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Friday, December 13, 2019
--- On commencing at 10:07 a.m.

CHAIR SPOEL:  Good morning.  Please be seated.


Good morning, we're sitting today in the continuation of AMPCO's application to review market-rule amendment EB-2019-0242.


And Mr. Mondrow, I think it is your turn to do reply argument.

Reply Submissions by Mr. Mondrow:

MR. MONDROW:  Thank you, Madam Chair.  Good morning, Panel members.


Mr. Zacher told you yesterday that there is no risk of activation for DR resources that can't be managed through energy bids.  That's the basis of the IESO's response to AMPCO's application, it's the basis of Mr. Vellone's diagrams, it's the basis of APPrO's submissions.


Unfortunately for DR resources, it's not true, and I am going to tell you why.  We agree with Mr. Zacher and others that have said that DR resources are not forced to include activation costs in their energy bids.  They could instead simply risk losing money.  Not a very palatable option.


Remember, these are loads that have elected and positioned themselves, including with appropriate technology, to participate in the IESO-administered market.  In that respect, in respect to providing capacity and energy services to the market, I reiterated in my argument in-chief that they're functionally equivalent to generation resources, in the sense of that term used by FERC and Mr. Goulding and Dr. Rivard and the IESO witnesses, all of whom agreed with me when I asked them that question.


And having so elected, as capacity auction cleared and committed resources, they must be prepared to be dispatched and they must submit energy bids.  And their maximum bids by the capacity auction rules are $1,999, and it is, to quote Mr. Goulding, not impossible -- Mr. Zacher took you to this excerpt as well -- not impossible for market prices to go above 1,999 -- i.e., to 2,000 -- in which case the resources bidding even as high as 1,999 would be activated, they would incur activation costs.  They wouldn't get compensation.


Now, Mr. Zacher said that Mr. Goulding said that was a perfect storm, and that is what Mr. Goulding said, and I admit and AMPCO admits this is a relatively unlikely scenario.  Mr. Zacher said yesterday, and I believe him, that prices have never been that high.


So if I could just take you to transcript page number 171 from yesterday.  This, Member Frank, is your discussion with Mr. Zacher, and this is the piece that I want to focus on in reply.


So at page 171, Member Frank, you asked Mr. Zacher -- you put to Mr. Zacher after a discussion about this:

"So just to summarize in my words, if it is hanging true for you, so you would say there may well be some activation-type costs that a demand response would have.  But their way to deal with that is to bid into the energy market to almost ensure that they won't get activated.  That's the 1,999 bid or something like that."


And Mr. Zacher said:

"That's right."


And Member Frank, you say:

"So they're never going to incur that cost."


Mr. Zacher says:

"That's right.  So there isn't a recovery for it.  It's more you're not going to incur it?"


Mr. Zacher says:

"You're not exposed to it, and like a generator they're not trying to recover the costs.  They're trying to avoid incurring those costs."


And that seemed to be persuasive, but I am going to explain to you why it's not correct.


I have left on the dais and given to my friends a diagram which I prepared last night.  This is a diagram that an AMPCO person who understands this used to explain the situation to me and to explain why this characterization by Mr. Zacher, while understandable, is incorrect, and I thought it might help me to explain it to you.  And it is in some ways a kind of difficult concept, but actually, having thought through it and having it explained to me, I now see it as quite simple, and we thought the diagram might help.


So if I could get an exhibit number for it, I will describe it for you.


MS. DJURDJEVIC:  That will be K5.1. 

EXHIBIT NO. K5.1:  DIAGRAM.


MR. MONDROW:  Thank you.


So this diagram is just a price line, really, and if you look at the labels going from top to bottom, I've marked the $100 on the left-hand side, I've marked the $100 minimum demand response bid price, minimum capacity auction bid price, and at the top there's the 1,999 maximum bid price, and of course just above that is the $2,000 maximum market price.  Come back to that.


And then in the middle, starting from the bottom and moving up --


CHAIR SPOEL:  Sorry, Mr. Mondrow, you said the $100 minimum capacity bid price?  Aren't we talking about energy prices here?


MR. MONDROW:  Sorry, I did say capacity, and thank you for correcting me.  It is energy.


CHAIR SPOEL:  Okay.  We're just talking about the energy.  We're not talking about the capacity auction here, we're talking about if it happened what happens on potentially activation, and that is all energy prices.


MR. MONDROW:  Yes, I apologize.


CHAIR SPOEL:  Okay.  That's fine.  I just --


MR. MONDROW:  I appreciate the correction.


CHAIR SPOEL:  -- it is hard enough to follow without...


MR. MONDROW:  I hear you, and as you noted, Member Spoel, at the top, just to remind myself, and I should have looked at it, the title says "DR resources in the IESO-administered market energy market" --


CHAIR SPOEL:  Okay.


MR. MONDROW:  -- so thank you very much, yes, so the minimum and maximum energy bid prices, the maximum energy market price, and then moving up the line from the bottom, in this scenario $500 value of lost load, this is a DR resource representation.  So that's the first bar up the line.


And then the next bar up the line is an $800 sum of value of lost load and activation costs, because I've chosen $300 as the cost of activation for this example resource.


And I will give you another example to show that I haven't rigged these numbers, but these are the numbers I used, and I am told these numbers are relatively representative, but they're not the only numbers, there are all kinds of resources out there, all kinds of different economics.


And I have marked on the right-hand side of the diagram the risk of uneconomic energy costs, $300, and this is the key as it's been explained to me.


So Mr. Zacher says there's no risk to DR resources, and I took you to that transcript reference, of activation that can't be managed by bidding, and in this scenario the bid would have to be $800 or more, because Mr. Zacher says if they bid $800 or more they will only incur activation costs if in fact activated, and if the energy price is below $800 they're not activated, they don't incur any costs, so they're fine, but they're not fine, and here's why.


Now, Mr. Zacher might say, well, they could just bid $1,999, their maximum demand response bid price in the energy market.  Now, if they did that, they would pay $1,999, assuming the price went up to 1,999 for energy or something very high.  They will pay something very high for energy because they won't be activated.  If they bid a high activation price, they're not activated, they keep consuming, they pay the energy payment at whatever that high level was or up to that high level.  And in an extreme scenario where the price goes all the way to 1,999 or 1,998 they're going to have a value -- they're going to pay an energy payment in excess of their value of lost load of 500 of somewhere around 1,000 to $1,500, so they're paying energy costs way above their value of lost load.  I'm going to tell you in a minute how this relates to the activation costs.


I am going to, rather than using the 1,499 bid -- or, sorry, the 1,999 bid, I am going to use Mr. Vellone's idea of a rational actor.  I am going to strip away the real-world nuances and variances.  There are different kinds of resources, there are vagaries and movements in energy prices, but just to lock this statically, let's look at the rational actor idea.  So a rational demand response actor.


The protective bid, as Mr. Zacher explained it to you, is $800, because if the energy price is below $800, they don't get activated, they don't incur the cost, they have avoided incurring the cost, which was his point yesterday.  And if it goes above $800 they incur the cost but they're activated, but they don't get energy payments.


So let's just look at the energy price scenarios, and I will come back to the energy payments in a minute.  If the energy price -- if they bid $800, their protected bid to keep from being activated, below a level that is economic for them, to avoid incurring these costs, so if the energy price is less than $500 there's no activation, and there is no problem, because the energy cost that they pay is below their value of lost load, $500 being their value of lost load.


If, on the other hand, the energy price goes between $500 and $800, they're also not activated.  Remember, they bid 800 to preclude activation to protect themselves.  But what happens there is they're paying energy payments that are uneconomic.


In that zone they're paying energy payments that are between a dollar and $300 greater than their value of lost load.  It turns out that their exposure to uneconomic costs is exactly equal to their activation costs, and that's not a coincidence, it is the math, because if they're going to protect themselves from activation they're going to have to bid an energy price that is at least the sum of their value of lost load and the costs they would incur if activated, and anywhere where the energy price goes above their value of lost load in that zone, they will be paying energy that is uneconomic from a value of lost load perspective.

And the cap on that risk zone is equal to their activation costs, because that's the cap of their bid, in order to protect themselves.

So the risk of uneconomic energy payments is co-related a hundred percent, in terms of its level, to their activation costs.  And that's the key, as it was explained to me.  That's their cost exposure.

And in the third scenario here, if the energy price goes above $800, they're activated.  They have their protective bid.  The energy price exceeds their protective bid, they're activated, they incur the costs and they don't get compensated.

So there is a very real risk.

CHAIR SPOEL:  There is one piece of that that I don't quite follow.  And no one has really, I don't think -- I am not sure if there is any evidence in this case on this, but maybe you can help me anyway.

Let's say -- using your example here, let's say the value of lost load is $500.  So essentially what you're saying is for this particular customer, consumer whether they're in the DR market or -- whether they have put a bid in the capacity auction or not, surely if the price gets up to $600, $700 or $800, and their value of lost load is 500, they will stop consuming anyway.  Like are they forced to buy -- this is the question, I guess.  Here is a question that no one has talked about.

Are they forced, is a customer forced to continue to buy power or to pay for load if they choose not to use it?  Like can they not just on their own curtail if they get above that 500 and say -- leaving aside the auction and all the rest of it, once they get -- once the price gets to a point -- I will use a very simple example.

My daughter lives in England and she has a smart thermostat thing in her kitchen which in real time, you know, you put a toaster on and there is a little spike as to how much electricity you're using.  If you turn on the hot water tank the gas one goes up.  It is quite cool.

So if you come home, if you go, hmm, why is it up?  Oh, the kids are playing with the X-Box, you know, you go and yell at them or go and tell people to turn off the lights because obviously they've left them on.  You can voluntarily -- she can voluntarily reduce their load in real time as she sees those prices.

Surely these industrial customers can do the same thing.  They can reduce their consumption on a voluntary basis to avoid paying a price that is higher than they want to pay, quite outside this market.

MR. MONDROW:  They can.  The DR resource that we're talking about is actually not outside the market.  They're in the market.

CHAIR SPOEL:  Does it matter?

MR. MONDROW:  I am going to get there.

CHAIR SPOEL:  Are they not allowed --


MR. MONDROW:  They are.  And in doing so, they will incur these costs of activation, because as we heard, as the evidence states, they can't simply stop consuming electricity without replacing that with something.

CHAIR SPOEL:  But that would be the same for the people who aren't in the DR market?

MR. MONDROW:  Yes, it would be.

CHAIR SPOEL:  So if you're a widget manufacturer and you don't bid into the DR market, then you have the same issue.  You have to monitor your rate of use and it might not be convenient to turn something off.

MR. MONDROW:  Absolutely.  That's where the link to the capacity market becomes important, because what we're talking about here, and what I will take you back to is the prejudice in the capacity market.

So if this is a market participant, it's a DR resource that is invested in a market, that intends to participate in the market, is encouraged to participate in the market by the IESO and by the government's policy --


CHAIR SPOEL:  They get paid to do that.  They get a capacity payment.

MR. MONDROW:  And the issue is whether, when generators are introduced into that market, whether the situation in the energy market creates an unjust, uneconomically -- economically unjustified competitive disadvantage.

And the DR resource can certainly stop consuming and incur energy costs, replacement fuel costs and in the case of the steel mill.

CHAIR SPOEL:  Whatever it is.

MR. MONDROW:  And the issue before you is whether the lack of energy payments, or some kind of activation cost compensation for DR resources creates unjust economic discrimination in the capacity market, and I will come back to that to explain it.

CHAIR SPOEL:  So I just want to understand exactly what your client's premise is.  So what you're saying is that at the moment, in the DR auction or that market, the payments the DR resources get as a result of the capacity payments compensates them in some way -- it may not be a one to one, but it compensates them for the risk that they might in fact end up with this risk of uneconomic energy costs, or activation costs, one or the other, however you want to put it, because they're getting quite a bit of money right now.

MR. MONDROW:  No, the point --


CHAIR SPOEL:  They're getting paid, one of the reasons they bid into it -- I think Ms. Trickey referred to it in her evidence as insurance.

So they're getting paid by the IESO or by the market to have capacity available in the event that it's going to be -- that it might be called upon.  They're in a sense a provider of insurance to the market.  I am not sure that is exactly the right analogy, but it is one I could understand.

MR. MONDROW:  They are, and I too you yesterday...

CHAIR SPOEL:  The premium is -- in effect, the premium is what the DR resources get paid as a result of the auction.

MR. MONDROW:  And yesterday I took you to the evidence that indicates that these resources have included -- when they were the only ones in the capacity auction, the DRA, they included these activation costs or risk of uneconomic energy costs -- which are two sides of the same coin, as it turns out --


CHAIR SPOEL:  I understand that now.

MR. MONDROW:  -- in the capacity bids.  But when they were only DR resources, it didn't matter from the capacity auction perspective.

And the problem, which AMPCO has brought forward to you, is that when the generators are admitted into the auction -- which AMPCO supports, once this is resolved -- they recover their activation costs in the market by definition.

If they don't run, they don't incur these variable activation costs.  If they do run, it is because they have been dispatched and they get paid.  They recover these activation costs in their energy payments.

But the DR resources don't have that.  So now there's a risk of activation.  These costs or uneconomic energy costs, the flip side of that coin, which DR resources can no longer include in their capacity auction bids and be on a level competitive footing with the generators.  That's the problem.

MR. ZACHER:  Madam Chair, I apologize for interjecting, and I didn't want to do so prematurely. I wanted to let Mr. Mondrow proceed.

But this is not reply.  And in our written argument, we argued in principle -- our main argument was that all of these costs, these activation costs that AMPCO alleges they're exposed to to the extent they're activated in the energy market, are capable of being included in their energy market bids and they do not have to be included in their activation -- rather in their capacity auction bids.

And my argument yesterday simply expanded on what had already been stated clearly in our written argument.

So I don't think this, in any way, constitutes reply that is admissible.

If the Panel thinks this is helpful, it is obviously within your discretion to allow it.  But at a minimum, we ought to have the opportunity to respond with some brief clarification after Mr. Mondrow is finished.

MR. MONDROW:  I have no problem with that, Madam Chair.  What we're trying to get here is accuracy and if the IESO, through Mr. Zacher, can provide that, I have no problem with that.

We are responding to -- we are replying to his explanation yesterday which is the -- I mean, I take his point.  There are things in his argument.  It was clear to me yesterday when he was speaking with Member Frank that he was putting forward a proposition that actually isn't the case, and all I am trying to do is explain why that is in reply.

But if Mr. Zacher feels that he can provide clarity on my submissions, I am fine with that.

MR. VELLONE:  Madam Chair, if I may?

CHAIR SPOEL:  We're not doing another whole round.  We are not all -- we are not doing another round of argument on the whole thing.  Like, you -- some of this, I think, probably arises out of the examples that you used yesterday, Mr. Vellone, because Mr. Mondrow has the opportunity to reply not only to the IESO's argument, but also to those put forward by others.

But we are not having another whole round of argument.  This is reply.  I take Mr. Zacher's point, and by asking some questions about it, I've probably extended where Mr. Mondrow might have gone, but I was -- but I have been wondering about this -- some of these issues through the whole piece, so that was helpful.

I think if there's anything -- you know, Mr. Zacher, if you have a few comments that you might want to add at the end, that's fair.  But we are not hearing from all of the -- from the intervenors as well --


MR. MONDROW:  I should mention --


CHAIR SPOEL:  -- all the other parties.  If you have a specific -- we can take a little break when Mr. Mondrow is done, and Mr. Vellone, if you have anything specific that you would like to feed to Mr. Zacher to help him, that's fine, but we are not -- we are not having every party make further submissions.  We will never end.

MR. MONDROW:  Madam Chair, I was remiss in adding that I did try to put this example to Ms. Trickey in cross-examination, and that is at transcript 3, starting at page 49, and I tried before and after the break and I didn't get very far, so --


CHAIR SPOEL:  No, no.  And that is fine --


MR. MONDROW:  -- this is not brand-new.

CHAIR SPOEL:  Well, it --


MR. MONDROW:  In any event, I...

CHAIR SPOEL:  It is helpful, I think, in our understanding of how the whole thing works.  So -- and, yes, Mr. Zacher, you can have a few minutes later to respond to some of this, within reason.

MR. MONDROW:  I have hopefully explained as it's been explained to me how the costs at risk are essentially the costs of activation, and the only way, the only way for DR resources to cover that risk, is through their capacity payments while they're not getting any other payments upon activation.  Generators don't have that risk.  They recover their activation costs through their energy payments, and I have talked about precisely the point you raised with me, Madam Chair, and that was my next note.  They don't have to manage that risk through any capacity offers.

So how would energy payments solve the problem?  I asked the person that explained this to me how energy payments would solve that problem.  There is no bidding strategy that can, despite what Mr. Zacher told you yesterday, the transcript I took you to, that can in fact protect DR resources from this risk of uneconomic energy payments up to the level of their activation costs, beyond including that risk in their capacity offers.

However, with energy payments there is a protective bidding strategy, and I am going to give you an example, and again, this is an example, much like Mr. Vellone's examples.  Dr. Rivard actually used this example in a way, but he left out a component of it, a vital component of it.

If the bid in the energy market is half of the total of the value of lost load in the activation costs, the DR resources are in fact protected, if they get paid energy payments, and here's why.

A bid of half -- and I was amazed that the math worked out, but that is how it was explained to me and reiterated to me.  A bid of half this example would be $400.  The $500 value of lost load, the $300 activation cost, half of that is -- half of 800 is $400.

If the energy price is less than $400 there is no activation because the value of lost load is $500.  The DR resource is actually better off not being activated buying the energy at $400.  They have value of lost load $500, they make $100 through selling their widgets.

If the energy price goes above $400 they would be activated, and they would be paid $400 in the energy market if there were energy payments.

The $400 covers their $300 activation costs and offsets their value of lost load of $500 by giving them an extra $100, reducing it to $400 to match the energy price they're paying.

In other words, the extra $100 above their activation costs compensates them for the economic loss of bidding and being activated below their value of lost load.  And it works with different numbers.  I did a few last night in my head.  If you change the value of lost load to 600 and the activation cost to $400, because that gives you 1,000, even I can do that division, the protected bid with energy payments is $500.

Remember, value of lost load is $600.  If the energy price is less than $500 at that bid there is no activation.  They pay $500 for energy, they make $600 on their widgets, they're better off paying the energy price and producing.

If the energy price goes above $500 they're activated and they're paid $500.  It covers their activation costs of $400 and leaves $100 to offset, to compensate for the economic loss of bidding and being activated below their value of lost load.  And you can do different numbers and they all work.  And they all work because that's in fact how the market would work with energy payments.

That is a protective bidding strategy.  Bidding high and paying more for energy than it is worth to you is not a protective bidding strategy.  That is a risk.  That is the risk the DR resources are building into their capacity auction bids.  That is the point of all of this.  Energy payments do allow -- would allow DR resources to bid energy protectively so as to avoid uneconomic energy costs, a zone of costs driven by their incremental activation costs, or the activation costs if they were in fact activated, and preclude them having to add that risk to the cost of their capacity offers to be kept whole.

And subject to the global adjustment, which I will come to very briefly in reply to some of the arguments made about global adjustment again, since the energy bids of DR resources could then be lower if they get activation or energy payments, energy costs for consumers might go down, subject to the global adjustment.

And just while I am on that, the global adjustment piece, the assertion that you heard in the arguments and before is that the demand response resource participation in the energy market, which brings prices down, will only increase the global adjustment, because the payment for generators is set by contracts, and so any reduction in energy costs for consumers will be offset by a higher payment to generators, which goes in the global adjustment.  That is true for energy prices below the generator contract prices, but typically the DR resources, their value of lost load is pretty high.  They're generally situated in the part of the market where energy prices range above generator contract prices.  And in those cases there is a zone of reduction of energy prices which benefits consumers without an offsetting addition to the global adjustment.  It's not $25, it is not $30, but it might be $500 or $750, and those prices, as we have seen, are not unheard of.

Now, this would be an issue that could be tackled in respect of the parameters for any compensation to DR resources.  AMPCO cited this as the Ontario-specific net benefits test, but the point is, it's not a tautology, to borrow my own term, that having DR resources actually able to participate competitively in these markets is going to increase costs to customers.  That is not the case.

Mr. Zacher said to you yesterday that there is very little evidence on other mechanisms and you can't really rely on other mechanisms.  I disagree with Mr. Zacher on this.  In fact, yesterday I took you through some of that evidence at tab 27 of my compendium.  This was my oral cross-examination of the IESO witnesses, where we went through these programs where these activation payments had in fact been implemented.

In any event, I agree with Mr. Zacher to the point that the issue before you is not whether the IESO should implement energy payments or activation payments of any particular sort for economic activation of DR resources.

The point of citing that evidence was merely to establish that there are options, approaches that have been successfully and relatively easily implemented in the past.  And Mr. Goulding made another suggestion:  You can break the DR capacity offers into two pieces, a capacity component and an activation or energy component, which would level the playing field if you design that properly, in his view.

The issue before you is simply whether the amendments create a capacity auction result that is discriminatory against DR resources in competing with generators for the provision of capacity, and I hope I have clarified why that is, and not economically justified, and we say that is, from a market perspective, a functional equivalency perspective.

And if you so find, then it is not up to AMPCO to fix that problem, it is not up to the Board to fix that problem.  It is up to the IESO.  What I tried to do is show you that there are evidence that there are fixes available, that don't disrupt the entire market, but it is not really your problem to solve, and that is what the legislation says.  If it is unjustly discriminatory you revoke the amendment.

Mr. Zacher provided his view, with which I agree, that section 35(3) of the Electricity Act does not bar the IESO from changing anything about the market if it's appropriate to do so, either as an interim step or a permanent step or some evolution from one to the other, which is what we're talking about in respect to the capacity auction in any event.

And clearly the IESO has already done this and is doing it again in respect of out-of-market activations, finding appropriate activation compensation for DR resources.  And there's no bar to the IESO implementing activation payments if appropriate.

I do briefly want to cover two more points.  One is the tautology issue, and Mr. Zacher's submissions yesterday were premised on the assertion that my position on behalf of AMPCO in respect to the quality of the record was that my three core assertions were tautologies, and actually that is not what I said, and that is not what we argued in our written submission.

What we argued was the evidence of discrimination in this case is essentially a tautology.  The other components of the stool have to be demonstrated.  There has to be some basis for you to conclude that the other two components apply.


What I said yesterday, and what we've said in our written submissions was that DR resources incur costs when activated in the energy market. I took you through that evidence yesterday.


I also said, with no compensation available for those costs, DR resources have in fact managed the risk of those costs by increasing their capacity bids.  And I took you through that evidence yesterday as well.


And then I said given that generators need not consider costs of activation in their capacity offers, and I took you to the evidence of Mr. Windsor confirming that, confirming how those costs are recovered in their energy payments.


The tautological result -- so here's the tautology, is that DR resources will be at a competitive disadvantage.  That's not something you prove; it is a conclusion.  That is the tautology.



And as I tried to relate a few minutes ago, and it was explained to me again last night, these costs might well be, and most usually will be the costs of uneconomic energy bounded by the risk of activation and incurrence of activation costs.


The essential point holds the only way.  The only way that these costs are recoverable by DR resources presently is in the capacity bids, or in the alternative, because they're not forced to include them in their capacity bids, they could simply risk a loss.


Two quick comments on KCLP's submissions from yesterday.  Mr. Vellone said that the Northland Cochrane plant was scrapped.  Mr. Windsor told us it was sold.  This is volume 2 of the transcript, page 15, lines 22 through 36.


I went to check yesterday, and yesterday I found that in March 2018, this Board issued a decision in EB-2018-0133 transferring the facility to a company called Hydromega Services Inc.


Now, I am not suggesting anything nefarious by that.  But the suggestion that I took from this plant having been scrapped is it's gone, it is not available.  That doesn't seem to me to be the case.  That is not the information that I have, and that is not the information that Mr. Windsor gave us.  So maybe I am wrong, but I don't think so.


Mr. Vellone also said yesterday that Mr. Anderson's steel mill activation cost description was put forward as a hypothetical.  It was not put forward as a hypothetical.  That was an erroneous characterization.  He may disagree with the quality of that evidence, but it was put forward as a real example of a DR resource and that resource's activation cost.


Mr. Anderson was attempting to explain to you what these costs were, not provide a hypothesis about what they may be.


Minor points, but I think important.  If you could just give me a moment, please?


I'm sorry to interrupt.  I'm not quite sure if this helps in respect of your question, but you asked if the load could simply curtail other loads -- non-DR resources in this market can simply curtail.


CHAIR SPOEL:  Or DR resources, for that matter as well.


MR. MONDROW:  I think that is true, and I explained the costs associated with that.


But of course -- and I am not sure this is what you asked, but once they have bid, they can't simply curtail if they're dispatched.  They have to follow the dispatch instructions.


CHAIR SPOEL:  So what you're saying is that if they have actually bid into the DR market, the capacity market, they are only permitted to curtail if they are provided instructions by the IESO to do so?


They can't -- like let's say the market for widgets is collapsing, and they don't want to make any more widgets.  Are you saying they have to continue to use that load, and buy electricity that they don't need until they're told, until they're told they can no longer -- they're no longer needed?


MR. MONDROW:  Let me clarify.


CHAIR SPOEL:  I don't know how much turns on it, but that would seem a surprising result.


[Mr. Anderson and Mr. Mondrow confer]


MR. MONDROW:  I'm sorry.  You will recall the evidence, I think this is from the IESO, that -- and in any event, this whole proceeding is hinged on the fact that a resource clearing the capacity auction is obligated to bid in the energy market in certain periods during the year.


They must bid, and there is a window between the bid time and the hour for which they bid where they cannot change that bid.  They have to follow the instructions resulting from the bid.


So proactively, you're right, in advance -- and I think it is a 3-hour, a 2-hour period, they make a choice about where to bid.  And then having bid, they're stuck with that bid regardless of whether the energy price spikes, for example, and they're activated or not.


MEMBER FRANK:  Are you talking been about an energy bid?


MR. MONDROW:  Yes, I am talking about the energy market here yes.


CHAIR SPOEL:  And if they bid -- I realize I should have probably asked these questions of Mr. Short or Ms. Trickey, but I didn't.


MR. MONDROW:  Or Mr. Zacher, probably.


CHAIR SPOEL:  I am just trying to understand it.  If they bid in the capacity auction, if a DR resource says I have 5 megawatts available.  I am picking a number, you know, out of the air.  I have 5 megawatts available.  Then presumably, that resource has to, if they are called upon to provide, that they have to be able to provide the 5 megawatts, which means they have to be consuming at least five in order to reduce buy five.  They might be consuming 25 and say we can go down to 20, but they can't go -- maybe can't go below the five because otherwise they won't have five to offer if they are called on.


So by providing that insurance and receiving a payment in the capacity auction for providing that insurance buffer of, let's say, five megawatts, they do actually have to be able to deliver the five megawatts if called upon, because that's the whole point?


MR. MONDROW:  Failing which there are penalties, and we talked about those penalties for not being available when you were supposed to be available.


CHAIR SPOEL:  That is kind of how it works.


MEMBER FRANK:  If you stop production, if you just said my plant is closing down.  It bid in the capacity the five in this example.  But you've stopped production, so you now don't have the five to cut because you are not producing any more.  Is that a violation?


MR. MONDROW:  Yes.


MEMBER FRANK:  So you have to -- you have to.


MR. MONDROW:  You have to be available and you have to bid.


MEMBER FRANK:  Even though you are doing nothing?


MR. MONDROW:  Yes, because you're getting availability payments to be available.


MEMBER FRANK:  So you would have to stop?  You have to inform the IESO I've shut my plant down.


MR. MONDROW:  And take the penalties, if that is the economic decision.  But there are penalties for it and you are in violation of your obligations.  And if that happens a lot, obviously you're going to have a problem.


MEMBER FRANK:  If you have to shut down.


MR. MONDROW:  Which is what you're aiming for?  I don't think any DR resource actually wants that, if they  can avoid it.  It is much like KCLP, I think.


[Laughter]


CHAIR SPOEL:  Okay.  Sorry.


MR. MONDROW:  That's okay.


CHAIR SPOEL:  That is helpful.


MR. MONDROW:  Thank you.  Thank you very much.  I appreciate the time.


CHAIR SPOEL:  Thank you, Mr. Mondrow.  Mr. Zacher?


MR. ZACHER:  Unless Mr. Vellone wanted to chat, I am ready to proceed and I can probably be five minutes.

Reply Submissions by Mr. Zacher:

MR. ZACHER:  I just want to make three points, and in making these points reply to my friend's submissions and I think perhaps respond to some of the questions the Panel raised.


So number one, in the demand response auction, or in the expanded capacity auction, DR resources bid in capacity that they're willing to offer, at a price at which they're willing to offer it.  And if they clear, they get availability payments.


That's another way of saying they get insurance premiums, okay.  Their capacity is insurance, as Ms. Trickey said.

Number two, energy market.  The quid pro quo, which is a much-used term these days, for availability payments for being paid those insurance premiums is that you have to make your capacity -- i.e., your insurance -- available in the energy market.

So you have to bid into the energy market.  If you don't, you don't get availability payments.  If you do, and you make that capacity available so that it is there to be called upon, the insurance is there to be called upon, the service you provide as distinct from a generator that supplies energy is that you curtail.

And so if you say, I'm going to offer in my 5 megawatts at $500 -- bid it in, sorry, bid it in at $500, you're saying to the IESO, I don't want to consume above 500.  I will curtail.

And so, Chair Spoel, to your question, it is absolutely within the control of demand response resources whether they consume and run their plants or whether they don't.  And the way that they make that decision is by indicating, through their bid prices, the price at which they're willing to consume or curtail.  Okay?

To bring it back to the point that is at issue in this case is whether there is any discrimination, competitive disadvantage, to DR resources in an expanded capacity auction in their bidding into the capacity auction.  Again, no, because they can -- they are capable of entirely managing that risk by bidding appropriately high enough into the energy market so that their insurance doesn't get called upon, so that they don't incur activation costs, so that there isn't an activation risk.

And they can bid whatever they want to bid based on their own perception of the probability of being activated, based on what their own costs are, but what the evidence undeniably shows is that if you want to avoid being activated and incurring any activation costs in the energy market, you can do that by bidding high.

And Mr. Mondrow raised sort of a separate question here in his example about the spread between cost of activation and value of lost load, and that is irrelevant to the question -- to the issue that is being raised in this case as to whether there is any discrimination or any competitive disadvantage in the capacity auction.  That is an interesting point, and it could be something that might be raised in the context of the energy payments engagement.  It is an energy market design issue, but it is absolutely irrelevant to the main point in issue, which is, is there any competitive disadvantage in the capacity auction?  And there isn't because, whatever the costs are, however you slice them and dice them, doesn't matter whether you call it value of lost load, activation costs, startup costs, shutdown costs, the fact is whatever the costs are that a DR resource is potentially exposed to upon being activated in the energy market, they can manage those costs through their energy market bids.

There is no rationale for why they have to artificially inflate their capacity auction bids.

CHAIR SPOEL:  Well, Mr. Zacher, if you go back -- if you take insurance as an analogy --


MR. ZACHER:  Yes.

CHAIR SPOEL:  -- if you have an insurance market which, let's say right now the DR auction is a form of insurance market, and people are -- participants in that market are providing, in effect, a policy, and the premium is the amount they get paid in the capacity market.  If they're -- when they set that premium and they determine what they're going to bid in the capacity market, they are taking into account the risk and the cost, if they are called on to pay out, in effect, or in your case to not consume.

But when you buy insurance for your car they take into account, what are the chances that you're going to have an accident, or if you do have an accident how much is it going to cost us?

So if you bring in another insurer or another group of insurers whose risk -- whose costs to -- essentially, they're not offering a different product.  We'll assume it is functionally the same product.  They're providing energy, as opposed to not consuming it.  So it is balancing the market.

But if their -- if the cost to them if they have to pay out is less, then presumably when they do their bidding, will they not take that into account when they say -- when they determine what their premium is going to be, which is what they bid into the capacity market?  They will say, well, it's not going to cost us -- it's not going 
to -- they will have a different calculus as to -- or different calculation as to what is a reasonable price to bid in the capacity market, depending on what it is going to cost them if they're activated, not what it's going to cost someone else if they're activated.  I mean, it is an individual --


MR. ZACHER:  Yeah, it --


CHAIR SPOEL:  -- and I realize it is not the same for every DR resource, and that is one of the troubling things with this whole thing --


MR. ZACHER:  Leave aside the --


CHAIR SPOEL:  -- we don't really know what --


MR. ZACHER:  Right.  So leave aside the lack of evidence.  But as a matter of principle, as a matter of principle you're exactly right.  So if you're an insurer and you're going to underwrite an insurance policy the premiums that you are going to be charged are based on what your calculation is of the risk being realized and you having to pay out on that risk.

And so take that analogy to the capacity auction.  You're bidding in, and you realize that you're providing capacity.  It is there to be called upon and converted into curtailment of energy consumption.  That is the service.

And as Mr. Vellone said, look, the IESO doesn't control what generators do or what demand response resources do in terms of how they bid into the energy market or the capacity market or the ancillary services market.  It is up to them.

But, but -- and this is the point -- Mr. Mondrow says that in the circumstances of a broadened capacity auction that that risk that a DR resource calculates of being activated in the energy market and the associated cost of being activated must necessarily be included in its capacity auction bid, which thereby makes its capacity auction bid competitive vis-a-vis generators who they say don't have to because they get energy payments.  That's what this case is all about.

And the evidence is, they can do whatever they want.  But it's not something they have to do, that they're practically compelled to do as a result of this broadened capacity auction, because the evidence is, you can take that risk and not include any component of it in your capacity auction bid and simply eliminate it by bidding high into the energy market, which insures that your insurance policy never gets called upon.  That is the evidence.

So it is a -- again, it's an abstract, theoretical claim of discrimination.  It does not exist in reality, and the evidence is that this is how DR resources manage their risk.  They invariably bid high, and they don't get called upon, right?

And just one more point.  I mean, dispatchable loads who have been -- who are the 25 percent of the DR market, who have been called on less than 10, 20 -- I'm sorry, less than 1 percent of the time, remember, they were part of the market and they were being dispatched and curtailed before there was ever a demand response auction and in the absence of ever receiving energy payments.  And the reason they do that is because they want to curtail.  That's why they participate in the market.  They want to be curtailed at a price above which it's no longer economic for them to consume.

So the people that don't want to -- who don't want to be activated, they don't ever get activated.  And going forward, they never have to be activated.

Subject to any further questions, those are my reply submissions.

CHAIR SPOEL:  Well, I think we've got plenty to think about.

Thank you all for excellent submissions, and we will have a decision out before the deadline.

MR. MONDROW:  Another tautology.

CHAIR SPOEL:  I'm not sure what the penalty would be if we didn't, but we won't try it.

So, yes, you will hear from us before -- I think it is January 24th, hopefully a bit before that.  So thank you, all.
--- Whereupon the hearing concluded at 10:58 a.m.
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