the first example under the amendments.

So if I look at figure B prime, the only thing I change now is that the demand response resource is eligible to get paid when it reduces its demand.  The first thing I think you have got to think about is, how does this change its incentives to bid into that electricity market?

So remember, before it said I am willing to pay up to $150 per megawatt to consume.  If the price goes above that I can't make economic sense of continuing to buy that electricity.

Now that I get paid, that changes my economics.  I am willing now to reduce my demand.  Whatever the amount I get paid is -- more than offsets the value that I would have got if I continued to produce the product.

So in this case I say that it actually lowers its bid price below what it is actually willing to pay to $75.  And the reason why is at $75, if the price was $75, the value I would get by continuing to consume would be the difference between what it is willing to pay the $150 and the price paid, $75, which is $75, but if it gets paid $75, ha, it's indifferent.  If the price goes above $75, it definitely wants to reduce its demand.  Why?  Well, it gets paid, say, $100 if the price is above 75 and it avoids paying $50 for something to continue to produce.

In that sense it gets a benefit twice, once in terms of the payment to do something and once in terms of avoiding a cost.

And what this example continues to show is that now changes the calculus for the money that the demand response company, DR Corp., gets vis-a-vis the money that Gen Corp. gets, just to be available.  It can now count on a situation where it is going to get a better payment than that generator company.

And so it actually lowers its bid in the capacity auction because it needs less.  These are two different individuals who I think we have to consider this in terms of vertical equity.  And we treat them -- we want to design a market to induce them to be -- operate efficiently, to represent truthfully kind of what their economic situation is.

And what I say this example shows is that by paying them we actually induce the demand response resource to not represent truthfully what they're willing to do.  They're actually now, because they're paid, willing to bid less, and we're willing to have them reduce demand when from a society standpoint it was actually beneficial for them to continue to consume, because the cost to produce that electricity was less than the value to society of them continuing to use it and producing their product.

So I would say that that becomes a vertical inequity, because we end up with an outcome that we think is socially not valuable.

Again, in this example, if we focused only on the concept of functional equivalence, they're both functionally equivalent.  They both deliver that same net effect, that supply and demand or balance for the IESO.  But I don't think that is the best way to evaluate discrimination here.  To me it is more about, are they delivering on the value that they can offer to society?

So that would be my sort of long-winded explanation of the situation.

MS. KRAJEWSKA:  If it would be of -- Dr. Rivard walked the panel through 1.A prime step by step.  Would it be of assistance if he did the same thing for 1.B prime as well, to walk through the steps of the diagram?

MS. SPOEL:  No, I don't think so.  I think we can probably kind of follow it.

MS. KRAJEWSKA:  That's fine.

MS. SPOEL:  I do have one question, though.

MS. KRAJEWSKA:  Go ahead.

MS. SPOEL:  Dr. Rivard, this is all premised, I take it, on the basis that DR Corp. and Gen Corp. have the fixed FA -- fixed avoidable costs.  If the fixed avoidable costs were different, then the outcomes of these analyses would be quite different.

DR. RIVARD:  Yes.

MS. SPOEL:  And your position or -- your position would be that what should drive who is in the market or who is successful in the auction is actually driven by what their fixed avoidable costs are, and that is the number that drives it.  So a person with a lower fixed avoidable cost will do better in the auction.

DR. RIVARD:  Yes.  And I think we want that from a society standpoint, right?

MS. SPOEL:  I don't know.  I don't know what we want from a -- I am asking you in terms of --


DR. RIVARD:  Yes.

MS. SPOEL:  -- this.  I am trying to understand the numbers here, which numbers, which numbers -- which are the numbers that are actually driving the -- what you end up with at the bottom of the page when you have gone through all of the various calculations, but the number that drives it, the underlying assumption that drives it is that the fixed avoidable costs are the same, not that the dollars per megawatt-hour are the same or anything else, but it is the fixed avoidable costs that are the same.  They're the equivalent number or same number that allows you to do this comparison.

DR. RIVARD:  Yes.

MS. SPOEL:  I wanted to understand for myself.

DR. RIVARD:  Let me kind of explain that further.  I specifically created a situation where the fixed avoidable costs of the two participants were the same to highlight the kind of the negative outcome that could happen.

And what the IESO is trying to do in its capacity auction is say, hey, we need someone to be available for reliability to either produce electricity or reduce demand, we want to make sure that whatever the cost of any participant is to be available to do that, we want to make sure we choose -- from the standpoint of running the market fair and efficiently, that we choose the lowest cost one first.

And that if the generator in this case had a much lower avoidable cost, even paying the demand response resource, which I think would provide it preferential treatment, even paying it, you might still get the generator company being successful in the auction, you're right.

MS. SPOEL:  I just wanted to understand what the driver was.  I think it is that equivalent fixed avoidable cost or the same.

DR. RIVARD:  That's right.

MS. SPOEL:  Thank you.  That is really helpful.

MS. FRANK:  Can I ask, in table 1B, under the demand response, the energy is zero.  I am a little -- where does the zero come from?  I understood the 600 when I was looking at 1A, but I don't -- I don't know what the zero is under 1B.

MS. KRAJEWSKA:  That is energy at VoLL on the DR Corp side.

MS. FRANK:  Yes, right.

DR. RIVARD:  Right.  So in this case, remember that if it's available and it bids $75 and the market clearing price was $100, it wouldn't be available to produce a product.  It would reduce its demand.

So the energy at VoLL really is supposed to say how much, what is the value if I bought the electricity and used it to produce my product?  Because it is not buying any electricity, it can't produce any product.  So the value it gets, the energy at VoLL is zero.

MS. FRANK:  But it's not -- then the 400 doesn't work either, because it is not paying for anything.

DR. RIVARD:  Well, no.  But the IESO then says, because you reduced demand by 4 megawatts, we're going to pay you that.  That is the concept of an energy payment at $100.

MS. KRAJEWSKA:  Can we just make sure we're talking about the same 400, because there is a number of 400s here.

DR. RIVARD:  I can --


MS. FRANK:  Maybe I've got it.  So it is the box under figure 1B, if available, and it is the second line, it is that 400 that you are talking about?

DR. RIVARD:  Yes, yes.

MS. FRANK:  Okay, I get it now.  Now, the other thing then is we started this by saying if there was a behind-the-meter generator, then the circumstances are different.

Neither of these are behind-the-meter generator?

DR. RIVARD:  No, no.

MS. FRANK:  So we don't have a figure that shows that circumstance.

DR. RIVARD:  We do actually.

MS. KRAJEWSKA:  Let me take you to that.  So this is -- these examples are where there is no behind-the-meter generator in the compendium.

MS. FRANK:  Right.

MS. KRAJEWSKA:  In Dr. Rivard's affidavit, he has similar figures, figure 1 and figure 1.A and 1.B at pages 27 and 28 of his affidavit.

So this is why this says 1.A prime and 1.B prime because in 1A at page 27 and page 28, this is where he does that analysis, where there is a behind-the-meter generator.  Do you want me to go over that again?

MS. FRANK:  I am just looking at page 27, and it doesn't appear to have 1.A on it.

MS. SPOEL:  I think we have different page numbers.

MS. KRAJEWSKA:  I'm sorry.  I am looking at the - I apologize.

MR. MONDROW:  Pages 18 and 19 in the compendium, the  numbers on the top right-hand corner.

MS. KRAJEWSKA:  Pages 18 and 19 of the compendium.

MS. FRANK:  Just tell me which one is -- the generator behind is which page?

MR. MONDROW:  Both.

MS. KRAJEWSKA:  Both 18 and 19 are where there is a behind-the-meter generator.

Page 18 is where there is no energy payment for the DR Resource, and page 19 is where there is an energy payment for the DR resource.

MS. FRANK:  Okay.

DR. RIVARD:  Should I walk through that example?

MS. SPOEL:  No, no, not unless we need to.  We can always ask you more questions about it this afternoon, if we are still puzzled.

MS. FRANK:  We will study it over lunch.

DR. RIVARD:  Thank you.

MS. SPOEL:  Sorry.  I keep interrupting your examination in-chief, I apologize.

MS. KRAJEWSKA:  It's fine.  I think it is really helpful.  I think it actually helps with the flow to address these issues as they come up.

Dr. Rivard, I just want to go back to something you started off with in your testimony, which is this idea of generators and demand responses, whether they are functionally equivalent or not.

If you could just elaborate from a kind of economic perspective why they're not maybe functionally equivalent.

DR. RIVARD:  I am not sure I would agree with that.  I think the point is that a demand response resource that reduces a megawatt of electricity to help balance the load, the supply and demand, is functionally equivalent from a generator that produces a megawatt of electricity to help balance demand.

If we use that as a test for discrimination or to define what is equal to treatment, you might come to the conclusion that they both should be paid for that service.

What I would argue is that's not the appropriate test for measuring discrimination, that I believe the concepts of horizontal and vertical equity are more appropriate, and what my examples do is try and draw that distinction.

MS. KRAJEWSKA:  Okay.  That concludes my examination in-chief.

MS. SPOEL:  Thank you.  Mr. Mondrow, you are next.  What I would propose to do since we had a short break, let's continue on to about 12:30 then we will take the lunch break at 12:30.

MR. MONDROW:  I would hike to make a proposal for Consideration of the panel, if I could.  Dr. Rivard's lecture was extremely helpful.  It also was brand new.

I am exaggerating a bit; it wasn't actually brand new. But conceptually, it was clear this stuff is not in his evidence.  I am fine with that, I think it was very helpful for the Board.  I think it was very helpful for everybody.  I didn't interrupt or object on that basis.

What I would like to be able to do is I would like to ask a few questions about what we just heard.  Then I propose that we take a lunch break, so I can review my cross-examination, which will now be completely different, hopefully more efficient.  I am not sure if it is allocated efficiency, or functional efficiency.  I will try to figure that out over the lunch break.

[Laughter]


MR. MONDROW:  But ideally, it would be of more assistance to the panel.  So if I could do that, I would appreciate it.  I think ultimately, it would be helpful.

MS. SPOEL:  I think that is a good suggestion.  Some of the new material is responding to comments that Mr. Anderson made on Monday, so we appreciate Dr. Rivard going through that extra work.  But I do understand your position in terms of cross-examination efficiency.

So, yes, why don't you ask what you think would be useful to ask now, and then you can have the lunch break to organize yourself.

MR. MONDROW:  Thank you very much.  And I am not even facetiously impugning what we heard.  I think it is very helpful.

MS. SPOEL:  We're not taking it that away.

MR. MONDROW:  Dr. Rivard, thank you very much.  I feel like I am back in -- well, I would never have made it into economics.  But had I been in economics, I wish I would have had you as a professor.

[Laughter]


MR. MONDROW:  So I want to try to talk about a couple of the concepts, and that will help me over the lunch break to hopefully understand a bit better.  I am just going to go in order of my notes here.

When all -- Member Frank asked you -- sorry, it was Chair Spoel who asked you about how the capacity auction clears, and you described that very well.  And as I understand it, when the capacity auction clears, when all the capacity auction bidders who are successful get paid their availability payment, their capacity payment, they all get the same unit price.  And that is the price at which the auction clears.  Is that correct?

DR. RIVARD:  Yes.

MR. MONDROW:  And is that functional equivalence horizontal equity or vertical equity?

DR. RIVARD:  That's a good question.  So the IESO designs a market that tries to make sure that it gets a megawatt of reliability that is consistent across any type of resource that provides that megawatt.

To the extent they can deliver on that megawatt, that would be functional equivalency.  The IESO assesses that and to make sure that that's the case.

To the extent they're exactly the same, the relevant ways, in terms of their ability to make themselves available, that would be horizontal equity, yes.

MR. MONDROW:  But the IESO doesn't check whether they're equally able to make themselves available at equal costs with equal effort.  It doesn't assess horizontal equity.  The auction settles based on functional equivalence, right?

DR. RIVARD:  I think I would agree that the payment is based on the ability to deliver the product, and they do the testing to make sure in advance that whoever offers is capable of delivering that product, yes.

MR. MONDROW:  And when the Ontario real-time energy market clears, it clears in a similar fashion; that is, there are bids, and when the last -- when the total amount of bids stacked up from low to high hits what is needed, there is a price, and all of the providers of that energy service get that clearing price, right?  There are other market adjustments, but in the energy market that is what happens.

DR. RIVARD:  Conceptually that is exactly what happens.

MR. MONDROW:  Okay.  And again, that would be functional equivalence, not horizontal equity or vertical equity, right?

DR. RIVARD:  Yes.

MR. MONDROW:  Okay.  You talked with Member Frank a bit about market history in search of a silver bullet which we haven't yet found, and maybe we won't find in quite that way, but I did want to come back to that concept for a minute.

If demand response is seeking and continues to seek a more active role in the market, that would be a change, right?  Demand today is not the same as demand in 2002.  There is different technology, there's a different way of approaching energy services.  Would you agree with that?

DR. RIVARD:  Certainly things have changed a lot since 2002.  I do think there are technologies available that might allow certain participants to be more responsive to a price.

MR. MONDROW:  If they invest in those technologies.

DR. RIVARD:  If they invest in those -- to the extent a technology investment is required and that technology is available, yes, I think there are differences, technological differences now, that weren't available back then.

MR. MONDROW:  And a payment stream of some sort to demand response resources, whether energy or some other administrative price, would impact the calculus for the optimal use of resources in respect of those investments in these new and emerging technologies, would it not?

DR. RIVARD:  If I am a demand response resource -- if I understand your question, but interject if I am off-track -- but if I am a demand response resource, that could be more responsive by investing in, say, some control systems, then there has to be an economic case for me to do so.

That economic case could be simply that in the past there were situations where prices got really high, I didn't have the technology to reduce my demand, I ended up paying a price that was well above what I after the fact wish I would have, but now this technology is available, and I am willing to invest in that technology to avoid that situation.  I think that is possible.

MR. MONDROW:  Could I take you to 1A prime and 1B prime, which are pages 55 and 56 of the compendium?  You spent a little bit of time on this.  I just have a few more minutes, Madam Chair, and then we can a lunch break.  I think a few more minutes.  I shouldn't presuppose.  Let's not presuppose anything just yet, Dr. Rivard.

So we will start with 1A prime, that's fine, thank you.

I want to ask you a question about 1A prime.  If I look at the opportunity cost of availability, the thousand-dollar figure that Member Frank I think was -- or maybe it was Member -- Chair Spoel was asking you about.

Why is, on the DR Corp. side, that thousand dollars not lower -- that is, its cost -- why is it not lower by $200, given the net value of production to the demand response resource of $200, which is the 600 minus the 400 up in the "if available" box?

DR. RIVARD:  Can you ask me that again to make sure I got --


MR. MONDROW:  Yes.  So let me see if I can break it down.

If we look at the "if available", the energy at value of lost load, the $600 I understand is a figure that is supposed to represent the value of consuming the electricity and producing the widget.

DR. RIVARD:  That's right.

MR. MONDROW:  That's the value to the DR Corp.

DR. RIVARD:  Yes.

MR. MONDROW:  And the net IESO settlement is the price that the DR Corp. pays in this part of the diagram for the electricity in order to obtain that value.

DR. RIVARD:  Yes.

MR. MONDROW:  And so there is a net value, just looking at those two figures, to DR Corp. of 200.

DR. RIVARD:  Yes.

MR. MONDROW:  Okay.  And so if there is a net value of $200, why does that net value not show up to defray in some fashion the opportunity cost of availability, the thousand-dollar fixed availability cost?

DR. RIVARD:  So the net value at the bottom is minus 800.

MR. MONDROW:  Yes.

DR. RIVARD:  But --


MR. MONDROW:  But the net value for the generator is minus 1,000.  So the net value for the DR Corp. is $200 less, negative, $200 greater. than for the generator. and yet the opportunity cost of availability is exactly the same, and what I don't understand is what happens to that $200 of net value in this calculation?  It seems to -- DR Corp. seems to have taken the money and run, to me.  Is that what happened?

DR. RIVARD:  So what the available box and the unavailable box do is they set up two different scenarios, and they try and say, what would my -- the economic outcome be under those two scenarios?  So if I decide that I am going to incur the minus thousand dollars to make sure I'm available to respond, I incur that right up front, and then when the prices turn out to be $100, because I value consumption at $150, I say, well, I am going to consume.  I earn $600, let's say, in the sale of my widgets, it costs me $400 to produce -- to buy the electricity to do that.  I have already incurred a thousand dollars.

So after the fact I am actually minus $800 net, right?

MR. MONDROW:  Right.

DR. RIVARD:  If I -- before I make that $1,000 investment, if I had known this, I might have looked at it differently.  I would have said, I can still consume those 4 megawatts and earn $600 on the sale of my product.  It will cost me $400, but I avoid that thousand dollars, and so I am net $200.

What I have got to do is make sure that if I am going to make myself available I've got to at least cover the 800 that I lose, plus the 200 lost opportunity that I would have got had I not been available.  That sums to minus a thousand dollars.  That is, if I make myself available, I could lose $800, and I've -- gave up that opportunity of not incurring that cost, and it could have been $200.  These are comparisons of the two scenarios.

MR. MONDROW:  But if I decide to make myself available, and given the net value of making my widgets I need $800 to recover the opportunity cost of availability, that's my -- if this is a closed system, everywhere else this is a closed system, you're netting all of this out to zero except in that case.  In that case DR Corp. takes the money and runs, and it impacts the opportunity cost of availability, doesn't it?

DR. RIVARD:  I don't think so.  Let's try this again.

MR. MONDROW:  Be patient with me.  I will try to be patient with you.

DR. RIVARD:  I am about to bid into this auction, and two things -- I decide am I going to bid in or not.

MR. MONDROW:  Okay.

DR. RIVARD:  If I bid in, I've got to incur that $1,000, and if I had some sense that the price was going to come out at $100, and I was willing to pay 150, I know that if that happened I would lose $800.

Alternatively I could say, I don't have to bid in, and I don't have to incur that $100, and the outcome will be, I will get $200.

MR. MONDROW:  Sorry, I don't have to incur --


DR. RIVARD:  That thousand dollars.  So I can get $200.  I've got to be -- I've got to get at least $200 if I am going to bid into that -- net $200 if I am going to bid into that capacity market.  That means I need to get a thousand dollars.

At that point in time, that's what I'm avoiding, which turns out to be exactly that avoided cost.

MR. MONDROW:  I am going to have to think about that because I still don't quite follow.  But I will think about it.

DR. RIVARD:  Sure.

MR. MONDROW:  Let's go over to 1.B prime.  Member Frank, I think, asked you about the zero, the energy at value of lost load on the DR Corp side, if available.  And she asked why that is not $600, and you answered obviously.

But I still don't understand that.  Can you try it again?

DR. RIVARD:  So in that scenario, because the resource bid is $75 and the price comes in at $100, it means it will not consume.  It means it will not be able to produce widgets.  It means it won't be able to sell widgets.

So the energy at VoLL is really to reflect how much do I get from selling widgets, and the answer is zero.  because I wasn't consuming.  I wasn't buying electricity.  I couldn't produce those widgets.

MR. MONDROW:  Yes, but isn't that true in 1 A prime in the same box?  Isn't that the box where the DR resource bids?

DR. RIVARD:  In 1 A prime they consume, they actually consume, because the price at that point, being $100 is less than the 150.

MR. MONDROW:  Got you.

DR. RIVARD:  I think what this is trying to show you is that when you pay the DR resource not to consume, it changes its economics.  It now says my opportunity cost is actually different.  If I consume, I may forego producing a widget and making some money on it, but I can get paid something to do that.  And if it's more money to get paid to do that, suddenly I am kind of in a different business.  I am no longer in the widget business.  I am in the business of just not consuming.

MR. MONDROW:  Well, I'm in the business of optimizing my resources.  Sometimes that is not to consume.  Sometimes it is to consume and make my widgets.  It depends on the market price.

DR. RIVARD:  Yeah, that's right.  It is it about their personal optimization.

But I think what I am saying is that personal optimization has now changed --


MR. MONDROW:  Understood.

DR. RIVARD:  -- because of the kind of double benefit that I would say is available.

MR. MONDROW:  Okay.  And what happens in 1 B prime very bottom line from the market's perspective is the reliability is obtained for fifty dollars less a megawatt, right, from the market's perspective, from the ratepayer's perspective?

DR. RIVARD:  Yes.  If suppose -- I think that is fair, with the caveat that they offer less.  If it turns out that they were the clearing resource, and the price clears at 200 where alternatively they'd have been the clearing resource in the but for case where they weren't paid and it cleared at 250, it is true there is a savings of $50 on the capacity payment, yes.

MR. MONDROW:  So the answer is yes?

DR. RIVARD:  The answer is yes, sorry.

MR. MONDROW:  From the market's perspective, the electricity market.

DR. RIVARD:  From the perspective of the amount paid out of the capacity market, that's true.  But can I make one follow on point to that?

MR. MONDROW:  I have to let you, unfortunately.  I would have loved to have stopped there, but yes, please do.  It wouldn't be fair.

[laughter]

DR. RIVARD:  The alternative is you no longer may have that generator there at 250.

In my example, if they cleared at $200 for the capacity market, you no longer have that generator.

MR. MONDROW:  What do you mean you no longer have them?   You mean that KCLP, they exit the market?

DR. RIVARD:  Yes.  Well, they bid 250 for the capacity payment and they needed that to make themselves available.

MR. MONDROW:  Right.

DR. RIVARD:  So now they're saying, well, in three years, I am not going to get an availability payment.

MR. MONDROW:  But the market price is still $200 lower, right?

DR. RIVARD:  Yes, but if I shut down my plant, I avoid a thousand dollars.

MR. MONDROW:  But I am saying the market still pays $200 rather than $250 for the capacity.  It is too bad that the generator has gone, but the market is still saves money, right.

DR. RIVARD:  The capacity payment as a net are lower, what's going to happen to the energy price?  That generator is no longer there.

MR. MONDROW:  Well, a couple of years from now, there will be a different set of prices, you will send different signals, and we will get investment.

DR. RIVARD:  It's possible.  But I think what you have done now is when you're looking at the total -- I think what is important here is what is the total cost that consumers are going to pay both for energy and capacity.

MR. MONDROW:  Over what period of time?

DR. RIVARD:  Well, I think that is a fair question.  It depends on what you're evaluating.

But I think, from a market standpoint, what we're trying to do when you're designing markets is result in the lower cost overall of meeting demand, and that includes both in the short term in terms of energy, and in the long-term in terms of the capacity that is invested.

MR. MONDROW:  We are definitely going to talk about what is market is going to achieve after lunch.  Thank you, Madam Chair.

MS. SPOEL:  We will resume at 1:15.
--- Luncheon recess taken at 12:15 p.m.
--- On resuming at 1:20 p.m.

MS. SPOEL:  Please be seated.  I was thinking about economics.

[Laughter]

MR. MONDROW:  You and me both.

MS. SPOEL:  Okay, Mr. Mondrow.

MR. MONDROW:  Thank you, Madam Chair.  I was also thinking about economics.  Hopefully you had more success than I did, but Dr. Rivard, I am going to go back to 1B prime, and I am going to ask one more time, and I am not going to go over, other than this question ground that you ploughed very ably and thoroughly this morning.

But I wonder if you could, and it is probably just me, just tell me, the $75 bid price for DR Corp., is that a derived number?  And if so, could you just explain to me, if possible, briefly how that is derived?

DR. RIVARD:  Yes.  Let me try and do that.

So if DR Corp. buys electricity and uses it to produce widgets, it will receive a value from the sale of that widget at $150 per megawatt-hour, essentially translated.  So it is willing to pay up to $150 per megawatt-hour, just to consume.

So the value that it gets from consuming is really the difference between that $150 and what it would pay for electricity to have the ability to consume.  So the value it gets is the 150 minus whatever the market price is.

MR. MONDROW:  Okay.  Sorry.  So the market price here is $100.

DR. RIVARD:  Right.

MR. MONDROW:  And the value that it gets then is $50.

DR. RIVARD:  So that's right.  In this scenario, when the market price is $100, if it chose to consume it would get $50 net.  If it's paid the market price, though, in this scenario, when the market price is 100 it gets $100 and avoids having to pay that electricity.

So on net it is better off.  It says I am better off not producing because I have a hundred dollars in my pocket than producing widgets and having really only net $50.

When you think about that calculus, at what price are they now saying I am willing not to consume?  It is essentially when the value of the $150 minus whatever that price might be is just equal to the price I get paid.  So we can kind of do this simple kind of equation there.

Whenever the price is half the value of what I am willing to pay to consume, at that point whenever the price is above that half the value I am better off, because I get paid something more than what I would earn on net just to produce my widgets.

MR. MONDROW:  Okay.  Thank you.

Can we go to your -- I am going to call it your evidence.  It's been referred to as your affidavit.  It is your counsel's examination in-chief compendium, Exhibit K2.5, behind tab 1.

So for my questions we will use your evidence, as I cited in that compendium, and we will use our compendium for cross-examination, which is Exhibit K2.2, if you can just keep both of those.  I think that is all we will need.

So starting with your evidence -- and I want to go to paragraph 15 of your evidence, which is at page 7 of the compendium, at the bottom there.  And I actually want to go over to a statement at the end of the paragraph, so we have to go over to page 8, at the top.

Madam Chair, I forgot to start my timer, so I started my timer.  I am not asking for time.  Just, that is why I picked up the phone.

The last sentence in that paragraph, Dr. Rivard, you say:

"AMPCO also contends that the Commission in FERC order number 745 has definitively recognized that failure to compensate DR resources for such services is unjust and unreasonable."

Do you disagree that's what the Commission found?

DR. RIVARD:  No, I don't disagree that is what the Commission found.  Can I just read that again to make sure...

MR. MONDROW:  Yes, of course.

DR. RIVARD:  So the Commission found that the failure to compensate DR resources for such services is unjust and unreasonable.  I guess perhaps the use of the word "contends" is really more with reference to the word "definitively", if perhaps that is what you are asking me.

MR. MONDROW:  Well, did the Commission -- so with that qualification you're referring to subject to a net benefits test, essentially, right?

DR. RIVARD:  That is true, yes.

MR. MONDROW:  Okay.  So let's go to paragraph 22 of your evidence, please.  So you say at paragraph 22:

"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."

So when you talk about incurring a cost there, you're not talking about the value of lost load opportunity costs issue.  You're talking about an actual incremental cost that needs to be incurred in order to provide the energy service.  Am I correct about that?

DR. RIVARD:  Let me just read it again and make sure.

I would say that that is a general statement that could include the costs of a lost opportunity or if possible the costs of a physical cost incurred.  It's a general statement that if there is a cost of doing something that you can't recover, then you could be competitively disadvantaged.  It is more to set up the discussion that follows, which is, I haven't seen evidence that that's the case.

MR. MONDROW:  All right.  So it's not that they incur a cost.  It is that they incur -- you should have said, I guess, incur a cost that they can't recover.  Is that what you meant?

DR. RIVARD:  It is implicit, I think, in the use of the word "avoid"; that is, by not doing something, have I avoided that cost, then by doing it I incur it and I can no longer recover it.  So it is kind of one in the same, if I...

MR. MONDROW:  Well, they're only competitively disadvantaged, you say, if they incur a cost that they can't recover, right?

DR. RIVARD:  Right.

MR. MONDROW:  Okay.  Or if they incur a cost for which there is no opportunity for them to recover.

DR. RIVARD:  Yes.

MR. MONDROW:  Okay.  Now, in respect of the value of lost consumption, the opportunity cost that you spend much of your evidence talking about, I think what you say -- and in any event I think you would agree that to a large extent the risk related to that avoided cost is addressed by demand response resources when they submit their energy bids; that is, they're only going to bid at a level for curtailment below -- sorry, above which; that is, if the price is higher than their bid they're better off not consuming, and if the price is lower than their bid, they're better off to continue consuming, and that is how they manage the risk of the lost opportunity cost incurred by being curtailed.  Right?

DR. RIVARD:  That's correct.

MR. MONDROW:  Okay.  So as long as the market price stays below the maximum bid they're allowed, they can manage that risk.

DR. RIVARD:  Yes.

MR. MONDROW:  But if the market price went above that maximum, they can't manage their risk any more, they're exposed.

DR. RIVARD:  Well, if -- if I understand what you're saying, if they offer at the maximum price that they can offer in the market --


MR. MONDROW:  Yes.

DR. RIVARD:  -- which is $1,999.99.

MR. MONDROW:  Yes.

DR. RIVARD:  As long as prices are below that, they're happy to consume, and so they're managing that risk.

MR. MONDROW:  And if the DR resource was to incur a cost of curtailment above its maximum allowable bid price and the market price went to the maximum, it would be exposed?  It would be dispatched despite its bid, and it would incur its costs associated with dispatching if they were higher than its bid price, that would -- they would have to eat that in the current market where there is no energy payment available.

DR. RIVARD:  So under your scenario, the dispatchable load value consuming at something that was my higher than the maximum bid -- let's say it was $3,000 and the price went to $1999.99 and that's the most it could bid, it would be asked not to consume.

It would forego that opportunity to purchase electricity at something less than -- I think I said $3,000, and produce something for society that is productive.

That would be a lost opportunity cost, that's correct.

MR. MONDROW:  Let's look at paragraph 23 of your evidence.  So following from paragraph 22 -- in paragraph 22, just to reset, we talked about your statement that if a DR resource incurs a cost when economically activated to curtail demand, it would avoid if it continued to consume, it could be competitively disadvantaged by the amendments.

And you said, when you said cost in paragraph 22, you didn't actually mean incremental cost.  It could be any cost; opportunity cost, incremental cost value of lost load.  You still stick by that answer?

I ask that because in paragraph 23, you contrast that with a natural gas gas-fired generator and you say that generator could provide both a conceptual and factual evidence that it incurs a fuel cost when economically activated in order to produce the energy it can avoid saved by not producing.

So I had understood your reference to cost in paragraph 22 to be a cost other than an incremental fuel-type cost incurred to provide the energy service.

But are you going to say again that I read that wrong, that you meant something broader in paragraph 22?

DR. RIVARD:  I would say that you read it right.  But when I wrote it, conceptually I was thinking a cost per megawatt to either inject energy to produce electricity, or to reduce demand. I was thinking that type of avoided cost.

But when I read it, as you say, it is true it could be any avoided cost.

MR. MONDROW:  Okay.  So if a generator incurs a fuel cost, they recover that in energy payments if they choose to bid and run.

DR. RIVARD:  A generator bids an offer price that reflects its marginal costs of producing a megawatt, either, you know, increasing a megawatt of production from where it was at.  It is paid an energy price for that delivery of that megawatt.

MR. MONDROW:  And isn't that the component of the payment stream to generators where you assume they would recover their fuel costs?

DR. RIVARD:  They recover through that payment their marginal fuel costs, that is the incremental cost of using fuel to produce one more megawatt.

MR. MONDROW:  Right.  And you heard Mr. Anderson's testimony or read it on Monday, and he talked about similar types of costs, incremental costs incurred by DR resources to provide energy services.  Do you accept that DR resources can incur similar types of incremental costs to provide energy when activated?

DR. RIVARD:  Can you -- can we go to Mr. Anderson's testimony where he talked about that?  I just want to make sure that I properly characterized the costs that he was thinking of.

MR. MONDROW:  Yes.  Let's go to tab 2 of -- sorry, tab D of our compendium, which is Exhibit K2.2.  And let's -- these are just a few pages from Monday's transcript.  Let's start at page numbered 16 at the top right corner.

And Mr. Anderson is actually responding to your evidence and he says, starting at line 4...


DR. RIVARD:  Sorry, I am having trouble finding it. Where is it at again?

MR. MONDROW:  It is our compendium, a compendium that we filed, so it is K2.2 and it is tab D.

DR. RIVARD:  Tab D?

MR. MONDROW:  D as in door, doctor.

DR. RIVARD:  I have tab 1 and tab 2, sorry.

MR. MONDROW:  You're looking at the wrong compendium.  It is K2.2, unless I numbered that improperly.  No.

DR. RIVARD:  I have maybe --


MS. KRAJEWSKA:  It is the other compendium, Dr. Rivard.

MR. MONDROW:  Right under Ontario Energy Board, it says -- oh, no, I guess they all say that.

If you look at the bottom line, it says "Compendium for KCLP panels", bottom line on the cover page.

DR. RIVARD:  I don't have that.  Thanks.  Thank you very much.

MR. MONDROW:  If you see tab D there, if you flip to tab D you should see the cover page of a transcript.  That is Monday's transcript.

DR. RIVARD:  Yes.

MR. MONDROW:  If you go to page numbered 16 at the top right corner, transcript page 16, line 4.  So Mr. Anderson is responding to your evidence, and this is his direct examination and he says in reference to the diagrammatic configuration of a behind-the-meter versus not behind-the-meter generator that you set up in your evidence, and he says:
"This is by far the minority example of what actually happens in a demand response activation.  Typical demand resources don't have behind-the-meter generators; the majority of them do not.  And what they do in terms of responding to activation notices is they dial back their processes.  They shut down equipment.  They stop making whatever widgets that they would rather be making.  These operations incur real costs to do this, beyond the cost of lost production as highlighted by Dr. Rivard.  And I will give you some examples of this.  I will take the steel industry as an example, because it is probably easier to understand than some of the others."


I am not going to read the whole thing; you can, if you wish.

He goes through, on the rest of that page and the following page, some examples of gas costs incurred by a steel DR resource, if it takes its process down to heat the refractory to keep the steel molten, I guess, or at least soft, heat space and so on.

Then he concludes at line 18 on page numbered 17 of the transcript:
"So for those customers, there is a much broader range of costs beyond the value of lost load and a broader range of risks to consider."


Do you have any basis upon which to disagree with that information?

DR. RIVARD:  Well, no, I don't have any basis to disagree with it, no.

MR. MONDROW:  All right.  And would those types of costs not be analogous to the fuel costs that you identify in paragraph 23 of your affidavit, that a generator incurs when dispatched in the energy market, incremental cost to provide the energy service?

DR. RIVARD:  So I think it is important to distinguish between two types of costs, and I will compare what I am reading here to the generator, just to give an analogy.

So the first cost is a marginal cost which, as I said, is a cost per megawatt of either producing electricity, or reducing demand.

In the case of a generator, it's the incremental fuel that they need to use to burn to produce one more megawatt of electricity or energy.  For a demand response resource, it is really the value of lost load that it gets from not having that one megawatt of electricity to produce whatever widgets it needs to.

The generators incur another cost, which is a start-up cost.

MR. MONDROW:  Sorry, before we go to the other cost.

DR. RIVARD:  Hmm-hmm.

MR. MONDROW:  I guess we'll have to go through this evidence.  So let's go back to page 16 of the transcript, line 17:
"In a situation where demand response is activated, typically steel manufacturing entities would take out of service called an electric arc furnace.  If that electric arc furnace happens to still have molten steel inside it, you're no longer putting electricity to it to keep it that way.  It will eventually harden up.  That is a very bad thing.  So they do fire on gas."


So there is a gas cost, right, Dr. Rivard?  Do you have any reason to believe that Mr. Anderson's evidence on this is inaccurate?

DR. RIVARD:  I have no evidence to dispute that, no.

MR. MONDROW:  Okay.  Then reading on:
"In addition to that, there's a downstream process where billets are loaded into a furnace for further processing.  Those furnaces are full of refractory, which is basically industrial-grade insulation, for lack of a better term.  That refractory, if it is subjected to temperature fluctuations, will crack, break and fall off.  It's very expensive.  So they also have to fire that furnace with natural gas," again natural gas, "which they otherwise would not have to do.  These are costs that are avoidable in a situation where they have been told to activate."


Now, do you have any reason to disagree with that example of gas burn?

DR. RIVARD:  I have no evidence to dispute that.

MR. MONDROW:  There is a third example.  I won't belabour the point too much, but keeping the steel warm and Mr. Anderson says they need to fire gas to do that.  Any reason to believe that is not the case?

DR. RIVARD:  I have no reason to dispute that, no.

MR. MONDROW:  So those three examples are analogous, I would suggest to you, to your generator fuel costs.  This is gas cost incurred by a DR resource if and when activated, and they pay -- that's not an opportunity cost.  It is not a value of lost load.  It is an incremental out-of-pocket expense that they have to pay in order to curtail and provide the energy service to the market.

Do you agree with that?

DR. RIVARD:  Based on the evidence, and I have no reason to dispute it, I say, yes, that is an avoided cost.

MR. MONDROW:  Okay.

DR. RIVARD:  Can I explain?  I think it is important to understand the difference, though, between these types of costs and compare it to a generator.

So I hear two costs here.  One is, once I am activated, if I have to be activated there can be a one-time cost that I am going to incur to make sure that I maintain my product.  I light up -- I burn gas to light up the boilers and make sure the product is ready for when I need it later and I can resume consuming.  It is kind of a one-time cost that doesn't vary with the actual megawatts necessarily of how much I reduced.

MR. MONDROW:  Well, how do you know that?

DR. RIVARD:  From what I am interpreting.  Am I wrong?

MR. MONDROW:  Do you have any information on how much gas has to be burned with what percentage of process reduction, et cetera?

DR. RIVARD:  No.

MR. MONDROW:  You're assuming that it is on or off.  But you don't know that, do you?

DR. RIVARD:  I don't.  But I am trying to --


MR. MONDROW:  But on that assumption -- so you're going to make that assumption.

DR. RIVARD:  Let's make that assumption.

MR. MONDROW:  Well, you can make that assumption, but go ahead.

DR. RIVARD:  You can challenge me later if it matters.

But what I am saying is that is a one-time cost that could be avoided when I had to maintain my product if I wasn't activated.  It is not a cost per megawatt to be activated per se.  This doesn't change with the amount of megawatts that I reduce --


MR. MONDROW:  Again, you are assuming that.

DR. RIVARD:  I am assuming.  And if I am wrong then you guys can correct that.

MR. MONDROW:  I can't give evidence, unfortunately --


DR. RIVARD:  But that's my assumption.

MR. MONDROW:  -- that's where we are.

DR. RIVARD:  I think that is analogous to a gas generator in the sense that to start up, to be able to produce electricity, it incurs a start-up cost to heat up its boilers that is kind of a one-time fixed start-up cost.  That's true.  It then incurs an additional cost per megawatt to produce an additional megawatt of energy.

So there is two different types of costs.  One is a marginal cost, cost per megawatt of energy produced or a marginal cost versus a cost in terms of a megawatt reduced, and there is a fixed avoidable cost just to get ready to be activated.

MR. MONDROW:  As long as that DR resource keeps its process off it has to keep that steel warm, doesn't it?

DR. RIVARD:  In the same way as long as a generator wants to keep producing energy --


MR. MONDROW:  Right.

DR. RIVARD:  -- it has to maintain a certain cost.  It doesn't change what the amount of output.  It is a fixed cost.

MR. MONDROW:  Okay.  The one-time fixed start-up cost incurred by generators, they get compensated for that, right?  Speed no-load payments, start-up costs, minimum run times, that -- those are all designed to compensate for those start-up costs when they're dispatched in the energy market?

DR. RIVARD:  So the program that is in place today under the IESO is called a cost guarantee program.

MR. MONDROW:  Generator cost guarantee.  We learned that this morning.

DR. RIVARD:  Generator cost guarantee.  And the intent of that is to recognize that if a generator starts and needed to recover all of its costs through an energy price, it might start.  But it runs the risk that prices don't turn out to be as high as they had hoped.  Maybe they're the marginal generator earning only their marginal cost the whole time that they're operating.

The cost guarantee program says if you have incurred that start-up cost and you have submitted it in advance and had it audited, and it turns out that you didn't earn enough net revenue -- that is, the prices never went above your offer or your marginal cost enough to recover that cost -- we will give you a guarantee.  It's not an energy payment in my vocabulary because it is not a per megawatt payment.  It is a cost recovery guarantee.

MR. MONDROW:  Okay.  And if a DR resource thinks it may be activated and it is going to incur costs like that, these one-time start-up costs you're talking about, it would have to factor those costs into its capacity bid in order to not be exposed to losing those if activated, right?  That's the current situation.

DR. RIVARD:  Well, it could do one of two things.  It could put it in its energy bid, it could raise its energy bid.  I know that.  It is not only that I have a valuable asset load that I could cover, but I then have to keep my furnaces going --


MR. MONDROW:  Right.

DR. RIVARD:  -- so I want to avoid that.

MR. MONDROW:  Right.

DR. RIVARD:  Or it could put it in its capacity bid.

MR. MONDROW:  Right.  And if it put it in its energy bid, it would clear, if at all, above a generator who doesn't have to put those costs in their energy bids.

DR. RIVARD:  What the cost guarantee program for what a generator does is it allows it to offer more reflective of its marginal costs, the cost per megawatt of producing electricity.

MR. MONDROW:  Right.  Right.  Okay.

And so back to paragraph 22 again:

"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 amendment."

So do you think there are scenarios in which a DR resource could be competitively disadvantaged by the amendments?

DR. RIVARD:  It's -- I am trying to -- to me the amendments are just enabling a capacity auction.  I think my interpretation of the situation -- of the issue at hand here is that with the amendments and the creation of this capacity auction, there's concern that this long-standing rule about how demand response has had to put a bid in but not get paid for it, suddenly that became the concern.

MR. MONDROW:  Dr. Rivard, I read your statement.  Your statement said they could be economically disadvantaged.  Are you withdrawing that statement?

DR. RIVARD:  Umm...

MR. MONDROW:  Paragraph 22, first sentence.  Do you stand by that evidence?  Or not?

DR. RIVARD:  Sorry, I am just trying to understand.  I want to make sure I understand your question.

MR. MONDROW:  You can just answer the question I am asking you now.  Do you still believe that is an accurate statement, or not?

DR. RIVARD:  Well, it is true that if there's a cost that could be avoided and there's a risk you can't recover it, if someone else doesn't have that same risk they could be disadvantaged, yes.

MR. MONDROW:  It says a cost when economically activated.  So this is an economic activation.  This is an activation cost.  If there is a cost associated with that that cannot be avoided and cannot be recovered, there is a competitive disadvantage, right?

DR. RIVARD:  Yes.  And what is the cost?  And I think --


MR. MONDROW:  I can't give evidence, Dr. Rivard.  Go ahead.  If you want to expand your answer --


DR. RIVARD:  I think the issue here is being -- to be helpful, I think what should be considered is what is the cost being incurred and what's the appropriate way that any resource could recover that cost.

If the costs being incurred is a cost per megawatt of energy either produced or reduced, then the evidence it presented to me is that on a marginal basis a generator incurs the cost of burning fuel and it is paid the energy price to do that, and a dispatchable load incurs a lost opportunity potentially if the price is below its value.  That is a marginal payment.

And on that, I think my evidence is clear is that paying for that type of situation would be -- demand response resource would be discriminatory and it would induce kind of inefficient representation of what their marginal costs are.

MR. MONDROW:  Okay.

DR. RIVARD:  If the cost -- if there's a demand response resource that incurs a cost that is very much similar to a start-up cost like a generator -- i.e., what Mr. Anderson describes is possible, burning its fuel costs, burning fuel to maintain its product -- and it risks not recovering that, but a generator is able to recover that through the cost guarantee program, I think there is potential that that DR resource is at a disadvantage around that, in the sense that it is not offered exactly the same kind of guarantee for what is a same cost.

MR. MONDROW:  And if that resource thought it might be activated one day, it would have to build that cost into its capacity bid in order to avoid the risk, if assessed there was a risk.

DR. RIVARD:  Yes.  It would have to either put it in its energy bid or bid it into its capacity.

MR. MONDROW:  Okay.  Right.

DR. RIVARD:  And if I may, the issue becomes how best to deal with those costs.

MR. MONDROW:  Right.

DR. RIVARD:  And what my evidence says, it is not an energy payment; i.e., a payment at the market price per megawatt reduced.

MR. MONDROW:  Yes.

DR. RIVARD:  That is an overpayment.

MR. MONDROW:  Yes, I am going to come to that.

So your principle of horizontal equity that you talked about this morning, where does the customer fit into that analysis?  Horizontal equity, as I understood your description this morning, is horizontal as between the DR resources and the generator.

Does the customer figure in that analysis at all?

DR. RIVARD:  The whole concept is to evaluate whether two individuals -- if certain treatment disadvantages one individual over another.  It doesn't really contemplate there's someone outside of that comparison.  So I am struggling to figure out why that matters, where the customer fits in.

MR. MONDROW:  Maybe I get economics better than I think.  I struggle, too.

Another scenario.  Two off contract generators have different cost structures.  Both succeed in a capacity auction; they get the same capacity payments.  Both bid energy, they're both dispatched.  Different cost structures.  Marginal clearing price.

Isn't one compensated more proportionally than the other relative to their costs?

DR. RIVARD:  So generator A has -- let's say they have this fixed avoidable cost.

MR. MONDROW:  You're not going to do numbers on me, right?

DR. RIVARD:  I have to, to make sure I have your understanding.

MR. MONDROW:  All right.  Go ahead

DR. RIVARD:  Let's say there is generator A and generator B.  And they both -- to maintain their capacity to be available, it costs them a thousand dollars each as per my previous example.

One generator has a marginal cost of $50, that is to produce a megawatt; one more megawatt, it costs $50 to do so in terms of fuel.  The other has a marginal cost of $100.  We would expect that the generator with a marginal cost of $50 throughout the year will operate more frequently, because it is lower cost than the generator with a hundred dollars.

When the price is $100, the generator with the marginal cost much $50 earns a net revenue, the difference between $100, what it was paid, and the cost of actually producing that electricity.

It should anticipate that that net revenue will be helpful when it is bidding into the capacity auction.  It should bid lower than the generator that has a marginal cost of $100.

MR. MONDROW:  Right.  And if there's enough capacity to require that both generators get contracted, generator A with the lower marginal cost makes more money.

DR. RIVARD:  In that capacity auction, that is true.  In a dynamic sense, though, that is what you want in a market, because it's a signal over time that we want more generators like that, more generators enter.  Price falls.  Everybody is better off.

MR. MONDROW:  Exactly.  Thank you.

So let's go to figure 2B in your revised evidence.  So it is your client's compendium, Exhibit K2.5, page 25.

DR. RIVARD:  Okay.

MR. MONDROW:  So I am going to try to cut to the chase and you are no doubt going to try to deconstruct, but let's see how it goes.

If we look at the bottom line, the IESO TCA, we have a situation where DR Corp bids 175 a megawatt and Gen Corp bids 250 a megawatt.  And let's assume that DR Corp clears the TCA and Gen Corp doesn't, which I think is the outcome that you decry as unfair.

I am going to suggest to you that the result of that is that with the DR, there's double the value.  Value to the DR Corp in avoiding energy costs net the same time to the value of market reducing demand effectively a pancaking of value and DR Corp gets the advantage of both of those.  It gets the capacity payment, and it gets the availability payment, and it gets the energy payment, because it can provide two value streams.  Is that not economically the case here?

DR. RIVARD:  It gets two value streams and that is what allows it to bid something less than what its true avoided costs from a society standpoint is.  But it does lead to a lower capacity price, if in the event that the amount of capacity that the IESO needed was less than -- at a price less than $250.

MR. MONDROW:  So if we go to paragraph 47 of your evidence, I think you are still --


DR. RIVARD:  Can I just point out, do you also realize that we now had a situation from a society standpoint that we no longer have widgets, right.

MR. MONDROW:  Yes.

DR. RIVARD:  That is part of this, that we're trying to, we're looking at this --


MR. MONDROW:  I understand.  I am going to come back to that.  Societal benefits.

MS. KRAJEWSKA:  Sorry, can you let him finish his answer, please?

MR. MONDROW:  Would you like to finish your answer?

DR. RIVARD:  That is all I want to say about that.

MR. MONDROW:  Thank you.  Let's keep that phrase societal benefit in mind.  Let's go to paragraph 47 before we move on.

If DR resources are provided an energy payment for economic activations, figure 3 illustrates 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.

Then it gets even better from the customer's perspective.  You go on to say:
"It is also the case that because DR Corp lowers its energy bid to $50 per megawatt-hour, half of its marginal generation cost," and you talked about that with me a little while ago with the other example, "it will be dispatched ahead of Gen Corp for energy."


You go on to conclude:
"This is not only harmful for fair and efficient competition in the TCA, it leads to inefficient dispatch of the province's generation resources which is in conflict with the IESO's least cost dispatch objective."


So explain the last part to me a little bit.  We've got lower capacity payments, lower energy payments, and that is harmful to fair and efficient competition precisely how?

DR. RIVARD:  So the situation that you want to avoid is that -- and I think I show this in the next example, where the actual avoided cost from a society standpoint is higher for the DR resource.

The situation that you want to avoid is create the situation where you pay someone something more than what their true lost opportunity cost is.  And in the short term what looks like a price savings, but in a dynamic sense, it affects what generation is there in the future or what demand is there in the future.

So what this does is it runs the risk that generators, all generators no longer receive that level of net revenue.  The price has fallen.  That means they will need to recover that net revenue in a capacity auction, in the next auction or if they anticipate this outcome, they will do if t in that action.  That could easily raise the price capacity.

So we can't -- you have to think about the whole dynamic effect.  The net outcome, though, I would say is that because this leads to an inefficiency, at least less widgets in the economy being produced, that there is -- in economics, it's called a dead weight lost.  There is value society could have obtained that is gone.

I think from a market design standpoint, when we're trying to design fair and efficient markets, that is what we're trying to achieve.  And that is really what I was getting at here, that situation.

MR. MONDROW:  So the value gained by electricity consumers is actually at the cost of widget consumers.  That's the problem?

DR. RIVARD:  The perceived value that electricity consumers might get in this situation may not be a long term sustainable value, if those generators that they still need also need those revenues.

MR. MONDROW:  If they still need them.  But what if more DR resources come forward under this structure because they're more efficient at providing this stuff.  Then consumers would be better off, right?

DR. RIVARD:  Well, at some point, you know, we'll have no generation.  And I don't know any market where consumers are not consuming and we still -- sorry, I don't know any market where we have no generation output and consumers can continue to consume.  So you have to be very careful with that analogy.

And, you know, I think this is where the net benefits test, in my mind, kind of -- is suspect in that it looks at very short term, a very short term savings to consumers, but not recognizing that it comes at the expense of generators to recover those net revenues and can lead to, over the long-term, a higher cost for consumers.

MR. MONDROW:  Let's if to paragraph 56 of your evidence, if we could.  Paragraph 56 is -- or you talk about the net benefits test, Dr. Rivard.  You ultimately explain that in the concluding sentence as follows - sorry, you don't explain the test in the concluding sentence.

In the concluding sentence, after talking about the test, you say:
"In this sense paying DR resources is deemed cost-effective if it leads to lower bills for all non-DR customers."

And maybe that is your encapsulation of the net benefits test.  Is that what that sentence is?  Is that essentially what the net benefits test was?  Paying DR resources is deemed cost-effective if it leads to lower bills for all non-DR consumers?  The FERC necessary benefit test, I should specify.  Sorry.

DR. RIVARD:  Yes.  If you read the FERC order that is exactly how they describe it, right?  They call it the billing effect.

MR. MONDROW:  Right.  And did they get that wrong?  Do you think that is the wrong test?

DR. RIVARD:  I think it's the wrong test to apply in the context of a market, yes.

MR. MONDROW:  Okay.

DR. RIVARD:  And I think I explain this in a response to one of the interrogatories, or it might be Mr. Anderson's witness statement.

What it does is it looks very short-term and says, we can save some energy payments here for all other consumers, essentially by paying one demand response to reduce instead of paying a generator.  And it lowers the prices for sure in that moment for energy.  But it is also clear that what that means is any other generator that is producing at that time, it also gets paid less revenue.  And so its net revenues also decline.

And the thing that the FERC kind of failed to recognize is that if you want those generators to be available, if we need electricity to be produced at some point, we can't do it all by demand response resources.  We will need those generators.  They're going to have to recover their fixed costs through some other means.  Capacity prices will go up eventually.  We need those generators.  Eventually they have to recover those revenues as rates go up.

My concern with the net benefits test is it is a very short-term test, a measure of what consumer benefit is.  I think what we should be concerned more with is the long-term costs to consumers, which includes not just the cost of the energy but the costs of the capacity, the value of the reliability that we get from having those physical generators there.

MR. MONDROW:  And the value of the widgets produced or not produced?

DR. RIVARD:  Personally I think that is value that we want in the economy, for sure, yes, that is how we -- we strive to design our economies, to make sure that the value of resources are put to their best use, yes.

MR. MONDROW:  And if you look at the last sentence in your paragraph 57, this is where you talk -- 57 is where you talk -- maybe this is what you were thinking about -- the societal optimization concept that you have mentioned, you mentioned a minute ago.

DR. RIVARD:  Yes.

MR. MONDROW:  In the last sentence in paragraph 57 you say:

"The net benefits test seeks to maximize the benefit to non-DR participants' or non-DR consumers' surplus and comes at the express of producers' surplus."

And then you say:

"That is contrary to the efficiency objective of the Electricity Act."

So your problem with the net benefits test is it produces allocative inefficiencies, it takes surplus from generators and gives it to DR resources, and in the long run you think that might not be good for the market.

DR. RIVARD:  Yes.  The net benefit test is in conflict with the concept of allocative efficiency, and it is true that you have to consider the dynamic effects.  The whole idea of promoting allocative efficiency in the short-term is that it sends the right signals to investors in the long-term, and to the extent that we structurally have competition in that way it assures that we get the least cost way of meeting demand in the future.

MR. MONDROW:  So again, this sentence at the bottom of paragraph 57:

"The net benefits test seeks to maximize the benefit to non-DR participants or non-DR consumers' surplus."

In Ontario that is electricity customers?  Yes?

DR. RIVARD:  It seeks to -- yes, it is all electricity consumers other than that DR resource; that's right.

MR. MONDROW:  "And comes at the expense of producers' surplus", in your examples, Gen Corp.

DR. RIVARD:  By producers --


MR. MONDROW:  The producers --


DR. RIVARD:  -- yes, by effect of lowering the energy price, it means that any generator that was producing now earns a lower revenue from energy, and therefore if they want to stay available and they need to recover their fixed available costs they will have to get a higher payment through, say, a capacity auction.

MR. MONDROW:  And then your evidence goes on for a number of pages to talk about what the net benefits test for Ontario or a net benefits test for Ontario would have to address to compensate or rectify this allocative inefficiency.

And it is my understanding that's what the IESO is working on now.  Is that your understanding as well?

DR. RIVARD:  From the documents that I read, they've said that is a study that they will do, yes.

MR. MONDROW:  Yes.  But you don't think they need to do that study.  You think they should just -- well, I am not going to go there.  It's okay.  I withdraw that question.

Sorry, Madam Chair.  If I could just have one minute?

MS. SPOEL:  Sure.

MR. MONDROW:  Thank you.

Madam Chair, thank you very much.  Those are my questions, thank you, Dr. Rivard.

MS. SPOEL:  Thank you, Mr. Mondrow.  Who is next?


MR. DUFFY:  Madam Chair, I believe I am next for the IESO.

MS. SPOEL:  Oh, yes, thank you.

Do you have any materials or anything you intend to refer to that we don't already have in front of us?

MR. DUFFY:  No, we will rely on what you have in front of you to keep it simple.

MS. SPOEL:  Great... [Microphone not activated]

MR. DUFFY:  The one you will need -- and we have been looking at it -- is the compendium from KCLP.

MS. SPOEL:  Perfect.

MR. DUFFY:  So as long as you have that we should be fine.

MS. SPOEL:  I have it right here on the desk in front of me.

MR. DUFFY:  Perfect.

Cross-Examination by Mr. Duffy:

MR. DUFFY:  Okay.  Do you have the right one, Dr. Rivard?

DR. RIVARD:  I hope so.

MR. DUFFY:  Okay.  I will lend you one again if you'd like.  All right.

So Dr. Rivard, I want to start with some basics again just to refresh everyone.  What we're talking about here, there is a capacity market, which you called a stock measure, correct, in your evidence?

DR. RIVARD:  Yes, capacity market to purchase what I call a stock variable; i.e., the ability or the potential to produce energy.

MR. DUFFY:  And in that auction process, if the capacity auction evolves as intended, the same payment will be made regardless of whether someone wins as a load or as a generator, correct?

DR. RIVARD:  Anybody successful in the auction receives the market clearing price, they get the same payment per megawatt of capacity made available.

MR. DUFFY:  And you helped clarify for us that every participant who clears the auction gets the same price.

DR. RIVARD:  That's correct.

MR. DUFFY:  Right.  And then the second thing we have is an energy market, which you called a flow measure, correct?

DR. RIVARD:  Correct.

MR. DUFFY:  Okay.  And in the energy market of course what we have been talking about is that generators are paid for energy, but loads are not paid to not consume.  Correct?

DR. RIVARD:  That's correct.

MR. DUFFY:  Okay.  And that has been the structure of the energy market since market opening, correct?

DR. RIVARD:  That's correct.

MR. DUFFY:  And can you just again explain the rationale for why the market is configured in that manner, the real-time energy market?

DR. RIVARD:  Hmm-hmm.  The market was designed that way to recognize that we wanted to encourage generators that can produce electricity to meet demand to do so in the least cost fashion, and we recognize that they incurred a cost of actually producing that.  They inputted the fuel.

So it is designed to say, tell us how much you need to recover that cost.  We will stack up those generators at lowest cost to highest cost, and we will choose just the generators that we need to meet demand, and we will pay all of them the market clearing price.  That will make sure that anybody that is accepted recovers their variable costs.

On the demand side, we wanted to set up a situation where the demand side had the ability to say that I am not willing to pay what it costs to produce, because my business is buying electricity as an input to continue to produce widgets or whatever it is.

So what was enabled was a bid option for the demand side that said at what price they would be willing to stop consuming, and if the price is below that they will continue to consume.

So from that standpoint the IESO kind of also analogously stocks up the demand-side bids from highest down to lowest, and the lowest bid, those who are not willing to pay the most, might be the first to ask to not consume.

MR. DUFFY:  And one of the questions you were asked, and I believe you acknowledged, is things are changing and technology is changing or has changed since 2002, correct?

DR. RIVARD:  Yes.

MR. DUFFY:  Therefore, we may want to recover decisions that were made in 2002 or prior as part of the market design, correct?

DR. RIVARD:  I think it is wise to continue to adapt, yes.

MR. DUFFY:  And you will agree with me that through its energy payments stakeholder process, the IESO is conducting a study into that issue, correct?

DR. RIVARD:  That's what I understand, yes.

MR. DUFFY:  You also agree with me that issue of whether energy payments should be made, it's not the issue that you were asked to opine on, and it is not the issue before this Board today.  Correct?

DR. RIVARD:  Can you repeat that question?

MR. DUFFY:  The issue of whether or not loads or DR resources should receive an energy payment is being studied by the IESO.  It's not what you were asked to opine on and it is not part of what the Board has to decide today.  Correct?

DR. RIVARD:  I think I was asked to comment on whether the decision not to pay an energy payment would be discriminatory, could lead to competitive disadvantage, if I can clarify that.

MR. DUFFY:  Yes.  We will go to that in a second.  And you will agree with me that the -- I think it's been pretty obvious the issue ever whether or not to pay DR resources an energy payment is a contentious and complex one?

DR. RIVARD:  Yes.

MR. DUFFY:  And we would have to consider Ontario factors, such as the ICM and the GA, as part of any assessment of that issue, correct?

DR. RIVARD:  Yes.

MR. DUFFY:  Okay.  If I can ask you to turn to your witness statement or affidavit, and it is in the compendium at tab 1, in paragraph 17.

DR. RIVARD:  Yes.

MR. DUFFY:  So what you were asked to do in 17(a), Dr. Rivard, was to analyze the economic merit of AMPCO's assertions of inequitable and unfair treatment, competitive disadvantage, and negative impacts on competition and efficiency.

Correct, that was one of your mandates?

DR. RIVARD:  Yes.

MR. DUFFY:  Okay.  The second part of your mandate was to identify similarities or differences basically between the United States and Ontario with respect to FERC order 745.  Correct?

DR. RIVARD:  Yes.

MR. DUFFY:  Okay.  And on 17(a), when we're talking about inequitable treatment, that's inequitable treatment in the capacity auction, not in the energy market.  Correct?

DR. RIVARD:  So I can tell you there's a -- it's a good question.  And I can tell you how you might interpret this.

Do the amendments themselves, which essentially describe how a capacity market would work and enables generation to participate in it, are they discriminatory?

I don't think that's actually -- there's nothing in those rules that I would argue would be discriminatory one way or the other, no.

MR. DUFFY:  The question is whether when you layer those on top of the existing market design, the interlinkages between the two creates some form of --


DR. RIVARD:  Yes.

MR. DUFFY:  -- inequity, is that right?

DR. RIVARD:  That's my interpretation of what the issue is.  It is not so much the rules themselves, but it is the fact that they have now come along and complemented existing rules around energy payments that is raising the concern.

MR. DUFFY:  Okay.  You were asked by Mr. Mondrow a series of questions regarding activation costs and lost load.  Hopefully, I was following along and caught it.

But effectively, you've got for a DR resource, they get a capacity payment, and that covers their ability to -- whatever costs they would need in order to respond if activated.  Correct?

DR. RIVARD:  I think it covers anything that they need, say on an annual basis, to make sure they're available when called upon to reduce demand.

MR. DUFFY:  Then you've got lost load, which is something they would factor into their energy bid.  Correct?

DR. RIVARD:  That's correct.

MR. DUFFY:  Then they have these activation costs and three examples were given to you.  Correct?

DR. RIVARD:  Yes.

MR. DUFFY:  Yes.  And those, as I understood your evidence, could either go in the energy bid or could go in the capacity bid, whichever one was chosen by the participant.  Correct?

DR. RIVARD:  The -- yes.  These are -- I interpret those as a one-time avoidable cost, much like a start-up cost for a generator, and it is up to the participant either to recover in the energy bid by raising its bid to avoid those costs, or recovering them in the availability payment.

MR. DUFFY:  These costs only arise if the DR resource is actually activated, right?

DR. RIVARD:  That's correct.

MR. DUFFY:  So can I ask you to turn to paragraph 26 of your evidence, please?

DR. RIVARD:  Okay.

MR. DUFFY:  And the question you were asked here was:  Does AMPCO provide evidence that DR resources are at risk of incurring this cost with an economic activation.

And maybe what you were -- you then refer to two types Resources, dispatchable loads and hourly demand response HDR.

Just before we go on, quickly what is the difference between a dispatchable load and a HDR?

DR. RIVARD:  In the simplest way, a dispatchable load is someone that is capable of increasing or decreasing its consumption on a five-minute basis, when it receives a five-minute instruction from the IESO to do so.

Whereas an hourly dispatchable load is asked in advance to reduce demand on an hourly basis.

MR. DUFFY:  And if we walk through paragraph 27, you note that a dispatchable load can manage the risk of activation, and I will read you the last sentence in that paragraph, which states:
"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."

Correct?

DR. RIVARD:  Yes.

MR. DUFFY:  Would the same also be true for their other activation costs that are not lost load.  Could they manage those in the same manner?

DR. RIVARD:  To the extent they have that kind of fixed one-time avoidable cost of maintaining the product by using gas, the way they would manage it is by bidding an energy price that is sufficiently high that they never get asked to do that.

MR. DUFFY:  And the only way they would be at ribs of not being able to manage that is if those costs -- I think the example given to you by Mr. Mondrow is they bid at 1999, but that is not enough.

DR. RIVARD:  That's correct.

MR. DUFFY:  They get dispatched at 1999 and those costs -- when we add the activation costs is 3,000, I think you said, is that right?

DR. RIVARD:  That's correct.

MR. DUFFY:  Does the same apply as well for HDR resources, Dr. Rivard?

DR. RIVARD:  Yes.

MR. DUFFY:  You were asked this morning by the panel, I believe it was Member Frank, about is there anything we can learn from historical market prices.  And I was wondering if we can revisit that quickly.

Is there anything that you think historical market prices can tell us or inform us about the ability of DR resources to manage this risk of activation?

DR. RIVARD:  To manage the risk of activation?  What I would say is I can observe two things.

In history, I have observed dispatchable loads deciding, without a capacity payment or any other payment, to -- when the price reached a certain level or above, they purposely and voluntarily said I'm not going to consume.

What that tells me is that there was an economic decision they were willing to avoid prices.

I think with the creation of the demand response auction and this concept of activation, the other evidence we have is that they've rarely been activated, and there is evidence there that there is a way to manage that.

MR. DUFFY:  They have rarely been activated, Dr. Rivard, because they are bidding high at 1999 and the price -- the scenario Mr. Mondrow outlined for you where the market price gets to 1999 and they can't recover those costs.  I mean, is that one that -- in your knowledge, is that something that happens in the market?

DR. RIVARD:  That they bid high?

MR. DUFFY:  No, no, sorry, that we get a market clearing price of 1999.

DR. RIVARD:  On an hourly basis, I may be wrong, I -- I don't believe it has ever happened.  I could be wrong.  But I am certain that prices -- I think it's even in the evidence I gave, prices have really never reached that level.

MR. DUFFY:  So one final question, Dr. Rivard.  If a DR resource can manage the risk of these activation costs through its energy bid, you will agree with me there's no need then to factor them into the bid they're making in the capacity auction.  Correct?

DR. RIVARD:  So I can only speak of from the standpoint of what I think would be economically optimal in light of the conditions that you gave me.

MR. DUFFY:  Hmm-hmm.

DR. RIVARD:  If I was a DR resource that I knew that the probability of me being activated at a price of 1999 was as low as what the evidence suggests, then I wouldn't be too worried about bidding that -- any potential loss in my capacity payment.  I think that is, as a kind of economist, that is how I think about it.

MR. DUFFY:  And if you didn't as a DR resource have to include that in your capacity auction bid, you will agree with me you wouldn't be at a disadvantage as compared to a generator.  Correct?

DR. RIVARD:  I think the evidence on what prices have been and the risk to a DR resource incurring a cost that it can't recover is really minimal.  And I can't see how it's truly at a disadvantage in the capacity auction.

MR. DUFFY:  Thank you, Dr. Rivard.  That is all of my questions.

MS. SPOEL:  Thank you.

Ms. Djurdjevic, you're next.

MS. DJURDJEVIC:  Thank you, Madam Chair.  OEB Staff has a compendium which is on the dais for the panel, and it will be Exhibit K2.6.
EXHIBIT NO. K2.6:  BOARD STAFF COMPENDIUM FOR PANEL 4.

MS. DJURDJEVIC:  I am also going to be referring to a couple of documents on the screen that didn't make it into the compendium, and...

MR. MONDROW:  Are there copies of the compendium available?  Was it circulated?

MS. DJURDJEVIC:  It was -- I believe it was sent out this morning by e-mail.  So you will have a PDF of it that was sent by e-mail.  And we will refer to it on the screen as well.

MS. SPOEL:  Are there -- are there -- I mean, sending it PDF by e-mail in the morning when people are in the hearing room is perhaps not the most efficient way for people to actually be able to use it.  Are there any extra printed hard copies available --


MS. DJURDJEVIC:  I can ask Staff to go and make us some copies and the parties can have it available, if they need them.

MS. SPOEL:  Well, let's look at the table.  Are the items that are in here -- I see that Mr. Rivard's affidavit is in here, so I assume that that -- everyone has a copy of that at hand, because we have just been dealing with it.

The other materials that are in here, are they readily --


MS. DJURDJEVIC:  Every single --


MS. SPOEL:  -- available?  I see the second item is the transcript from -- excerpts from the transcript, which I think Mr. Mondrow had in his compendium as well.  Perhaps the other materials, if they aren't from today, maybe somebody could quickly make some photocopies of those materials --


MS. DJURDJEVIC:  Yes, we certainly can.

MS. SPOEL:  -- I think that is at what is at tab 2 -- sorry, tab 1, tab 3, tab 4, and tab 5.  It is only a few pages, I realize, but I think it might be helpful if we could all operate from the --


MS. DJURDJEVIC:  Sure, we can --


MS. SPOEL:  It is only a few pages, so perhaps somebody could produce those quickly?

MS. DJURDJEVIC:  Yes.  We will get to that.  And it's actually -- the only document that isn't already filed and been referred to many times is the item at tab 1.  The item at tab 5 is actually not part of today's cross.  It is for tomorrow.

So it is really only the one-page document at tab 1 --


MS. SPOEL:  Anything you intend to refer to this afternoon that --


MS. DJURDJEVIC:  Yup.

MS. SPOEL:  -- could you please arrange to have copies of those pages reproduced and made available to the other counsel so we can all -- so everybody can follow along and perhaps make notes on their copy and not have to use a PDF on their computer?

MS. DJURDJEVIC:  Sure.  We will start on that, and --


MS. SPOEL:  Meanwhile you can perhaps start with the things that people do have in front of them.

MS. DJURDJEVIC:  Okay, thank you.
Cross-Examination by Ms. Djurdjevic:


MS. DJURDJEVIC:  So good afternoon, Dr. Rivard.  I have a few questions, and I am going to start with a concept we've heard a lot of -- or discussion about, and that is the value of lost load, which is important for demand response and this proceeding generally.

I believe we talked about it, but I am wondering if you can sort of explain what it means in terms of in relation to DR activation.

DR. RIVARD:  Okay.  Yeah.  So the value of lost load is really supposed to represent the most a consumer is willing to pay in order to consume electricity.  And it is kind of reflective of, if it uses the electricity as an input, say, to produce something or even as any consumer to do some activity, that that's roughly reflective of the benefit it gets from producing that product, that final product, or using the electricity.

MS. DJURDJEVIC:  So the -- and unfortunately the next document I am going to refer to is one that is in the -- or I can -- I can move on to another topic and after the break we can refer to the document that you don't have now and hard copy in front of everybody.

Okay.  So you were present during the hearing and heard the testimony of Mr. Anderson.  And he was talking about the examples of costs that might be imposed when DR resources are activated.  And this is -- you have already been taken to this reference in the transcript, pages 16 and 17.  This would be at tab 2 of the Staff compendium.

And I am not going to go through it again, but you went through, as you did with other counsel, the example of the steel manufacturing company that has to start burning gas when it stops consuming electricity.

And I just wanted to clarify, because I don't know if I heard you correctly a short while ago.  That is not just -- I thought I heard you say that that is a one-time cost.  Did I mishear that, or...

DR. RIVARD:  Well, that is certainly how I interpreted what I heard from Mr. Anderson, that as soon as I decide to reduce, whether it is 1 megawatt, 5 megawatts, 6 megawatts, I can't produce this product.  I have to turn on -- I use gas to heat the product so that it doesn't become wasteful.  That is kind of a cost that I have incurred.  It doesn't change with the amount of megawatts that I reduce, but it is a cost that I incur.

MS. DJURDJEVIC:  Okay.  But in terms of frequency, like, it might be 1 megawatt or 10 megawatts, but if it was ten activations, then it would be a cost that could technically be incurred ten times.

DR. RIVARD:  Yes.  That is a fair way to put it.  It is kind of like that start-up cost to a generator, that I need to incur a cost anytime I start up to produce electricity.  It doesn't change necessarily when I increase or decrease electricity, but I incur.  So if I start ten times then I incur ten times.

MS. DJURDJEVIC:  And if this company, this steel company, is also a DR resource and it had to include this into its energy bid, this gas cost, would you say that that's then part of its goal, its value of its lost load?  Like, it would be an increase --


DR. RIVARD:  I think it is incremental to its value of lost load.

MS. DJURDJEVIC:  Yes, okay.  If a DR resource changed its bid to -- changed its bid price to reflect other costs in its value of load, so for example this fuel cost, would you say that this is a good thing or a bad thing, in terms of, you know, when you talk about maximizing gains from trade?

DR. RIVARD:  I think what you want to do when you're designing electricity markets is to incentivize participants to reflect the true value or cost through their bids.

So if the value -- if the value of lost load is $200, but to actually reduce my demand I incur this one-time fixed cost and I had to raise my bid above that, then that's -- from a market design standpoint that is not ideal.

MS. DJURDJEVIC:  Well, okay.  Maybe let me just back up.  So in terms of -- as the DR resource that's contemplating what price to bid, and I have incurred this additional fuel cost, wouldn't the economically rational decision be to change my bid, to increase it?

DR. RIVARD:  Yes.  I agree with you, yes, you're right.  If my value of lost load is $150, but I also have to incur this other incremental cost to maintain my boilers, I now want to avoid that too.  So it is not just my value of lost load, it's that, and so I bid something above $150.

MS. DJURDJEVIC:  So we have -- we have an excerpt from Mr. Anderson's testimony, and I wanted to ask you some questions, you know, your view.

The first one I am looking at -- well let me put it to you this way. Do you understand that AMPCO's position is that without activation payments, DR resources are likely to set those activation price thresholds high?

I think there has been a lot of agreement on this, but I wonder if you can confirm that is your understanding.

DR. RIVARD:  Yes.  Without an activation payment, then really the bid is supposed to reflect what the value of lost load is.  And in this case, if there is that incremental start-up cost, it would also have to reflect that.

With a payment, as my evidence said, they probably bid something less.

MS. DJURDJEVIC:  I am not entirely clear.  If the current situation is they are not getting payments that cover those costs, then, you know, they're setting a price of 1999 just guessing, you know, sort of a hedge.  It is, you know, I don't know what it's actually going to cost or I am not going to be compensated for it anyway, so I am just going to put in a bid at 2000.

Do you understand that that is the bidding strategy that may be at play in the market where there is no compensation for DR resources?

What I am trying to get at is that the bid is not necessarily reflective of the value of lost load.

DR. RIVARD:  I am not sure I can agree with that, because I don't know the situation of a participant.

There are situations that we see dispatchable loads bidding less than the maximum price because it is economic for them to shut down their facilities when price exceeds that.

I think what I agree with is that you will bid something higher if you don't receive a payment than what you would if you did.

MS. DJURDJEVIC:  And at tab 3 of Staff's compendium -- and you have seen these already because they're interrogatories that were responded to by London Economics, and it was comparing your report and soliciting London Economics' comment on that.

And in response to interrogatory KCLP 4b on page 6, about halfway through paragraph (b) -- well, actually it is the very last paragraph on page 6.  London Economics states that:
"A framework in which a DR receives only capacity payments, but no activation payments, will drive DR participants to set high activation price thresholds."

And so the conclusion seems to be, you know, AMPCO's position and what LEI is saying seems to be that the absence of payments to DR resources discourages activations.  It encourages them to bid very high, which is to avoid activation.

So the conclusion I am trying to get your observation on is that the absence of DR payments  discourages activations.

DR. RIVARD:  Again, this is really not how I think about it because we are not here to simply encourage activation.  That is not the objective.

The objective is to try and have electricity production and consumption when it's kind of in the most efficient reason to do it, right.  So if a DR resource is not paid to reduce its consumption, then I expect it to offer reflective of what its value of lost load would be.

If it is paid to reduce its consumption, it is more likely to offer less, that's true.  But I don't think that that is necessarily -- as my examples show, that leads to situations where we know that there is an inefficient outcome.  As a market design standpoint, we don't want to induce that.

MS. DJURDJEVIC:  But you would agree that if there were some type of energy, some type of activation payment, not necessarily what generators get; I am not even going to speculate on that.

But theoretically, if there was now the opportunity for compensation for activation, reasonable from an economic perspective that the bid would -- they would not be bidding at the -- the DR resource would not be bidding at the cap.  But they might offer a decreased amount, something that is more realistically connected to the actual cost or value of lost load.

DR. RIVARD:  No, I wouldn't agree with that.  I think what I just said was contrary to that.

If they're not paid to reduce their consumption, then their incentive is to put a price in that reflects their value of lost load, so if prices ever exceeded that, they wouldn't have to consume.

If they are paid in addition, then they would want to lower their bid, as my example showed, probably to half whatever their value of lost load is.  And what that would induce from a societal standpoint is situations where they would not consume when the cost of actually supplying them was less than what the value of producing their widgets were.

And that would not be an efficient outcome.  It is not something we want to promote in a fair and efficient market.

MS. DJURDJEVIC:  So I am not going to get into the societal value of producing or not producing widgets.  But at this point, I am just trying to understand.

There seems to be -- the rational thing to do is to value the -- like to bid at your actual VoLL. That would be the rational thing.

But it is not happening, and we have heard testimony from AMPCO and we have heard comments from London Economics that instead of the economically rational strategy of bidding at your VoLL, the strategy that is being deployed is one of avoiding activation.

DR. RIVARD:  I don't know if I have heard that.  I'd heard that the evidence is they bid high.  I haven't heard any evidence as to why they bid high.

MS. DJURDJEVIC:  Do you want to hazard a guess or do you have a -- or is your position that they should be bidding, you know, at VoLL and that is what is actually happening.

DR. RIVARD:  If they don't get paid to consume, then their incentive should be to bid at a price at which they're willing to continue to consume if prices are lower, but want to shut down and avoid costs if the price is above.

They're not getting paid to reduce their demand right now in terms of like a market price per megawatt-hour.  So what presumption should I come to?  The conclusion is it's in their economic interest, whatever they bid, to kind of reflect the risk of what they lose if they didn't consume.

MS. DJURDJEVIC:  So I would like to ask some questions about past IESO DR programs.  This was -- I thought it was going to, you know, we were going it touch on this when Member Frank asked you about whether there is historical practice about where DR has been paid activation and if there is any learnings we can take from that.

And as you know, there were previous versions of the demand response option, namely demand response 3 and the capacity demand-based response programs that were run by the IESO earlier in this decade.

And in those programs -- and you are aware of those, correct?

DR. RIVARD:  Yes.

MS. DJURDJEVIC:  In those programs, as I understand it the IESO would call on the DR resource to curtail and it was -- the IESO or OPA basically would give that direction.  Is that your understanding?

DR. RIVARD:  So you're asking about the DR 3 program, which was designed by the Ontario Power Authority.  And the DR 3 program, by concept, was to provide an availability payment largely to make sure that these demand response resources could be available to reduce demand. And then also provided a utilization payment -- I think it was like $200 -- whenever they were asked to reduce.

And there was another condition around when they would be asked to reduce their demand, and it was linked to the supply and demand conditions in the market at the time.

So it was linked to something called, I think it was a supply cushion, so whenever that supply cushion got tight
-- i.e., demand was high relative to what was available capacity -- they could be activated.

MS. DJURDJEVIC:  And with respect to the other program, the CBDR program, those also had activation payments of some type?  Is that your understanding?  The CBDR is the capacity base demand response program.  I think that one was run by the IESO.

DR. RIVARD:  Yes, no, I was there at the time when we essentially took over the DR3 program, and it was a transition from what they were used to to kind of roughly the same kind of contractual arrangements, so we built it into the market rules, because that is how they were contracted and we didn't want to break the contract.  But it was understood, also, that what we would be doing is transferring that type of program to the DR auction when those contracts expired.

MS. DJURDJEVIC:  And in both of those programs they included or accommodated some type of activation payment.  Do I understand you on that?

DR. RIVARD:  The DR3 program and by extension to continue on with those contracts, the -- the CBDR -- but now under the market rules did provide a utilization payment.

MS. DJURDJEVIC:  Do you see any value -- and looking at those programs and the behaviour of DR resources and those programs where there were activation payments available, are they informative in any way as to the question before the OEB, in terms of thinking about whether the absence of activation, compensation, is causing the amendments, according to AMPCO, to unjustly discriminate against them?  Sorry, that was a very long question.

My question was just about whether there is any learnings from those past programs that can provide any useful information about bidding behaviour and how it motivates a DR participant.

DR. RIVARD:  I can't speak to why the OPA designed their programs the way they did.  But the bottom line is, no, I don't believe there is really any learnings that I would take from those programs.

What I can pass on to you is there was a real issue prior to these programs being transitioned to the IESO about what was the appropriate number of times they should be activated.  And it was kind of linked to that supply cushion.

And the role that I was in then, which was probably the sector policy analysis role, we were asked to do an analysis about if we activate them more often, what would be the net effect on consumers in light of the global adjustment.  It was essentially an analysis of this net benefits test, because they were saying -- there is a lot of people that said, hey, you're paying these people an activation availability payment and you're never using them, so we use them more, and what the analysis showed was that it actually led to higher cost to consumers, and for precisely the reason that I suggested is that by lowering the prices, activating them more, they ran ahead of a generation resource, the revenues fell, they were recouped in the global adjustment by those same resources, you had less utilization than what was otherwise an efficient generation plant, and the OPA decided not to pursue it.

And that's why when we took the program over the IESO we wanted to transition it to this capacity auction.  What we really want to do is ensure that every participant is reflecting the value that they bring to that market.

I think -- and I am just going to comment on the A.J. Goulding question -- or the Mr. Goulding question that you raised.  It isn't about getting more activation.  That is not what this is about.

I think what Mr. Goulding was getting at is trying to reflect the true value of lost load in the bid.  I don't think from the evidence I saw that Mr. Goulding would support an energy payment; i.e., a market price per megawatt reduce.

I think what he is probably recognizing is what Mr. Anderson was talking about, that avoided cost of furnaces.  If the DR participant has to put that in their bid, such that their bid is now higher than their value of lost load, but from a market design standpoint there might be a better way to deal with that.

And I only offer that that is probably -- and he talked about a two-part tariff.  That to me is very akin to a cost guarantee program, much like generators who are not quick start, have a facilities gap.

MS. DJURDJEVIC:  I am going to pause here for a minute.  We do have copies of the -- hard copies of the documents now for everybody.  We can distribute them and I can continue, or if the panel wanted to break or, you know...

MS. SPOEL:  No, I think we will continue on --


MS. DJURDJEVIC:  Okay.

MS. SPOEL:  -- until we finish the cross-examination, and Ms. Djurdjevic, you only have, judging by your time estimate, you only have another 15 minutes to go.

MS. DJURDJEVIC:  Yes.

MS. SPOEL:  Okay.  Why don't you finish off.

MS. DJURDJEVIC:  So the document that I would like to -- which you are probably very familiar with, Dr. Rivard, which is at tab 2, it is from the IESO market rules.  It is Chapter 7, appendices, in particular -- is this one.  7.5.  And I am specifically looking at section 2.3.

So we had some discussion about the value of lost load, which is a very important concept, we're coming to appreciate.  And it is reflected, and I am told, in the IESO market rules.

And I would like you to take a look at section 2.3.1, and it is about halfway through, the sentence beginning with "marginal cost-based prices", okay?

DR. RIVARD:  Yes.

MS. DJURDJEVIC:  So -- and the point I wanted to emphasize was just that the statement that "bid prices shall be assumed to represent the actual benefits of consumption by dispatchable load facilities".

Would you agree that the term "benefits of consumption" referred to in the Rules are substantially similar to the concept of value of lost load?  Or put another way, the marginal benefits of consumption?

DR. RIVARD:  Yes.  That is what this is intended to reflect:  The value of lost load, the willingness to pay, the benefit that the consumer gets when they consume, yes.

MS. DJURDJEVIC:  And looking at section 2.3.2, which says:

"The dispatch scheduling and pricing process shall have as its mathematical objective function maximizing the economic gain from trade among market participants."

And so just to -- you know, what -- can you explain what "maximizing gains from trade" means and what the objective is, especially in the context of the IESO rules?

DR. RIVARD:  Hmm-hmm.  Yes.  So -- and this really gets to what I was getting at in my evidence.  And I think I was comparing the net benefits test and what is deemed cost-effective under the net benefits test and economic efficiency.  So if I can find that.

MS. DJURDJEVIC:  Sorry, I don't mean to interrupt you, but the concept of gains from trade, it's not something that has been thrown about throughout the evidence, but it is in the IESO rule, and it seems that it is an important concept.  If you wouldn't mind just taking a minute to explain what that means.

DR. RIVARD:  Yes, I will try to do that.  And so -- and you can refer to page -- paragraph 57 in my evidence.

So maximizing the gains from trade, if you can visualize a supply and demand curve -- I don't know if this is helpful -- the demand curve reflects at any point what consumers are willing to pay to consume, and the supply curve at any point reflects the marginal cost that is incurred by a producer or generator to produce a megawatt.

The idea of maximizing the gains from trade is essentially maximizing the difference between the demand curve and the supply curve.  It is, in economic terms -- Mr. Mondrow raised this -- it is essentially achieving what is called allocative efficiency.

MS. DJURDJEVIC:  So going back to, you know, the discussion we were having about, like, why -- you know, how are demand-side participants bidding in the market.  What they should be doing is bidding prices that are consistent with the marginal benefits of consumption.

And if that is done, if that's what's happening, the objective of this IESO rule of maximizing economic gains from trade among participants would be achieved.

DR. RIVARD:  If participants are bidding their marginal willingness to pay their value of lost load of the demand response, and it is truly reflective of that, then that aids in the realization of the maximization of gains of trade, yes.

MS. DJURDJEVIC:  And the flip side, if that is not how they're bidding or they're not, you know, let's say -- we don't know the reasons, but there is a risk aversion, or there's uncertainty.  So it's not a rational type of bidding based on value of lost load, but just risk aversion.

And if that is happening, then the economic gain from trade isn't actually being achieved. The objective of this IESO isn't being achieved if participants are behaving you can say rationally, or just risk averse.  Would you agree?

DR. RIVARD:  No, I don't think I would.  To the extent someone is risk averse, isn't that something that is factored into their willingness to pay?

MS. DJURDJEVIC:  Okay.  Risk averse probably has a much more sophisticated meaning in the economic world.

But if participants are bidding just to avoid activation rather than, you know, applying a rational strategy based on their value of lost load, and that rule is based on that rational strategy, the perfectly rational economic actor, but that is not what is happening in reality, it would seem that that rule and the objectives of maximizing economic gains from trade, this isn't happening.  The objective isn't being met.

Do you see that as an issue?

DR. RIVARD:  Well, I guess I don't accept the premise.  I don't have any evidence that people aren't bidding what they're willingness to pay is.

As I said, their incentive is not to consume when prices are above what they're willing to pay, so why wouldn't they bid what they're willing to pay.  So I am not sure I come to the same conclusion.

If you can give me evidence as to that happening, then, you know, I would have to consider that.  But I am not sure you have given me evidence.

MS. DJURDJEVIC:  No.  I think I am just longing at it more from an economic theory approach and, you know, you're the expert.

Maybe I will make it much simpler.  Is it your opinion that the market is as efficient as it could be in this specific context?

DR. RIVARD:  I would say no, and this is precisely what the IESO is trying to do, in terms of market renewal.  There are deficiencies in the way the market is designed today that they're looking to create, so it is not as efficient as it could be, sure.

MS. DJURDJEVIC:  But in your opinion, one of those corrections is not -- does not involve consideration of energy or paying any kind of activation compensation?  Like you don't think that has -- well, let me ask you.

Is there any correlation between the absence of activation payments and inefficiencies in the market?

DR. RIVARD:  I don't believe not -- sorry, I have some double negatives.  I don't believe not paying demand response a price per megawatt reduced is leading to any material inefficiencies in the market.

MS. DJURDJEVIC:  Okay.  I have a couple of questions, and I have five or six minutes to do it.

So you already had taken us to paragraph 57 of your report, where you express your view that maximizing allocative efficiency should be the desired outcome.  Do we still have that on the screen?  Okay, yes.

And you indicate -- you also state in that paragraph that promoting efficiency is also a purpose of the Electricity Act.

Would you agree that there's ten purposes identified in the Electricity Act and, subject to check -- they keep adding or taking them away -- but there's ten.  And your expert opinion is primarily based on one of the purposes, and that's to promote economic efficiency.  Is that a fair assessment?

DR. RIVARD:  So I do agree there's many.  I can't tell you the exact number, ten might be right, and efficiency is one of them.

MS. DJURDJEVIC:  And I don't propose to go through all ten of the objectives, but there are a couple that seem -- that are quite germane to this proceeding.

One of them being, for example, to encourage electricity conservation and efficient use of electricity.  And would you agree that that's a purpose of the Act that is relevant in this proceeding?

DR. RIVARD:  I'm not sure I see exactly how it is relevant, but...


MS. DJURDJEVIC:  Demand resources refraining from consuming electricity and electricity conservation is about reducing electricity consumption.  So --


DR. RIVARD:  Maybe it depends on what you mean by conservation.  I kind of think about it that if there are ways that we are aware that we can reduce demand, and the cost of achieving that reduction is less than what it would be just to continue to consuming, then that could be conservation that is worthwhile.

MS. DJURDJEVIC:  So you do agree that reduced demand response can serve a function of electricity conservation, like it is relevant.  It is a relevant purpose of the Electricity Act in this proceeding.

Do you agree with me generally?

DR. RIVARD:  If you are saying that consuming less of a megawatt by a demand response can be seen as -- I guess I am just not -- I can't say that that is actually conservation in the sense that that's a megawatt saved that was worth saving.

I just -- and in my examples, a couple I show it wouldn't be.  There was actually from the perspective we shouldn't have reduced that megawatt of demand.

MS. DJURDJEVIC:  And another purpose that is stated in the Act is to facilitate load management.  Would you consider that as applicable in this context?

DR. RIVARD:  It might be.  But you know, to be quite frank, I don't even know what that means, so -- what does facilitate load management mean anyways?

MS. DJURDJEVIC:  You're the expert, sir.

DR. RIVARD:  I am an expert in economics.  I am not an expert in the...


MS. DJURDJEVIC:  You are qualified as an expert in the electricity markets in Ontario, so...


DR. RIVARD:  Yes.

MS. DJURDJEVIC:  Anyway, you know, there is other purposes in the Act and I just was -- the only point of my questions is to ask if you agree that other purposes of the Act, in addition to economic efficiency, are also applicable in this context.

DR. RIVARD:  I think what I would say is I will let the Board decide what they think are the applicable purposes, and how they feel they need to trade them off whenever they are in conflict.  It's really not what I was asked to do in my evidence.

MS. DJURDJEVIC:  Well, I understand that you were asked to provide economic analysis.  But do you believe that the purpose of promoting economic efficiency is more important, that it has sort of a superior position or role than other purposes of the Act?

DR. RIVARD:  I think it is an important consideration that is highlighted in this proceeding.

MS. DJURDJEVIC:  Given the evidence we have heard about the number of activations since DRA was introduced, and it's been relatively immaterial, do you believe that providing activation payments to DR resources would have a material impact, a materially negative impact on the financial viability of the electricity sector in Ontario?

DR. RIVARD:  Sorry.  Can I just go back to your previous question?  And then I will try and answer this.

MS. DJURDJEVIC:  Sure.

DR. RIVARD:  I think what I would say about your question about efficiency is, what I was responding to in my evidence is the allegations that were raised by AMPCO as to what was important.

They raised the issue of efficiency.  They raised the issue of competition.  They did not raise the issue per se.  I think they did highlight the fact that there is multiple objectives.  But really the evidence didn't focus on things like load management or conservation.

So I guess I would say that I am not certain I understand the relevance of those purposes here from that perspective.

MS. DJURDJEVIC:  All right.

DR. RIVARD:  Sorry, and your next question?

MS. DJURDJEVIC:  In terms of the quantum of, you know, how much DR has been activated, if there had been payments would it be a material or immaterial amount?  And would that have a negative impact on the cost of electricity in -- and, you know, what the purpose of the Act is, call it the financial viability of the electricity industry.

So would making activation payments of DR resources negatively impact the financial viability of the electricity industry?

DR. RIVARD:  So what I would say is, given the evidence that we have -- let me see if I can answer your question.  I am trying to make sure I understand it -- given the evidence that we have, if we were to pay demand response per megawatt the market price, let's say, when it reduces, to reduce its demand, I think the effect would be for them to lower their bid prices, because there's an opportunity to get a payment that is greater than what the value they might get from continuing to consume, although I think the evidence suggests that is probably still pretty low, because prices are well below even what half of the market clearing price has been.

So from a material standpoint, I think it's not likely, but there is that potential.  If prices were to fall then in terms of the financial viability, what I point out is that that means generators have less revenues, and that affects their viability, and that can affect the need for future payments in the capacity market.

I am not sure that they -- I think it could threaten that generator who is on the margin who no longer now qualifies for the capacity market, and their viability could be at risk.

MS. DJURDJEVIC:  Going back again, I might be chasing my tail here, but the -- only because you mentioned it.  If there was a new rule -- new rules in the game that would cause demand response participants to submit bids that are below value of lost load, would you say that that is consistent with maximizing gains from trade?

DR. RIVARD:  I think that goes in the direction of not maximizing gains from trade.

MS. DJURDJEVIC:  Okay.  Lower bids that are below VoLL, and that would reduce the cost to consumers, and -- anyway, why don't you explain to me why that would not be consistent with the maximizing gains from trade which is the objective of the IESO rule.

DR. RIVARD:  So maximizing gains from trade, remember, is maximizing the difference between what consumers are willing to pay, that demand curve -- sorry, I am drawing pictures with my hands -- and the supply curve, what sellers are willing to sell at.

MS. DJURDJEVIC:  Let the record show that the witness is indicating an upward slope.

DR. RIVARD:  Yes.  Maximizing the gains from trade is to maximize that difference.

If you pay a market price per megawatt reduced to demand response, then they will bid lower than what their true willingness to pay is and the market will now maximize something that does not really reflect what the gains from trade are.  It will lead to an outcome that maximizes something less than the gains from trade.

MS. SPOEL:  Ms. Djurdjevic, you have kind of used up your time --


MS. DJURDJEVIC:  I have, I have, indeed.  Yeah, I am -- I am done.  Thank you very much.  Sorry for taking that time.

MS. SPOEL:  That's fine.

Let's take a short afternoon break.  I think we only have -- oh, we've got more people to make it through.  Let's resume at 3:20 so we can try to get this done in a reasonable amount of time.  Thank you.
--- Recess taken at 3:06 p.m.
--- On resuming at 3:24 p.m.

MS. SPOEL:  Please be seated.  Okay, Mr. Barz, I think you are on next.

MR. BARZ:  Thank you, Madam Chair.  Just as a preliminary matter, I am going to be referring to KCLP's compendium.  APPrO did not file its own compendium for today.  So that is panel 4, Brian Rivard, examination in-chief revised, and it is K2.5.

MS. SPOEL:  Thank you.
Cross-Examination by Mr. Barz:


MR. BARZ:  Thank you.  Do you have a copy of that as well, Dr. Rivard?

DR. RIVARD:  I do somewhere.  Yes, I do.

MR. BARZ:  Thank you.  Just so you know, I am Evan Barz.  I am here on behalf of the Association of Power Producers of Ontario.

DR. RIVARD:  Nice to meet you.

MR. BARZ:  Nice to meet you. I would just like to begin by taking you to paragraph 8 of your affidavit, which is tab 1 of KCLP's compendium.

DR. RIVARD:  Okay.

MR. BARZ:  In 2013, you were the director of markets at the IESO.  Correct?

DR. RIVARD:  Yes.

MR. BARZ:  And in that capacity, you oversaw the design and implementation of the IESO demand response auction, correct?

DR. RIVARD:  Up until -- yes, although it was actually implemented after I left.

MR. BARZ:  Okay.  But you were involved with the design process?

DR. RIVARD:  Yes.

MR. BARZ:  Okay.  And in 2013 when you held that position with the IESO, was it understood that the demand response auction was a first-step, or that it was a step in evolution of the auction, and that other resources would be added at a future date?

DR. RIVARD:  Yes.  It was seen to be something that we would want to do in stages.

The idea first was to take what was previously the DR 3 program and to convert that to a more competitive-based program.

So previously it was a contract program.  Everybody was paid the same based on some determined contract price.  We thought that if we -- and I should say the amount of megawatts that were being procured for demand response was actually an amount that was directed by the government to procure.  Whether we needed it or not, in a sense we were obligated to procure that level of demand response.

So the idea was let's transition it from a contract base approach to a competitive-based approach.  That will set the stage for as other contracts expire, i.e., generator contracts, we can transition this to a more complete form of attracting capacity and procuring capacity.

MR. BARZ:  Okay.  So it was anticipated at that time that off-contract generators or non-utility generators might be added to the auction at a future date?

DR. RIVARD:  Eventually, we would have an auction that they would all compete in, yes.

MR. BARZ:  It was never intended the auction would be exclusive to demand response resources in perpetuity, so to speak?

DR. RIVARD:  No.

MR. BARZ:  Okay.  Do you want to give a little bit of rationale for why that evolution was planned out, or what the thinking was behind wanting it to evolve in that manner?

DR. RIVARD:  Yes.  Based on any analysis that we did, we believe that procuring capacity using competitive means would lead to lower costs overall than the approach that had been used to that point, which was largely contract approaches.

So we eventually wanted to use more competitive means to ensure we could meet our capacity obligation.

MR. BARZ: Could I take you just to paragraph 21 of your affidavit, which is at page 10 of the KCLP's compendium?

DR. RIVARD:  Okay.

MR. BARZ:  This section is just premised by the question what evidence has AMPCO provided to establish competitive disadvantage.

As part of your retainer in this proceeding, did you review AMPCO's notice of appeal and supporting evidence?

DR. RIVARD:  Yes.

MR. BARZ:  You were also asked to give your independent views on the economic merit of AMPCO's position in this proceeding, correct?

DR. RIVARD:  Yes.

MR. BARZ:  And at paragraph 21 of your affidavit, you kind of give a concise summary or describe the evidence that AMPCO has put forward in this proceeding, correct?

DR. RIVARD:  That was my attempt, yes.

MR. BARZ:  Thank you.  And you note there that that would be the affidavit of Mr. Colin Anderson, correct?

DR. RIVARD:  That's correct, yes.

MR. BARZ:  If I could take you over to the next page, paragraph 22, this was a reference that my friend, Mr. Mondrow, has referred to multiple times today.  So I won't dwell on the first sentence, but I will read it out.  It says:
"From an economic perspective, if a demand response 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."


The second part of this paragraph, of that same paragraph 22, goes on to state:
"AMPCO has provided no factual evidence or even conceptual evidence that explains the nature, magnitude or legitimacy of these avoidable costs."

Correct?

DR. RIVARD:  That's what it says, yes.

MR. BARZ:  So I am looking from your perspective as an economist.  What would you have expected to have seen as evidence in this proceeding, in terms of evidence from an entity seeking to establish competitive disadvantage or unjust discrimination?

DR. RIVARD:  I think what I will do is I will answer that based on my experience and my training as an anti-trust economist in my time at the Competition Bureau.

And what I -- how I might put it is that what I saw in the evidence was probably akin to what we would see as a complaint made by a competitor.  It is a hypothesis of competitive harm, an allegation.  So that would come to the Bureau.

That would just be the start of the situation.  Based on the allegations or the, you know, the complaint, we would then decide how to proceed and it would generally be to actually look for evidence of what that competitive disadvantage would be.

So we would interview more of the complainant -- others in the industry to understand the nature of competition, the nature of the cost involved, differences in the products that they provided, all with an idea to see, well, is there merit to that allegation.

MR. BARZ:  So this complaint or hypothesis that you are referring to would have just been a high-level beginning, then you would want to see the underlying economic evidence which establishes -- or that may establish that competitive disadvantage or that discrimination?

DR. RIVARD:  Yes, certainly, yes.

MR. BARZ:  Okay.

MS. SPOEL:  Dr. Rivard, at the Competition Bureau, do you do it ex post facto, or do you do it forward-looking when you are looking at competitive -- if someone files a complaint about anti-competitive behavior, are those two entities already in the marketplace?  Or is it a situation where there is proposed to be activity in the marketplace?

DR. RIVARD:  It could be both, really, yes.  It could be some kind of restraint on trade that a larger company is imposing on an existing company that's not allowing that company to grow, so it's kind of existing competitors.

It could be someone that wants to enter the industry, but are making a case as to why there is a restraint from their entry.  It could be both.

And it could be retrospective, the actions actually occurred and the harm is in the past, or it could be prospective.

MS. SPOEL:  Okay, thank you, that is helpful.

MR. BARZ:  Just continuing with that thread, I believe you mentioned that once you got that initial complaint, you would want to go out and speak with the complainants to get some understanding of the facts underlying their complaint.  You would perhaps want to see the underlying economics, maybe their books, to see what is underlying their complaint.  Correct?

DR. RIVARD:  Yeah.  We would start with the complaint and then we would build the facts to see whether or not there is legitimacy to the complaint.

MR. BARZ:  And then would you agree with me that in this proceeding, we don't have those underlying facts before us because we don't have evidence from those parties that have been allegedly impacted, or that will be allegedly impacted through these market rule amendments?

DR. RIVARD:  I would agree that the level of facts that are in this case are not the level of facts that we would have expected to uncover in a Competition Bureau review, that's for sure.

MR. BARZ:  That's fair, thank you.  So I am just going to jump ahead a little bit.  I am going to take you to paragraphs 74 and 75 of your affidavit, which is at page 44 of the compendium.

DR. RIVARD:  Okay.

MR. BARZ:  And this section is preceded by question C.11, which says, 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 number 745 in Ontario?

Just as a starting point, in your affidavit you noted that you were chair of the IRC's market committee at the time that FERC issued order 745, correct?

DR. RIVARD:  Yes.

MR. BARZ:  So you are familiar with the order and you have reviewed it?

DR. RIVARD:  Yes.

MR. BARZ:  So in AMPCO's various submissions both to the demand response working group and as referenced by my friend, Mr. Mondrow, today, AMPCO has relied on FERC order 745 for its statement that failure to compensate demand response resources for the services they provide to the market is unjust and unreasonable.

Is it fair to say that that's come up before and it has been relied on by AMPCO?

DR. RIVARD:  It is fair to say that that was the conclusion of the FERC order, and it has come up in this proceeding, yes.

MR. BARZ:  Okay.  And at paragraph 74 of your affidavit, you note that the key objective of FERC order number 745 was to "remove barriers to participation of demand response resources in organized wholesale electricity markets", correct?

DR. RIVARD:  Yes.

MR. BARZ:  And barriers to participation would effectively be barriers that are preventing consumers that may be able to participate as demand response resources from choosing to participate as a demand response participant.  Correct?

DR. RIVARD:  Yes, yes.

MR. BARZ:  And you further noted that these barriers
-- and this is in paragraph 75 -- you noted these barriers to demand response participation, I quote, "primarily related to the disconnect that existed at the time between wholesale and retail prices and the lack of incentives that's created for the investment in the capability to be price-responsive".

And you also note that FERC order number 745 sought to remedy these barriers by providing additional compensation to demand response resources.  Is that correct?

DR. RIVARD:  That's what I note, yes.

MR. BARZ:  And you further indicate that the types of barriers that FERC was concerned with at the time of order 745 do not seem relevant to present-day Ontario.  Correct?

DR. RIVARD:  That's correct, yes.

MR. BARZ:  So I just want to take you to paragraph 77, which is one of several reasons you give for that.  You note among other reasons at that paragraph 77 that:

"Ontario has already done a great deal to help demand response resources recover the costs of investments needed to enable their participation in wholesale markets."

Correct?

DR. RIVARD:  Yes.

MR. BARZ:  And one of those programs that you refer to is the DR3 program, and that is something we have talked about today.  I was just hoping you could give me a little bit of an elaboration on how that DR3 program worked.

DR. RIVARD:  Hmm-hmm.  So as I was saying earlier, this is a program that was created by the Ontario Power Authority.  Initially the idea -- my understanding was that they wanted to get demand more involved in the market, perhaps kind of in a similar vein as what FERC were looking at.

And they recognized that there might be some cost that someone would need to incur just to become available, you know, controls, et cetera, and that they can create a contract that would compensate them -- an availability payment to recover those costs, and that they would then pay also a utilization payment per megawatt released, and that would help, again, companies that might be willing to invest in technologies or whatever it took to be responsive.

And then for that payment they would then be asked to reduce demand in some hours.  And the trigger for that reduction by my memory was related to what was called the supply cushion.  It was a measure of when the difference between how much was available to generate electricity and how much demand there was going to be, whenever that got really small by some measure, then they would activate the demand response.

MR. BARZ:  So the contract, just at a basic level, the contract and the activation payment was a way to maybe incentivize these demand response resources to participate, to build up their capacity, and to be available to be a demand response resource?

DR. RIVARD:  It had that effect.

MR. BARZ:  Okay.  And that DR3 program was then integrated into the administrative market through the capacity-backed demand response and then ultimately through the demand response auction which you were involved with?

DR. RIVARD:  That's correct.  That's how it transitioned, yes.

MR. BARZ:  And the availability payments that were made through the DR3 program, the capacity-backed demand response and demand response auction, they were made at a time when Ontario had more than enough capacity to meet its obligations.  Correct?

DR. RIVARD:  Correct to the last point, but not correct to the first point.

Let me correct that.  There was a utilization payment made under the DR3 program.  That was carried over into the capacity-backed demand response program because -- to continue with the contract.  But once those DR resource transitioned into the demand response auction, there was no availability payment.

But your last point, the amount that was procured was largely based on the amount that was directed to the OPA at the time by the government of how much demand response they wanted to buy, which was roughly 500 megawatts.

MR. BARZ:  So it wasn't based on the lack of capacity.  It was based on this mandated amount?

DR. RIVARD:  I can't say why they chose that mandate amount, but I can answer, yes, it was based on a mandate amount.

MR. BARZ:  So essentially at that time Ontario consumers through those programs basically paid to help remove the barriers to demand response participation when Ontario did not really need the capacity.  Is that correct?  Is that a fair statement?

DR. RIVARD:  Demand response resources were getting a payment that would be helpful to offset costs that they may have incurred to become available.

It did happen at the time that the province had more capacity needed.  But I think, to be fair, there are generators that weren't needed either at that time, that also had a contract and were being paid.

MR. BARZ:  Over those years the number of demand response resources that participated increased?

DR. RIVARD:  I can't say factually, but my memory -- which by the way, my capacity for that is declining the older I get and the longer I sit here, but...

[Laughter]

MR. MONDROW:  I have some more questions.

[Laughter]

DR. RIVARD:  My memory is that, yeah, we started to see much more, and I will say innovative ways of providing demand response.  We saw aggregators and dispatchable loads, yes.

MR. BARZ:  Okay.  So then arguably then, based on the number of resources that are involved and the types that became involved, aggregators that became involved in the demand response auction, these programs were successful in removing some of the barriers to demand response auction participants.

DR. RIVARD:  I think from the perspective of, let's call it reveal preference, we saw what actually happened.  It brought about demand response.  That's right.  So they were successful in that regard.

MR. BARZ:  So arguably helping demand response resources at this early stage as Ontario did already addressed the key objective of FERC order 745, which was to get -- to remove barriers to demand response participants.

DR. RIVARD:  To the extent that that's what FERC order 745 was hoping to do, bring about more demand response, those programs helped that, yes.

MR. BARZ:  Beyond that specific issue of removing barriers, in your view how applicable is FERC order 745 to Ontario's market?

DR. RIVARD:  How applicable?  So I want to make sure I define what applicable is.  Applicable in the sense that if the objective was to lower the cost for all other consumers, as FERC said, by inducing more response than would otherwise be there and lowering the price, I think my evidence shows that it's -- because of the global adjustment specifically, it really is not likely to have that effect.

MR. BARZ:  So you mentioned the global adjustment, which is one of the distinctions between the FERC-regulated jurisdiction and Ontario.  Can you elaborate on some of the differences between Ontario and those FERC-regulated jurisdictions which might distinguish and might make an impact in terms of the applicability of that order?

DR. RIVARD:  Yes, again, I think what I wanted to point out in the evidence is that if your objective is to lower the cost for all other consumers and that you wanted to apply the FERC order as defined, paying demand response when capable, but also when lowering the price that has a net benefit to all other consumers, I think you have to factor the global adjustment in that.  And the evidence, at least the historic evidence is that that is not likely to happen.

MR. BARZ:  Okay.  I just have a couple of more lines of questioning.  You were present during Monday's hearing day, correct?

DR. RIVARD:  I was.

MR. BARZ:  And you would have heard some of the discussion with London Economics regarding designing market rule amendments that are technology neutral?

DR. RIVARD:  Yes.

MR. BARZ:  Can you describe what technology neutral means to you?

DR. RIVARD:  I think when I hear technology neutral -- and I have used this term as well -- I think it is an attempt to kind of point out that we really want to let competition determine the outcome, and it's a sense of saying, and so we want to be not recognize technology per se.  And it's got an aesthetic appeal to it.

I think it is often the raise when people are talking about, hey, you don't want to pick winners, and you don't want to give a subsidy to something just because you favour a technology.  I think that is the context that I think about it.

What I would also say though is, I think -- I don't think you want to stop at that kind of principle.  It seems like an admirable principle.  But again, when you are designing markets, I think it is important to recognize that there are differences, economic differences in participants and when you design a market, sometimes you might have to recognize those technological differences and treat them in a way that brings about the best of them in the market.  And I think that, you know, that is something that we see in the market today in Ontario even.

We have, just thinking when the generation fleet, there are certain situations where baseload nuclear facilities, when they may go off line, are treated in a way that other generators may not be, and that is to reflect kind of the economic situation of those plants.

We have hydro limited resources, we only have so many hours' worth of water to produce electricity.  We allow them to put that information into the market about what their limitations are, to hopefully optimize when we use it.

We have quick-start fossil generators and non-quick start fossil generators, and the rules apply differently to those.  But the idea, I think, is to try and recognize what it is that those technologies bring, and to make sure that we can bring about the best in those technologies to the benefit of whatever that objective is.

And I think the objective of the market rules and of the market itself is promoting competition, not so much to watch it happen, but because it leads to the most efficient outcome.

MR. BARZ:  So in relation then -- with that in mind in relation to these market rule amendments that are before us, how do you believe that the concept of technology neutral should be considered, or how is it applied, or how should it be applied?

DR. RIVARD:  Within the specific issue of should demand response be paid to an energy price to reduce its consumption?

MR. BARZ:  Yes.  In the context of these market rules, amendments and with that specific issue in mind.

DR. RIVARD:  Right.

MS. SPOEL:  Sorry, Mr. Barz, we're not actually here, as I understand it, on this application to determine how things should be compensated.

We're here to determine whether or not the amendments that have been put forward by the IESO, whether they will or will not lead to unjust discrimination or not be consistent with the objectives, the purposes of the Electricity Act.

So I don't think we need to spend time on how it should be fixed, because we actually don't have jurisdiction to say you should or shouldn't make certain kinds of payments.

What we're here to do is actually look at the amendments themselves and if the amendments -- if it goes forward as proposed, or as enacted by the IESO, then will the result be that there will be unjust discrimination.  And of course the rules around who gets paid what for how much and when is a component of -- well, it's a component.

But we are not here to figure out how we would do it better, because we don't actually have the jurisdiction to do that.

MR. BARZ:  Thank, you Madam Chair, I appreciate that.  I think my line of questioning was going at -- and I think that might have been where Dr. Rivard was going.

But I guess then I could ask you just point blankly, then, do you think that these energy payments would result in -- sorry, the lack of an energy payment, would it result in unjust discrimination for a demand response resource?

DR. RIVARD:  I would say no.  Not paying the demand response, the market price for reducing demand will not have a discriminatory effect.

MR. BARZ:  Okay.  Then I guess my final question, which is somewhat related, a more general question related to the TCA is do you believe the TCA or market rule amendments will limit competition in Ontario?

DR. RIVARD:  I don't see how they would, no.

MR. BARZ:  Okay, thank you.  Those are all of my questions.

MS. SPOEL:  Thank you.  Mr. Rubenstein?
Cross-Examination by Mr. Rubenstein:


MR. RUBENSTEIN:  Thank you very much.  Is this on?  I will be referring to K2.5 as well, which is potentially one interrogatory response which Staff, as I understand, will pull up if need be.

Dr. Rivard, I want to follow up on something you talked about during your in-chief when you were providing the examples.  One thing you talked about was the potential for what you called -- and what I believe was discussed in FERC 745 -- is the problem of potentially double compensation.  A demand response resource is avoiding the HOEP, the market clearing price at a given time, and then is also being compensated for that market clearing price.

Do you recall that -- your comments from that respect?

DR. RIVARD:  Yes.

MR. RUBENSTEIN:  As I understand in FERC 745 -- which as I understand you are familiar with based on your affidavit -- that was a discussion which the dissent talked a lot about.

DR. RIVARD:  Yes.

MR. RUBENSTEIN:  And my understanding is that the dissent -- Commissioner Moeller, I believe was his name is -- his view was that if you were going to pay demand response resources the wholesale price -- so in essence give them an energy payment -- you needed to subtract their avoided energy cost.  Correct?

DR. RIVARD:  Yes.

MR. RUBENSTEIN:  And I understand, in the US demand response providers for the most part, unlike in Canada or Ontario specifically, are not exposed to the market price.  They pay retail rates.

DR. RIVARD:  That was the -- at the time that was the problem that they were encountering, that's right.

MR. RUBENSTEIN:  And so the dissent's view was that if you were going to provide demand response energy payments, you had to subtract out the retail price that they would be paying.

DR. RIVARD:  Correct.

MR. RUBENSTEIN:  So if we were translating that into Ontario, that logic, would you be subtracting out the entire wholesale price, ergo you would pay them nothing?  Is that the logic?

DR. RIVARD:  Yes, because you don't -- that's how the Ontario market works.  You pay whatever that market price is and hence, as long as it exceeds what you are willing to pay, you will not consume.

There's no barrier to that kind of demand response in Ontario.  That could have been happening at the time in the US, where consumers weren't facing that market price, but instead were facing a retail price.

MR. RUBENSTEIN:  So in the decision, it uses the sort of for market prices locational marginal price and it uses for retail price G, and it uses the formula L M P minus G.

Would I be correct then the Ontario version of that theory of the dissent would be HOEP minus HOEP?

DR. RIVARD:  Yes.

MR. RUBENSTEIN:  Okay.  Now, you discussed at paragraph 58, "Yes" -- the question is:

"Do you see any implications for the IESO or Ontario consumers of the IESO required to apply a net benefits test in order to pay DR resources the market clearing price?"

And you say:

"Yes, if the intent of FERC net benefit test is to compensate DR resources only when it results in a reduction from the bills of non-DR resources -- non-DR consumer surplus -- then 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."

Do you see that?

DR. RIVARD:  Yes.

MR. RUBENSTEIN:  And as I understand the impact of the GA that we're talking about, or one of the impacts that we have to take into consideration, is that most generators in Ontario are under contract or are rate-regulated, and they're guaranteed a certain amount of revenue regardless of the market clearing price.  Correct?  I can provide by way of an example if it would be helpful.

And using something the Board may be most familiar with is Ontario Power Generation's rates, which are rate-regulated by the Board.  The Board sets a payment amount per megawatt hour of generation by its facilities.

And regardless of what the actual market clearing price is, if it is lower than that payment amount, through the global adjustment it receives that amount.  Do I have that correct?

DR. RIVARD:  Yes, yes.

MR. RUBENSTEIN:  And so what could potentially happen is that, as I understand it, is if you provide energy payments to demand resources and that lowers the market clearing price, customers end up paying that difference in the global adjustment.  Correct?

DR. RIVARD:  To those resources that had a contract or were under regulation, yes.

MR. RUBENSTEIN:  And so potentially customers are worse off, because not only are they paying energy payments to the DR resources if activated -- that's, I guess, the benefit -- but -- that they receive as the lower clearing price -- but they're -- essentially that benefit is clawed back by way of increased global adjustment costs.  Correct?

DR. RIVARD:  Yes.  In the extreme, if all of the generators were under contract or regulation, if the intent is a net benefit test is to induce demand response, causing the energy price to fall, with the concept that energy consumers will benefit, in Ontario this dynamic effect that I was talking about before is almost instantaneous within that month.  Those payments go right back to the generators.  So the consumers in that month never really realize that benefit.

MR. RUBENSTEIN:  And that's why -- and I think AMPCO recognizes it in their view -- is that is why we should have a net benefit test, so that you are only paying that energy payment if it passes a net benefits test.  Is that your understanding as well?

DR. RIVARD:  I think I have heard in the evidence that -- from Mr. Anderson that he would only want payment if it was in the interests of consumers, because he represents two types of members.  Yes.

MR. RUBENSTEIN:  Now, if we look back at paragraph 58, it is your view, as I understand it, that, all else held constant, the net benefit test will be satisfied less frequently, if ever, than in the United States market.  You discuss this throughout the evidence, that in your view the net benefits test may never be -- rarely, using your language, if ever, be satisfied.  Correct?

DR. RIVARD:  Well, certainly I think later on I try and explain why that is.  I mean, at that point I kind of set up what the issue is and I go on and explain it.

And the data, the historic data -- and that is probably the best data we have at this point -- says that it would never have been satisfied.

MR. RUBENSTEIN:  Let me just focus on a couple of things in the language here.  First you say "all else held constant".  Can I just ask what things may not be held constant that would change your view?

DR. RIVARD:  That's a good question.  I just want to think about that.  I think my use of "all else held constant" was that -- in the sense of trying to deliver what FERC was looking at versus what would actually happen here.  So maybe it wasn't the -- what you're getting at, but I think that is kind of what I had in mind.

MR. RUBENSTEIN:  Well, your evidence discusses that in your view -- and you can take me to it if you want -- you have some numbers that you provided at -- let me pull it up here -- paragraph 68 through 71, where essentially you take the view based on the analysis that you have undertaken that paragraph 71 concludes:

"Overall, the recent historical data suggests that the net benefits test would rarely, if ever, be satisfied in Ontario because..."

In your view, I think what you're saying is that best 0.019 percent of the time the DR resources would clear the market clearing price.  Correct?

DR. RIVARD:  Yeah, what the data shows is that you would never activate these resources; that's right.

MR. RUBENSTEIN:  Well, so then I guess going back to my question, what are the factors that would actually change that?

DR. RIVARD:  Okay.  I see.  So if suddenly there was a large loss of supply, of generation supply, then that would put upward pressure on the prices and it could induce activation more often.  That could -- you know, that's -- all else held constant, I think I am saying in the context of what we have seen in recent past and what evidence suggests is going to happen next year, we don't see this likely to happen.  But I can't say that if there wasn't this loss of all the nuclear plants or something that you wouldn't see more activation, and I can't say definitively how often.  Yes.

MR. RUBENSTEIN:  Can you give us a view, would it have to be a material -- like, a significant -- material may not be a lot -- a material or significant change?  What is the magnitude we're talking about that would -- that there would be factors that would change that would make it that the net benefit test could be satisfied more often?  Materially more often.

DR. RIVARD:  Yeah, I don't -- I didn't really -- that really requires forecasts, modelling.  Certainly in the time period that I had I didn't think I could offer that with any rigour.  The best I could do was use the recent history.

MR. RUBENSTEIN:  That's fair enough.  I was just wondering if on the screen they could pull up KCLP Staff 1.

And in this you were asked by Staff -- they posed a question to you, and at a high level essentially they were asking you to essentially give us your views when the -- when this capacity gap in 2023 occurs, how this is going to change directionally.

And you respond on the second page, second paragraph.  You say:

"As generators come off contract the relationship between the monthly market price and the global adjustment will change.  However, I am unable to say exactly how this change will impact the net benefits test.  As existing generation resources come off-market, if the IESO wishes to rely on the capacity in its system planning, the IESO will need to identify a mechanism to compensate those generators for their fixed operating costs required to maintain their facilities as a going concern.  Historically in Ontario this has been done using long-term contracts funded through the global adjustment mechanism.  If the IESO elects to recontract with existing or new generation resources to meet the forecast capacity gaps starting 2023 then the chances of a net benefit test is passed in Ontario may in fact get smaller in the future."

Do you see that?

DR. RIVARD:  Hmm-hmm.

MR. RUBENSTEIN:  Now, and we can ask the IESO this tomorrow, but my understanding of moving to the transitional capacity is that IESO is moving away from long-term contracts to a capacity mechanism to secure capacity, essentially, the option mechanism to secure capacity.

So assume that is correct.  Does that -- can you help explain, does that change your view about what in 2023 if this more or less is less likely directionally that the net benefits test will be met?

DR. RIVARD:  Hmm-hmm.  I think the point is still the same, right?  With the global adjustment today we have a direct mechanism that says we've already committed to pay those generators what that fixed -- you know, make a payment to those generator covers that fixed cost to make sure that they are available.  That is how the contracts work.

And so there is a direct mechanism that if you were to compensate demand response with the hope of lowering the energy price and benefiting consumers, that, you know, within the month that benefit would be offset by a higher payment.

As contracts expire that specific mechanism goes away, but there's still a presumption that those generators are likely still to be needed.

So how will that -- those generators be secured?  How will they make sure that they can continue recovering any of their costs going forward?  That could be through a contract.  It could be through a capacity auction.  Either way, I still think that the shortcomings of the net benefit test is it doesn't capture that longer term payment.

It focuses only on the short term energy payment and the short term savings that consumers may get by having a lower energy price.  But it doesn't factor in will that lead to the lowest cost overall for both capacity and energy.

And I don't have the answer to whether that net benefit test would be passed more often.  But I do know that that net benefit test has to somehow factor that in.

MR. RUBENSTEIN:  Can we go back to your report.  The premise in your report as we talked about is this in your view, the net benefits test based on your analysis will rarely, if ever, be satisfied.  Am I correct with that?

DR. RIVARD:  Yes.

MR. RUBENSTEIN:  So if that's the case and that energy payments would be -- you would have to pass the net benefits test before any energy payments are made, who is worse off?  It seems ultimately it seems the bidding would be exactly the same if a demand resource -- if your analysis is correct that a demand resource is never going to be activated, or it's never going to pass the net benefits test and never receive energy payments, then it is in the essentially in the exact same situation we are with the proposed amendments.

DR. RIVARD:  I think that's the logical effect, right, that if -- if you truly do a net benefits test that captures this, which means that that threshold price at which you compensate demand response is so high that it still never happens, the net effect is nothing.

MR. RUBENSTEIN:  Now, obviously there is two ways to look at it.  One way from the demand response providers is, they're in the same boat than if they were with the amendments or with the way they would like the amendments to look.

DR. RIVARD:  Correct.

MR. RUBENSTEIN:  But I guess the flip side I am trying to understand is what is the harm in providing them energy payments if they meet the net benefits test?

DR. RIVARD:  I think your first point is correct, that if there's -- if the change is superfluous based on the factors of the market, that is even though you properly apply that net benefits test, nothing happens, there should be no harm either.

Now, I think the situation here though is -- I think that's likely the case, but now we have a situation where we're proceeding with a demand response auction that doesn't have an opportunity to have generators participate in that, to the extent that those generators say that, you know, going forward, I just can't recover my costs, and they shut down we might be in a worse situation.

So your hypothesis is true in that if the effect of providing a payment, if you properly have captured the global adjustment is that no payment would have been applied at all, it's true no harm in that respect happens.  But unfortunately, we ended up here and we now have a DRA auction that we don't even have an opportunity to have that competition.  That is kind of unfortunate.

MR. RUBENSTEIN:  But that is an issue -- in six months if the decision comes out in either direction, and either the TCA amendments are come in force as proposed or there is a new amendment that comes in because AMPCO has won and ultimately the results is there will be energy payments, it seems to me your analysis is nothing actually changes.

DR. RIVARD:  Well, I agree that if the net benefit test says we never pay anything, that in that sense, nothing happens.  That's true.

But there have been real implications, right, of following through with this potentially if a generator -- generators that aren't eligible to compete in the next auction -- which they're not now -- decide they have to shut down.

MR. RUBENSTEIN:  You're talking about today.  I am talking about in six months where you have two scenarios.  TCA has proposed.  TCA with energy payments.

DR. RIVARD:  Hmm-hmm.

MR. RUBENSTEIN:  It seems to me, based on your analysis, practically it actually makes no difference.

DR. RIVARD:  If the historic data plays out that even if you applied the net benefit test, factored in global adjustment, such that the threshold is never at a level that you dispatch demand response, then the practical effect is that nothing happens.

MR. RUBENSTEIN:  Right.  Thank you very much.  Those are my questions.
Questions by the Board:


MS. SPOEL:  Thank you, Mr. Rubenstein.

DR. ELSAYED:  I have just one question.  I think what I heard is a statement to the effect that participation by DR resources in the capacity market may affect generators, or a generator who is on the margin, and put their viability at risk.

Am I accurate in that statement?

DR. RIVARD:  Do you mind just repeating that?  Sorry.

DR. ELSAYED:  That the participation of the DR resources for some generators who may be on the margin may put their financial viability at risk.

DR. RIVARD:  Because they can't participate in the current --


DR. ELSAYED:  Because they can't participate, because the DR resources can participate in the capacity market, I thought I heard you say.  If they're allowed to participate, that that may put some generators who are on the margin, put their viability, financial viability at risk.

DR. RIVARD:  Oh, I see.  I think what I was saying is -- the question that was asked to me if we did pay -- I think the question was asked to me by Board Staff that if we did pay demand response for reducing demand, could that affect financial viability of the industry?

I think my response was to the extent that it leads to a reduction in demand at times when the actual value of that consumer consuming was greater than what the costs of, say, that marginal generator was and so they were no longer producing, that generator in particular, its financial viability could be at risk.

DR. ELSAYED:  Okay.  And in that -- can you address the flip side of this, in terms of what impact could the fact that the DR resources are not able to participate in the capacity market may have on the financial viability of some of those DR resources?

DR. RIVARD:  So the DR resources are eligible to participate in the capacity auction.  But I think the issue that's being raised here is that because they, unlike a generator, don't get an energy payment, that that would disadvantage them.

DR. ELSAYED:  And what I am saying is by not getting an energy payment, what are your thoughts in terms of how that might impact for some of them their financial viability.

DR. RIVARD:  I think what I, I would say is that -- and I think this came out in perhaps the IESO discussion -- not getting an energy payment right now, based on history seeing how often they would actually be activated is, in my words, de minimus in expectation, in which case they could offer in that capacity auction exactly the same that they would have had generators not been there.  And then let's see what competition brings about.

DR. ELSAYED:  But I thought what we heard is that history is not necessarily indicative of what might happen in the future, as far as the utilization of DR resources in such a market.

DR. RIVARD:  I think I was asked a question about could history inform us about the merits of providing an energy payment, which is different from the question about can history inform us the likelihood that activation would happen.

DR. ELSAYED:  What are your thoughts in terms of the likelihood in relation to history?

DR. RIVARD:  I think the evidence says that based on recent history, and there's really no obvious evidence that things are going to change in the next year, the likelihood of activation is not going to increase beyond what has happened in the last year.

So the risk of being activated as a demand response resource and not being able to recover some costs is very low.  Which means, again, I think to the point of your question, that means they can participate in that capacity auction and bid at a level they would have bid otherwise, had generators been part of it.

DR. ELSAYED:  So what advantages can you think of -- like why would the DR resources be pursuing this in this case if there are no prospects of any benefits beyond what has been happening in the past?

DR. RIVARD:  I am not sure I can explain their motive behind that.

DR. ELSAYED:  No, I mean like based on your economic perspective.

DR. RIVARD:  Yeah, maybe the best way I can answer that is if I, as an economist, and I was working for one of these DR resources, and I was asked, do you think this is going to put us at a disadvantage, I would say no, because I am not being activated often.

DR. ELSAYED:  Okay.  Thank you.  That is my questions.

MS. SPOEL:  Ms. Frank.

MS. FRANK:  I would like to explore the conversation you had a little while ago about the activation costs, and we will start with, I think, the easier one with generation.  There are activation costs that you have talked about, and they're standby type payments associated.  So I think you said there was no harm, they got to recover their costs of the generators.

DR. RIVARD:  So, yes.  The non -- sorry, a quick -- sorry.  A non-quick-start generator, someone that takes a while to start and has to use fuel to kind of warm up and get ready to start producing electricity, those types of generators are -- there's a program called the Cost Guarantee Program, I think I got that right, that says, lookit, if we -- if the IESO says if we need you, if in advance of real time we need you, and you tell us in advance what those costs you're going to incur, if the market price that you get paid for every megawatt that you produce is not high enough to cover your marginal costs of producing that electricity, plus those start-up costs, what we'll do is guarantee that you will at least be able to cover those start-up costs.  If the price goes really, really high and you cover your marginal costs and your start-up costs, you will get no payment.

So it is really an insurance program.  The intent of it really was -- and it was not there at the start of the market.  It was something that was introduced, I think probably in the second year of the market.

And the intent was to try and help those generators manage the risk when the IESO's forecasting that we will need you, we will need you, but then we don't, and you come online and you take the risk that you are going to start, prices are really low, you didn't cover the costs.

What we're finding is to manage that generators were bidding -- offering, sorry, prices higher than their marginal cost because they had to manage that risk.  This was an attempt to reduce that risk.

MS. FRANK:  Right.  So that what they were going to now offer would be truly their marginal costs, and they would know -- they would be confident if there were start-up type costs, they're going to get paid for it?  And that would be true today as well.  Right?

So when a generator bids into the capacity market, they do not have to include any of these start-up costs, because they know there's a mechanism to get paid.  Is that fair?

DR. RIVARD:  That's fair.  The Cost Guarantee Program reduces the risk that they can't cover those costs, and therefore that's not something they have to bid in their energy offer, or put in their energy offer, or bid in the capacity market, yes.

MS. FRANK:  Okay.  Now we move over to the DR example.  So I think there was enough conversation that indeed there was a recognition for some DR resources.  There are equivalent start-up type costs.  There is some bucket of costs that only occur if they get activated.  We're good with that?

DR. RIVARD:  Yeah.  I think Mr. Mondrow walked me through Mr. Anderson's evidence, which -- and this was my interpretation -- was kind of helpful in explaining kind of similarity to a generator, in that when activated, when asked to reduce consumption, it is not just the value of lost load they might be at risk, but they may actually have to incur an out-of-pocket cost, burning gas to maintain a product to avoid waste.

MS. FRANK:  And you seem to say there were two ways that these DR responses -- and this was really where -- what I am trying to get assistance on -- the one option was that they increase their bid price for the capacity to cover these potential costs.  The challenge with that is they have now added a cost component that generators don't have to add.  So that puts them at a disadvantage having to include another category of costs that generators don't have to, in terms of the capacity bid.  Do I have that right?

DR. RIVARD:  I think you do, yes.  The demand response resource today has to factor that risk of incurring that fuel cost to maintain the product in its bid price.

MS. FRANK:  Right.

DR. RIVARD:  So it may bid something beyond just what its true value of lost load is or its willingness to pay to say, I want to avoid that.

MS. FRANK:  Right.

DR. RIVARD:  So -- and is at risk of that.  Now, I will say -- I mean, the evidence here was about, and as a practical matter does that matter.  And the evidence is, no, that prices never really get to that level that they would actually have to incur that cost.

But as a point of consideration, it is meritous (sic) to think that there is this analogy of cost, there might be some value in thinking about that specific type of cost guarantee in a future market design.

MS. FRANK:  So it is about the design rather than the -- you know, it's the theoretical rather than the practical that we have to be concerned about, right?

DR. RIVARD:  I believe so.

MS. FRANK:  So I think you were suggesting there's another way that the DR customer -- the load could actually recover these costs.  I was -- and this is my -- we're getting to what my lack of understanding is.  So what was that other option?  They're not going to raise their -- they want to be competitive with the generators so they're not going to add it into their bid price to try to be more competitive and therefore possibly get, you know, get selected for the capacity.

How else do they recover it?  What else do they do?

DR. RIVARD:  Right.  Well, I realize the question you are asking me is probably considered outside of the scope of the hearing, and I will --


MS. FRANK:  Well, I am looking for, you know, how do we avoid the discrimination.

DR. RIVARD:  Yeah.

MS. FRANK:  So this is all -- I see this as discriminatory treatment if indeed generators are allowed to get recovery for these start-up costs and DR are not.  And the only mechanism they have is to inflate their capacity bid.  If there's another mechanism, then they're not discriminated against.

DR. RIVARD:  That's correct.

MS. FRANK:  So I am looking for, how are they not discriminated against?

DR. RIVARD:  Yes.  I think that is fair.  I think the way they're not discriminated against is to be eligible for a cost guarantee very much like the generator is in terms of the start-up.

And so what the IESO is looking to do going forward is to improve the way it makes decisions in advance to start generation by -- through the day-ahead market and what they call the enhanced real-time -- enhanced real-time start-up guarantee.  Anyways, a real-time program similar to what they have now.

And what that would do is have generators in advance say how much they need to recover just as a start and provide them a guarantee that if they are scheduled, that if they don't incur -- recover enough revenues in the energy market, that they will at least be compensated as an insurance that they will cover that cost.

I think there is merit in considering if a DR resource has a very similar type of start-up cost when activated, why not allow them to bid that into the market and then compete against generators to decide, well, should the generator start to produce electricity, or should the demand response resource incur this cost to avoid a payment.

MS. FRANK:  So that is all about what the future might hold.  But today when we look at the rules that were proposed, that we're considering, there isn't a way to avoid this discrimination, is there?  Today in what we've got.  Just for this narrow piece.  Just these...

DR. RIVARD:  No, you're right, yeah.  Well, I would say that the point that you raise is, I think there's merit to considering that.  I would say that for sure.

But the material effect of it is not real.  I think that is the question you are getting to.

MS. FRANK:  Right, okay, thank you.

MS. SPOEL:  Dr. Rivard, I just had one small area and I just want to make sure I understand this.  You spent quite a lot of time talking about allocative efficiency, and essentially, if I can try to paraphrase it, that for societal benefit widget-makers should make widgets and generators should generate electricity, generally speaking, that that is a better allocative exercise because if the widget-maker stopped making widgets in order to do demand response there will be fewer widgets.  Is that kind of a fair, very simplistic level of my understanding of what you mean by allocative efficiency?  That is the best use of the resources?

DR. RIVARD:  Yes.  I think that is right.  I mean, we want -- we recognize as an industry that the production of electricity benefits our economy, because people need it to produce goods.  And what we want to do is induce those people who are producing goods to use that electricity whenever the cost of it is less than what the value they get from producing those goods.

And if we don't do that, then we lose the value of those goods.  Like if we do pay them not to consume, so that actually it induces them to not consume when the true marginal cost of supplying them was less than what they valued, we would lose the benefit in the economy of those widgets being produced, that's correct.

MS. SPOEL:  But if there were -- and this is all completely hypothetical and theoretical, but if in some industries there is an overcapacity of widget-making, widget manufacturing capacity, if we've got more capacity than need, or they now have better technology that takes less electricity perhaps, or they don't have to use all of the -- they don't need all of the capacity of their plant in order to meet the available market for widgets.  I mean, people aren't using as many widgets, for whatever reason.

Then would it not be more efficient for them to use that extra capacity for demand response rather than burning a whole lot of gas to generate electricity while half their plant capacity sits idle?  Like is that not another way of looking at -- as I say, I don't have any real life example at all.  But would that not also be a good example of allocative capacity, that in some cases it would be better to not consume because there's excess capacity in a widget manufacturing plant.

DR. RIVARD:  Yes.  If --


MS. SPOEL:  The theory --


DR. RIVARD:  I think it is kind of a good question to ask for the context of this.

If there's market conditions in the widget market that means there is just too much capacity, the demand for widgets for whatever reason -- I don't know what you use a widget for, but suddenly people decide they don't need it as much and there was this idle widget capacity, then I think what would happen, though, is because of that, those widget makers would not have the same demand for electricity.

They just don't need the electricity because there is no demand for their final product.  So how does that show up in the electricity market?  It shows up with less demand, per se, compared to what it was in some previous situation.  And if they are looking to buy electricity, their willingness to pay might be lower.

So I think the market itself allows that to happen.

MS. SPOEL:  Right.  Then if they were using less, you wouldn't need as much generation either presumably.

DR. RIVARD:  Yeah.  In some ways, it is an unfortunate thing if the Ontario widget market for some reason was taking a hit from the Ontario economy standpoint, we might be disappointed.  But from the electricity sector standpoint, we just don't need it as much and maybe there is a benefit in that we don't have to build as much generation, yes.

MS. SPOEL:  And my one other question was -- again I just want to make sure I understand your sort of general proposition.  This is looking at there are, as Mr. Rubenstein pointed out, a whole lot of different purposes in the Electricity Act, some of which are not necessarily completely internally consistent -- well, they're competing priorities, I suppose.

But with respect to the interests of consumers with respect to prices, adequacy, reliability and quality of electricity service, I take it from your evidence that what you are partly saying is that short term, the prices the consumers that might be charged might be a bit higher than if you -- I think you gave an example 1B, hyphen or whatever it was, the sort of second example where it was 200 megawatts for the demand response in 250.  So there was potentially a cheaper price for consumers.

What you're telling us is that that may be the case short term, but keeping the generators going by allowing them by having the price a bit higher and letting them be in the market is what we need to ensure that in a few years from now, while the price point may be higher, it is kind of short term pain for long-term gain from the consumers' perspective that we need to keep that capacity available for when we need it down the road.  Is that essentially what you are saying, in very kind of colloquially sense?

DR. RIVARD:  No, that's -- I think that is the spirit of what I am trying to say, is that if we -- if by paying demand response to reduce the demand, they lower their willingness to pay because now they might get a payment that is greater than even what the economic benefit of producing is, and that lowers the energy price, in the short term, in that hour in a sense, consumers get a benefit.

I will say, though, that that price at that point, if they truly bid lower than they're willingness to pay, that price is actually lower than what I will say is the efficient price signal about what the need for energy is at that point.

MS. SPOEL:  Okay.

DR. RIVARD:  Not only that, but because the generators get less, they will need more in the future, right.

MS. SPOEL:  Yes.  I don't want to complicate it.  I was just trying to keep it general.

DR. RIVARD:  It is very dynamic.  But I guess that is the point, why economists favour promoting efficiency, promoting efficiency in the use of energy and the pricing of energy and using that as a signal for -- and then a capacity auction trying to promote efficiency on the capacity side.  If you promote efficiency, and you set those prices right, you should get the right level of investment long-term that benefits consumers.

I think if you try and intervene in the hopes of saving, you know, well-intended saving some consumers money and you intervene in that kind of competitive process, you run the risk of having the unintended consequence of having higher costs in the future.

MS. SPOEL:  Isn't this transitional capacity auction being opened up to generators partly in order to stop them from going out of business in case they're needed in a few years?  So isn't that an intervention in the market, trying to make sure those investors don't leave.  Not you.  That they're trying to make sure that that was Mr. Windsor's evidence, that they might be forced to close down and they won't be there because their investors won't have confidence, so that they are artificially skewing that investment environment by letting them -- I can't say you  -- their investment environment is being changed by allowing them to participate in order to stop them from -- to induce them to stay in this jurisdiction, even though at the moment the evidence appears to be that there is little likelihood that they will actually be activated in the next -- like, in the immediate short term.  Longer term...


DR. RIVARD:  The evidence that the DR resource or the generator would be activated?

MS. SPOEL:  Presumably neither would be activated if there is no gap.

DR. RIVARD:  Yeah.  I think I get the spirit of your point.

MS. SPOEL:  You tell me.

DR. RIVARD:  I get the spirit of what you're asking.  I think it is an astute observation in that if -- and I think you can read this into the transitional capacity auction documents.

There's a sense that right now we don't need additional capacity beyond what we have contracted or regulated.  And so by that kind of measure, why do we need a capacity auction, right?

And I think there is a sense that, from the documents -- and I am not going to speak to whether I agree that this is true or not, or like of evidence, but there is a sense that we'll pay -- we'll make those payments to ensure that those resources don't go out of business, because we're afraid that they may not be there when we do need them.

MS. SPOEL:  Right.  That is what I, that was my question, is that your understanding --


DR. RIVARD:  Yes.

MS. SPOEL:  -- of partly what is happening?  Okay, thank you.  That is everything I have.

MR. MONDROW:  Madam Chair, I know there is a redirect opportunity.  In the spirit of extracting the most value from Dr. Rivard's brain, can I ask one follow up question?  Not a cross-examination; not a challenging one, an informational one.

MS. SPOEL:  I think that is fair, Mr. Mondrow.  I am not quite sure in terms of the order of cross-examination why AMPCO went before the IESO and APPrO, which are actually supportive of the IESO's position.

MR. MONDROW:  Fair enough.

MS. SPOEL:  So anyway, yes, you may and I was going to discuss the order of cross-examination tomorrow when we are finished.

MR. MONDROW:  Thank you.  I appreciate that.  I won't actually do a cross-examination, Dr. Rivard.

But just to understand.  Member Spoel -- and this really arose from the panel's questions.  Member Spoel asked you about the spare widget capacity scenario.

And I think what you said is the market will take care of that because demand for electricity will be reduced.

DR. RIVARD:  Yeah.  So the hypothetical was that there was something happening in the widget market that meant that suddenly there was excess capacity of widget-making capability.

Let's say that the demand for widgets for some reason just declined.  So widget producers no longer need to produce as many widgets.  Well, they use electricity to produce those widgets and, therefore, they don't need as much electricity.

MR. MONDROW:  Right.

DR. RIVARD:  So the effect on the electricity market from that event that is happening in the widget market is either they just reduce their demand and they don't buy as much, or if they still are willing to buy, they're likely to be willing to pay less because there is less value, let's say, to them from producing the widget.  So they would bid lower.

MR. MONDROW:  My question really was when you were talking about that, and the reduction and demand from the widget manufacturers, were you talking about capacity, energy, both?  What did you have in mind there?  Because they're different, right?

DR. RIVARD:  Yes.  That's a good point.

In the short-term their demand for energy goes down.  So you need less energy.  In the long-term, if that change or shock to the widget market is enduring, so that you don't need as much demand from the widget industry, the future need for capacity also goes down.

MR. MONDROW:  Right.  Thank you, Madam Chair.  That is what I wanted to clarify.

And while I have the mic, the floor, as it were, and lest I forget, I think the staff compendium did not get an exhibit number, and you might want to give it one.  And I don't have to interrupt you again.

MS. DJURDJEVIC:  I marked mine as an exhibit.  It is Exhibit K2.6.  
EXHIBIT NO. K2.6:  STAFF COMPENDIUM FOR KCLP PANEL 4.

MS. SPOEL:  Thank you.

Ms. Krajewska, do you have any re-examination?

MS. KRAJEWSKA:  Yes, just briefly.  Thank you.
Re-Examination by Ms. Krajewska:


MS. KRAJEWSKA:  Dr. Rivard, in response to Panel Member Frank's questions, you were asked about how a demand response resource can factor into its bid any activation costs, and you talked about how they can factor it into their capacity offer.

Are there other ways in which a demand response resource can factor those costs into its bidding strategy?

DR. RIVARD:  Right.  And I think Member Frank's question was really specific to these kind of activation costs that came out in Mr. Anderson's evidence about incurring an actual physical cost of maintaining a product.

So how could -- if a DR resource feels that it's at risk of incurring those costs if activated, what can it do about it?  It could either factor it into its energy bid, which would reduce the chance that it would incur that cost and reduce the chance it would be activated.  You can do that up to bidding 1999.99.  Or it could try and bid it into a capacity market.

I think I was then asked what would I do if I was working for that company, and that is when I said, based on the evidence for this next auction, if I was advising my CEO, I would say we're not at risk.  I can manage that in my energy bid.  We'll be as competitive as we can in our capacity auction.

MS. KRAJEWSKA:  Okay.  Thank you.

And just, are you aware of the cost guarantee for generators?  Are you aware about what the IESO is doing with respect to that in the near future?

DR. RIVARD:  So my understanding is that it was kind of a program that was put in place back in 2002 or 2003 as almost a stop-gap program, and over the last several years it's been established that it's not the most efficient program.  So it's part of the market renewal initiative the IESO is looking to transition from that program, which essentially says, tell us your costs in advance and we will pay you after the fact.

But there is really no competitive mechanism for generators to compete against each other to ensure that we're getting the least cost way of starting generators.  That's transitioning to a much more sophisticated optimization that will factor that cost in and should lead to efficiency gains.

MS. KRAJEWSKA:  Thank you.  Those are all of my questions.

MS. SPOEL:  Thank you.  Before we rise I just wanted to address the -- I did want to address the order of cross-examination for tomorrow.  First of all, Mr. Barz, you're not on the list.  Are you not planning to cross-examine the IESO's witnesses?

MR. BARZ:  Pardon me.  Sorry.  No, we are not planning on cross-examining IESO.

MS. SPOEL:  It seems to me that given that KCLP is generally supportive of the IESO's position, that it would probably be better to cross-examine before AMPCO, just as a general matter of fairness.  Is that --


MS. KRAJEWSKA:  Yes.  I appreciate that the custom is for friendly cross-examination to happen before adversarial cross-examination.

MS. SPOEL:  Correct.  So is that --


MS. KRAJEWSKA:  It's just, we haven't been doing it during this hearing, but I --


MS. SPOEL:  No, it only occurred to me today because I didn't really look at the order until today, thought, hmm.  So perhaps you can go first tomorrow and then followed by Mr. Mondrow.  And I am assuming that Mr. Rubenstein and Board Staff are relatively neutral as between the two.  So it probably doesn't matter.  You guys can sort that out.  Thank you.

All right.  We will resume tomorrow at 9:30.

Thank you, Dr. Rivard, for your helpful evidence.
--- Whereupon the hearing adjourned at 4:40 p.m.
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