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Thursday, January 16, 2025
--- On commencing at 9:30 a.m.


PRESIDING COMMISSIONER DODDS:  Are there any preliminary matters?

MR. ZACHER:  Mr. Chair, there is just one preliminary matter I wanted to just address.

PRESIDING COMMISSIONER DODDS:  Yes.
Preliminary Matters


MR. ZACHER:  The status of a couple of -- an undertaking and one of the Board’s directions from yesterday.  I thought it would be helpful to do that at the outset.

Number one, this is with regards JT1.1, so this was the Board’s direction that the IESO produce the presentation materials relating to the presentation webinar related to its business case in 2019.

So we have delivered -- we filed with the Board and we’ve delivered to my friend the IESO’s presentation at the time.  It’s a PowerPoint that walks through how some of the business case numbers were calculated, and so I believe it is responsive to the request, and it will presumably be of some assistance to Mr. Vellone this morning in asking questions.

I should say, I’m not quite as confident at this point that we’re going to be able to resurrect the actual web archive relating to the presentation.  It is six years old.  I gather the IESO has actually followed up with its service provider to see if they have a copy of it that is archived, and those requests at this point have been unavailing.  So there are still some checks being made, but I’m not sure that we’re going to be able to track that down.  That said, I think what has been provided is responsive and should be helpful.

PRESIDING COMMISSIONER DODDS:  Okay, and that was all that was required.  You also mentioned an underlying document or the underlying documents?

MR. ZACHER:  I believe it was the, it was all of the, it was the information relating to that stakeholder presentation on September 24, 2019, and so the IESO has provided everything that it has been able to access at this point, as I said.  The missing piece is the actual web presentation that we just can’t, haven’t been able to, recover at this point.

PRESIDING COMMISSIONER DODDS:  Okay.  We’ll have to accept that.

MR. ZACHER:  Okay.  The second issue, Mr. Chair, is Undertaking J1.1, and this was in response to Commissioner Zlahtic’s questions, a question about the reason why three-part offers that are committed and scheduled in the day-ahead period need to be continued through the pre-dispatch time frame.  And I believe Mr. Nusbaum to some extent addressed Commissioner Zlahtic’s questions, but we did undertake to try to put together a written response that would better address that.

Having looked into this, what we think might be a more practical and helpful way to address the issue is to file as an exhibit this morning a detailed design document which was part of the Market Rule process, which addresses this specific question.  Mr. Nusbaum and Mr. Matsugu could refer to the relevant pages in that presentation and just sort of walk through and explain, and then the Panel could ask any follow-up questions or Mr. Vellone could ask any follow-up questions.  But we thought that would be a helpful way of addressing the undertaking than providing a written response that may just give rise to more questions.

PRESIDING COMMISSIONER DODDS:  Thank you, Mr. Zacher.  Commissioner Zlahtic.

COMMISSIONER ZLAHTIC:  Good morning, Mr. Zacher.

MR. ZACHER:  Good morning.

COMMISSIONER ZLAHTIC:  As part of that undertaking, too, I had asked the witnesses to go through a numeric example, as well.

MR. ZACHER:  Yes.

COMMISSIONER ZLAHTIC:  Can that still be accommodated?

MR. ZACHER:  Well, we certainly could try to do that.

COMMISSIONER ZLAHTIC:  I’m better with pictures.

MR. ZACHER:  Okay.  We’re in your hands.  We can do either, or we could do both.  What I might suggest is that we file this document; Mr. Nusbaum or Mr. Matsugu can just walk through their explanation.  Commissioner Zlahtic, if you or other members of the Panel or Mr. Vellone have follow-up questions, you can ask those, and, if having done that it would still be helpful to provide some further written response, we can certainly do that.

COMMISSIONER ZLAHTIC:  That sounds reasonable to me.  Thank you.

PRESIDING COMMISSIONER DODDS:  Thank you.

MR. ZACHER:  Perhaps we could, I mean before -- that could be the first order of business.  We could just file the document, and Mr. Nusbaum could walk through it.

PRESIDING COMMISSIONER DODDS:  Please proceed, thank you.

MR. VELLONE:  Can I ask --


PRESIDING COMMISSIONER DODDS:  Oh, sorry.

MR. VELLONE:  So I do have, I would say, a scheduling concern.  I am going to do my best to -- we started late on my cross, so I lost my 45 minutes before the lunch break.  I’m going to do my best to not require that.  I’m going to try to speed my piece up, but I’m not sure if I can get there.  I still have a bit of stuff to cover, and I am concerned, over our three-day schedule, that we are already pushing up against the outskirts of that schedule.  So I just wanted to put to you what that might do from a scheduling point of view with the overall hearing.

PRESIDING COMMISSIONER DODDS:  Mr. Zacher, how long do you think it will take to make that presentation?

MR. ZACHER:  Ten minutes.  I mean, I would -- Mr. Duffy reminds that I think, in our time estimate, we had included time to address the expert qualification issues.  That of course is no longer required, and so that will provide some time savings.

PRESIDING COMMISSIONER DODDS:  Okay.  Thank you.  Mr. Vellone?

MR. VELLONE:  It’s your choice if you would find it helpful.  I just wanted to flag that concern.

PRESIDING COMMISSIONER DODDS:  Thank you.  Yes.

Please proceed, Mr. Zacher.

MR. ZACHER:  So we’re just going to call up on the screen the particular document --


MS. DJURDJEVIC:  I’m sorry to interrupt, Mr. Zacher, but do we need to make this an exhibit?

MR. ZACHER:  Yes.  Yes, we will.

MS. DJURDJEVIC:  That’s K2.1.
EXHIBIT K2.1:  DOCUMENT ENTITLED “MARKET RENEWAL PROGRAM GRID AND MARKET OPERATIONS INTEGRATION DETAILED DESIGN DOCUMENT, ISSUE 2.0”


MR. ZACHER:  Everyone should have on their screen before them the Market Renewal Program grid and market operations integration detailed design document, dated -- rather, issue 2.0.
INDEPENDENT ELECTRICITY SYSTEM OPERATOR - PANEL 1
Stephen Nusbaum
Darren Matsugu; Previously Affirmed

Presentation by Mr. Nusbaum


MR. ZACHER:  Mr. Nusbaum, which page would you like?

MR. NUSBAUM:  If we could go to page 58, please.  I’ll try to go through this fairly quickly, but please, obviously, ask any questions as we go.

Just to start, the question was around:  Why do we continue to have three-part offers and start-up-related dispatch data carried into the pre-dispatch time frame when a resource has already received a commitment in the day-ahead market?

And so this is the list of all of the dispatch data that is still required into PD.  And the only thing I would add to that is that the values can change, so they are not obligated to have the same values as market conditions change.  The cost of gas could evolve.  The start-up offer costs that they put into the day-ahead market could be slightly different than the ones going into PD.  But again, generally, the dispatch data, itself, or the parameters would be the same between the two time frames.

MR. MATSUGU:  And by "PD," Mr. Nusbaum means "pre-dispatch."

MR. NUSBAUM:  Correct.  Thank you.

If we could just jump to page 60, there is a list here, yes, the type of pre-dispatch commitments.  So there are three different changes that the pre-dispatch process could make.  It could decide that DAM commitments should be advanced, so the start of it or the whole of that DAM commitment could be shifted earlier.  It could issue a separate stand-alone, an additional commitment which could be either before or after the DAM commitment or even without a DAM commitment.  And the third is it could extend existing operational commitment.  So those are the three potential outcomes of the day-ahead process.

So what I would suggest is, if we could go to Figure 3-24, we will kind of walk through at a very high level just a visual of what each of those could mean.

So first, in terms of advancement, the pre-dispatch engine could see that a resource would be useful in an additional hour and it could advance that commitment and the generator offer guarantee payment associated would be -- would still be valid and binding.  And it would just be shifted forward an hour.  So I think that's probably the simplest of the three.  If we could then go to figure 3-26.  Sorry, actually, if we could go back and why don't we do 3-25.  Apologies.

I did want to also highlight this point because it was a point I made yesterday as well that the advancement could shift it or a separate commitment could be made far enough in advance that at times it could be economic for the optimization engine to decide it should bridge those two commitments, so the original DAM commitment plus the pre-dispatch commitment, you could have them come down potentially in between or it could be more cost-effective to keep them on at their minimum loading point for the entire duration rather than incurring two sets of start-up costs.  So, I just wanted to make that point there again.

So yeah, sorry, if we could then move on to 3-26.  So, again, this is the scenario where they either did not have a day-ahead commitment.  In this specific example here or they did have a completely separate stand-alone pre-dispatch commitment was issued, but that is another reason why we keep those three-part offers in there as we head into pre-dispatch, regardless of what happens in the day-ahead timeframe.

And finally, if we can go to 3-28.  So, this is similar to advancement, except we are extending an existing commitment on the back end and that extends the duration of the actual operational commitment itself.

So those are, at a high level, the three types of changes that can come out of the pre-dispatch and I'm happy to take any questions there.

COMMISSIONER ZLAHTIC:  You anticipated me.  Thank you.

So, all these -- you're taking us through, these are in real-time, right?  You're showing the commitment that the IESO's giving pre-dispatch.  And what you walked us through is at times in real-time you could advance that commitment because you see a need in change or you could extend it -- or, I guess, easily you could probably shorten it as long as it doesn't impact upon -- I'm going to acronym now -- MGBRT?

MR. NUSBAUM:  Yeah, maybe just if I could a little particular on the vernacular.

COMMISSIONER ZLAHTIC:  Please.

MR. NUSBAUM:  When we say "real-time," that is actually when the resources are being dispatched to the actual -- getting into the dispatch timeframe, the actual generation.  Pre-dispatch is in relation to real-time, but it is in the hours in advance.  So this is all happening -- all of these decisions, the runs of the pre-dispatch engine are all still hours in advance of the actual time when the control room is requesting the resource to move.  So, I just wanted to make that point there.

COMMISSIONER ZLAHTIC:  Okay, thank you.

MR. NUSBAUM:  Did you want to -- oh.

PRESIDING COMMISSIONER DODDS:  Mr. Zacher, any further?

MR. ZACHER:  No, those are -- subject to any further questions, that's it.  And I'm just happy to provide a further numerical example if it would still be helpful.  We're in the Panel's hands on that.

PRESIDING COMMISSIONER DODDS:  Thank you.

COMMISSIONER ZLAHTIC:  My colleague here is schedule anxious here.  Calm down, colleague.

Okay.  So, what you -- Mr. Nusbaum, what you just explained to me, this is all pre-dispatch; right?  And these are the kind of commitments that a generator could be looking at, different scenarios.

And then, I guess, the question I asked yesterday was -- and if I have a mental block here, I apologize -- it's that -- so pre-dispatch they get this commitment, but still a generator could be bidding into the system once you're in real-time.  And the question I had was -- and I couldn't understand yesterday and I still don't -- is when you're in real-time, why does a generator have to make a three-part bid when they've already got a commitment?  You know, they've got the RT generator operating guarantee, the real-time generator operating guarantee.

MR. MATSUGU:  I think this is where Mr. Nusbaum's clarification about like -- when we talk about real-time, I think, to be honest, sometimes the sector is a little cavalier when we say, like, the day-ahead timeframe and the real-time timeframe is days as opposed to a specific -- what Mr. Nusbaum is talking about, the context we're talking about is real-time and the five-minute, like, real-time dispatch.  Generators do not submit three-part offers in that five-minute dispatch.

COMMISSIONER ZLAHTIC:  Okay.

MR. MATSUGU:  What we were -- I think I understand the question to mean is:  Pre-dispatch timeframe, why would we ask generators to submit three-part offers in the pre-dispatch timeframe.  And I think what Mr. Nusbaum was trying to illustrate is even if they got a day-ahead commitment in the day-ahead timeframe, we still may want to select them or move them around or different things.  And so, that's why we would need to have them to still submit three-part offers in the pre-dispatch timeframe, but we do not use or ask for three-part offers in the five-minute dispatch.

COMMISSIONER ZLAHTIC:  Okay.  So that was the bust yesterday and the bust -- well, you just cleared it up for me.

But then the other thing I think you also said, though, if you're looking to dispatch a generator twice in one day -- which is possible within 24 hours; right?  And what's the typical minimum block generation run time for a combined cycle?  Is it about four hours?  Six hours?

MR. NUSBAUM:  It varies by resource and also by its thermal state, whether it's coming back from a cold or a hot start previously.  Yeah, it can be one, four, six, like, up to 12 hours for some older units.

There is also a minimum downtime that some resources have, so they have to be down and cooling down for a certain period of time before they can restart.  So there are some limitations on how fast you can bring the resource back.

COMMISSIONER ZLAHTIC:  So, but if you were to dispatch them twice in one day for that second dispatch, would they be submitting a three-part offer or would they just be...

MR. NUSBAUM:  The way they would get the commitment and be scheduled would be based on the three-part offer in the new market.

COMMISSIONER ZLAHTIC:  For the second dispatch?

MR. NUSBAUM:  Correct.

COMMISSIONER ZLAHTIC:  Okay.  You know what?  This really clears it up for me.  I'm good.  I don't need a numerical example.  And I think that you handled the undertaking very well.  I appreciate it, thank you.

MR. ZACHER:  Thank you very much.

PRESIDING COMMISSIONER DODDS:  Mr. Vellone, do you want to examine on this issue or raise it later?

MR. VELLONE:  No, I have no questions.

PRESIDING COMMISSIONER DODDS:  You have no questions?  Thank you.  You may proceed.  You're still the examiner of these witnesses.

MR. VELLONE:  Thank you.  I will do my best to get it done in two hours and get us back on schedule, but I make no promises.  I will do my best.
Cross-Examination by Mr. Vellone (cont’d.)

MR. VELLONE:  Good morning.  Welcome back.  You survived day one and we're almost through day two.  I'm going to do much what I did yesterday where I broadcast my theme so you know where I'm trying to get to.  And I'm going to stick to my script as best I can so I don't mess up the vernacular because it is very easy to do so if I'm being a bit too casual.  Feel free to ask for clarifications if you need to.  I'm hoping we can march through some of these factual issues relatively quickly.  So, thank you for indulging me.

I am going to start with your current -- your proposed day-ahead market.  And would I be correct in saying that the IESO is not intending to publish any price signals, such as forecast or projections of locational marginal price, in advance of the day-ahead market process?

[Witness panel confers]

MR. NUSBAUM:  Yes, I think that's a true statement.  We are not intending to provide price forecasts for any given dispatch day.  We do provide adequacy forecasts of information around expected availability of resources.

MR. VELLONE:  Thank you.  In today's market, prior to the change, is it true that pre-dispatch shadow prices are published no later than nine hours in advance of the dispatch hour and upwards of 32 hours in advance?

MR. NUSBAUM:  Yes, it is.

MR. VELLONE:  And in today's market, provided a unit meets its Real-Time Generation Cost Guarantee program criteria -- we covered this yesterday -- it can self-invoke a GCG commitment?

MR. NUSBAUM:  That's correct.

MR. VELLONE:  And that self-invocation could occur in pre-dispatch minus 3, pre-dispatch minus 2, or pre-dispatch minus 1?

MR. NUSBAUM:  Yes.

MR. VELLONE:  Would it therefore be fair to say that an NQS generator could observe pre-dispatch shadow prices in advance of PD-3 to get a sense of what the incremental energy offers will be economic during the RT-GCG commitment window?

MR. NUSBAUM:  Yes.  I would point to the words, "get a sense", of whether or not they would be economic because, as we explained yesterday, that the optimization does take into account both energy and operating reserve in the co-optimization.  But yes, they could get some indicative sense of where prices are going by looking at the shadow prices.

MR. VELLONE:  And in today's market, following the completion of the day-ahead commitment process, incremental energy offers can be changed at any point in advance of the pre-dispatch minus 2 time frame?

MR. NUSBAUM:  Sorry, I think I missed the end of that question.  Could you please repeat?

MR. VELLONE:  Yeah.  In today's market, following the completion of the day-ahead commitment process, incremental energy offers can be changed at any point in advance of the pre-dispatch minus 2 time frame?

[Witness panel confers]

MR. NUSBAUM:  The ability to change their incremental energy offers above their commitment is available.  I just wanted to make it clear that if they change the energy offers up that the commitment was based on for the day-ahead cost guarantee, they would lose eligibility.

MR. VELLONE:  I apologize.  I should have been even tighter in my script.  I'll try again:

In today's market, following the completion of the day-ahead commitment process, assuming the resource does not get a commitment day ahead, incremental energy offers can be changed at any point in advance of the time frame?

MR. NUSBAUM:  True.

MR. VELLONE:  Thank you.  Sorry.  Thanks for that.

So, in today's market, an NQS generation resource can observe both pre-dispatch shadow prices and change their offers in advance of and during the PD -- sorry, the Real-time Generation Cost Guarantee commitment window -- would you agree with me that it is conceivable that, with that information and that flexibility, an NQS generator could be able to adjust its offer strategy to increase its odds of meeting the RT-GCG eligibility criteria in invoking a commitment?

MR. MATSUGU:  Mr. Vellone, I want to make sure I understand the question.  What would the intended purpose of increasing those odds be?  Is it because they are -- the costs associated with their incremental energy has changed through the day and they are trying to better reflect what the actual costs are?

Or what would be the intent of updating those offers?

MR. VELLONE:  I am going to be a bit careful, a little bit careful, Mr. Matsugu, in responding to that because we have a ruling from these Commissioners that contractual obligations are not relevant in this proceeding.

MR. MATSUGU:  Okay.

MR. VELLONE:  But if I say that to you, is that sufficient for you to continue to answer the question?

MR. MATSUGU:  Okay.  I understand what you mean.  Now I have to think about how I can answer that question.  Just give me one second.

[Witness panel confers]

MR. MATSUGU:  Thank you, Mr. Vellone, for that context.  So, from the wholesale market perspective, we would have been expecting that that participant would have been offering the incremental energy cost that reflected the cost of producing.

If they wanted to adjust those offers to not reflect that, they would have the ability to do so.  If they wanted to offer below what their costs --


MR. VELLONE:  I think you got to where I was going --


MR. MATSUGU:  -- in order to --


MR. VELLONE:  Yes.  I think you got to where I was going.

MR. MATSUGU:  -- induce a commitment, but -- again, that's why I had to kind of ask this question, because I was a little befuddled about why one would do that.

MR. VELLONE:  Yes.  All I'm trying to get at is currently they have the information available and the flexibility to do that if they want; regardless of why, they could?

MR. MATSUGU:  That's correct.

MR. VELLONE:  And following the Market Renewal Program, because there are no forecasted prices published in advance of the day-ahead market, NQS generators will not have the same information available to inform their offer strategy; is that correct?

MR. MATSUGU:  I'm not sure what you mean by that, because I -- do you mean as a result of not being able to self-commit?

MR. VELLONE:  Yes.

[Witness panel confers]

MR. VELLONE:  I am focused primarily on the change in information availability, when we move from an MRP from a day-ahead commitment process plus real-time PD process to the change in information available prior to the day-ahead market.  Does that answer your question?

MR. MATSUGU:  Sorry, when you say "prior to the day-ahead market," what time frame are we talking about here?

MR. VELLONE:  I believe I had asked -- and, Mr. Nusbaum, I believe you confirmed -- that, prior to the running of the day-ahead market, there is no forecast of pricing available to market participants that are planning to run in that market.  Do I --


MR. MATSUGU:  Do you mean in the days ahead of the day-ahead market running?

MR. VELLONE:  Yes, or hours, yes.

[Witness panel confers]


MR. MATSUGU:  I think we may need to go back a second because are you suggesting that, in the future market, the IESO would not be publishing pre-dispatch shadow prices like they are today?

MR. VELLONE:  No.

MR. MATSUGU:  Okay.

MR. VELLONE:  I'm trying -- I thought I had asked and confirmed that, in advance of day-ahead market run, there are no forecasts of those locational marginal prices being produced.

MR. MATSUGU:  In the future or today.  So this comes back to in the days before the day-ahead market, we provide information to participants about the anticipated system conditions, but we don't provide a forecast of what the future either day-ahead or future of actual real-time prices will be.  That is the case now, and that will continue to be in the future.

MR. VELLONE:  I'm going to attempt to get the factual clarification I'm looking for because I am conscious that it is easy to confuse concepts.  I will broadcast to you what I'm thinking, for the benefit of your thoughts.  But my understanding is that, currently, a fair number of NQS resources can get dispatched in the pre -- sorry, get committed in the pre-dispatch time frame as opposed to the day-ahead time frame.  In the future, post MRP, your intention is that these resources will be committed in the day-ahead time frame.

So I'm trying to look at the information and flexibility available to those resources, before and after.  When I look at before, I am talking about the pre-dispatch time frame, and, when I'm looking at after, I am talking about the day-ahead time frame, and that's the reason I'm doing that.

So, with that context, I'll attempt to ask the question again.

In today's market NQS generators can observe pre-dispatch shadow prices and can change their offers in advance of and during the Real-Time Generator Cost Guarantee commitment window; following MRP, NQS generators will not have the same information available or the same flexibility available to inform their offer strategy into the day-ahead market?

MR. MATSUGU:  I see.  Thank you for indulging me and walking me through that because I think I understand.  Because I think this comes back to perhaps my question about why is it that a resource would want to adjust their strategy.  And I think what you said has something unrelated to the wholesale market.

And so the ability to adjust offers through the day versus when we ask participants to submit their offers in the day-ahead time frame really is predicated on we would like market participants to submit the offers that reflect their underlying cost.  And so the notion, for what you're talking about here, is that, well, for other non-market reasons that a participant may want to offer differently than what their costs are, you know, that is an opportunity that they have under the current market to be able to do so that would not be possible in that same day-ahead time frame that you're suggesting.

MR. VELLONE:  Yes.

MR. MATSUGU:  I think this comes back to we would like participants in that day-ahead market to bring forward their costs, independent on what they think those current prices would be.

MR. VELLONE:  Thank you.  That -- thank you, Mr. Matsugu.

I'm going to move on now to some of the differences between the existing day-ahead commitment process and the day-ahead market post MRP, and I'm the going to try to focus on the salient ones for NQS generators and not cover all of them.  You're okay with that?

Is my understanding correct that following the implementation of the Market Renewal Program, if a generator receives a schedule in the day-ahead market, they are compensated at the relevant day-ahead market price for that scheduled [audio dropout]?

MR. NUSBAUM:  That's correct.

MR. VELLONE:  And, as the generator moves to real-time and it can -- if it turns out it cannot meet that day-ahead market schedule, it would need to -- I'm going to be John and a little bit loose in vocabulary, so correct me if I'm wrong -- "buy back" the undelivered portion of its day-ahead market schedule at the relevant real-time market price; is that right?

MR. NUSBAUM:  That's correct.

MR. VELLONE:  And the real-time market price could be higher than the day-ahead price, could be lower than the day-ahead price, could be the same as the day-ahead price; is that right?

MR. NUSBAUM:  That's also correct, yes.

MR. VELLONE:  So, in my example where an NQS generator fails to deliver its day-ahead market schedule in real-time, meaning, I guess, that economic generation was available in the day-ahead time frame that is now unavailable in real-time, all else being equal, would that cause a higher real-time price or a lower real-time price, that one event?

MR. MATSUGU:  Sorry, Mr. Vellone.  When you said "economic generation not available," did you just mean across the system or just for that specific non-quick start resource that is no longer available?

MR. VELLONE:  The latter, Mr. Matsugu.

MR. MATSUGU:  I see.  Okay, so this is a non-quick start resource that got a day-ahead schedule but, say, had a forced outage and was no longer online?

MR. VELLONE:  Right.  Keep going.  Yes.

MR. MATSUGU:  And your question was:  Everything else held equal, what direction would the price go as a result of not having a non-quick start generator that we thought we were going to have but is no longer there?

MR. VELLONE:  Yes.

MR. MATSUGU:  Again, holding everything else equal, which it is never, but, in isolation, that would put upward pressure on the real-time price as a result of that resource that the system anticipated being there not being there.

MR. VELLONE:  Right.  And that consequence, that buy-back consequence, it's not unique to NQS generators; it's applicable to all resources participating in the market.  Is that right?

MR. NUSBAUM:  That's right.

MR. VELLONE:  Would it be fair to say that this day-ahead to real-time settlement dynamic that we just walked through represents a financial risk to market participants that do participate in the day-ahead market?

[Witness panel confer]

MR. NUSBAUM:  Sorry, could you repeat the question one more time?

MR. VELLONE:  Absolutely.  Happy to indulge.

Would it be fair for me to say that this day-ahead to real-time settlement dynamic that we just walked through represents a financial risk to market participants that participate in the day-ahead market?

MR. MATSUGU:  In this specific example that you've outlined, but there are other scenarios where as a result of changes from the day-ahead to real-time that a resource can benefit from that change as well.

MR. VELLONE:  Yeah, I think we -- thank you.  I think we covered that day-ahead market prices could be higher or lower or the same at real-time and then I asked a specific scenario there, so I --


MR. MATSUGU:  But what I mean by that is not just the prices, but the volumes that a resource --


MR. VELLONE:  Lots of things can change.

MR. MATSUGU:  Right.  So I want to make sure that -- so, in that particular example that you're talking about is there a risk, but on -- under different scenarios, there is a potential benefit.  And so, I think it's important to be able to just acknowledge that you're asking about a very specific scenario, but there are other scenarios that that resource can also benefit from.

MR. VELLONE:  But you would agree with me that there is now uncertainty that did not exist in the previous market that now does exist?

MR. MATSUGU:  For the example that you described, but in the event that the resource doesn't come offline, they actually have better certainty in the timeframe about the price that they're going to receive.

MR. VELLONE:  That's fine.  Thank you.

And am I correct in my understanding that the current day-ahead commitment process is not financially binding for market participants?

MR. NUSBAUM:  Yes.

MR. VELLONE:  Under the current market if a generator receives a day-ahead commitment process schedule but cannot meet that schedule in real-time, would they need to -- John's vernacular again -- buy back the undelivered portion of this schedule in the real-time market?

MR. NUSBAUM:  No.

MR. VELLONE:  So, it's fair -- you would agree that it's fair to conclude that the day-ahead to real-time financial risk that we just walked through post-MRP isn't present in today's market?

MR. NUSBAUM:  The underlying operational risk that I think you're reflecting still exists, but you're correct.  The financial risk is somewhat different and, as Mr. Matsugu said, there are also benefits to having that day-ahead commitment in terms of operational and financial certainty for the generator.  So there's more than just that financial risk in that limited scenario where they're unable to deliver.

MR. VELLONE:  Thank you very much.  In today's market when an NQS generator receives a day-ahead commitment process commitment, and assuming that it carries it through on the exact same commitment in real-time, is it -- am I correct that that generation is settled on the basis of the real-time price?

MR. NUSBAUM:  Yes.

MR. VELLONE:  And to the extent that there is a day-ahead production cost guarantee payment, the revenues included in that calculation are also derived from the real-time price?

[Witness panel confer]

MR. NUSBAUM:  Yes, they would be settled at the real-time price that they would not know at the time of putting in their day-ahead commitment process offers.

MR. VELLONE:  And is that because there are currently no day-ahead prices on which to settle under today's market, financially binding day-ahead prices?

MR. NUSBAUM:  Yes.

MR. VELLONE:  So, while the commitment is made day-ahead, the financial outcome is determined by real-time prices?

MR. NUSBAUM:  Combined with the offer that's put in, like the start-up costs put in, in day-ahead, yes.

MR. VELLONE:  Following the implementation of the Market Renewal Program, when a resource receives the day-ahead market schedule, it will be settled on the basis of the relevant day-ahead market price; correct?

MR. NUSBAUM:  Correct.

MR. VELLONE:  And assuming it carries through on that exact schedule in real-time, let's assume its scheduled volumes don't change, will it have any exposure to the real-time price?

MR. NUSBAUM:  No, not for the day-ahead schedule.

MR. VELLONE:  So while in this case the commitment is made day-ahead and the financially binding outcome is based on day-ahead prices?

MR. NUSBAUM:  That's right.

MR. VELLONE:  So to the extent an NQS generator receives a commitment day-ahead and exactly delivers on that commitment in real-time, today the settlement would be based on real-time prices and under MRP settlement would be based on day-ahead prices?

MR. NUSBAUM:  That's correct.

MR. VELLONE:  Would you agree with me that that's a fairly material difference between the day-ahead commitment process and the day-ahead market?

MR. NUSBAUM:  Yes, that's one of the benefits of why we're trying to implement a day-ahead market is to provide that price certainty.

MR. VELLONE:  Following the Market Renewal Program, given the day-ahead market prices are financially binding, do you expect the day-ahead market to be competitive insofar as it incents generators to offer in at their marginal costs, for the most part?

MR. MATSUGU:  We would hope that by creating the day-ahead market where people bring their best foot forward that we would be able to drive competition and we would expect that competition would then drive the market participants to offer reflective of what their underlying costs of producing are.

MR. VELLONE:  And in today's market, since we've established there's no financially binding day-ahead prices, what incentives exist that you're aware of that would incent non-quick start generators writ large, not just gas -- sorry, other non-NQS generators, I guess.  Let me start again; I misspoke.

In today's market, we have established that there are no financially binding prices in day-ahead.  Given that, what incentives do other non-NQS generators -- so let's say quick-start gas, peaking hydro, storage, imports, et cetera -- what incentives do they have to offer their generation into the day-ahead commitment process at their marginal cost?

MR. MATSUGU:  I think you're highlighting one of the many reasons of what we are trying to do in the day-ahead frame is to encourage people to bring their best foot forward.

MR. VELLONE:  Right.  And that's because there's just no incentives available for them to do it under the current market; is that fair to say?

MR. MATSUGU:  I think that's a fair assessment, and the lack of them -- the day-ahead being financially binding, that that's the part that we believe is going to make the difference about driving people to bring their most competitive offers in that time frame.

MR. VELLONE:  So at least currently, it's possible that in the day-ahead commitment process offers from other non-NQS generators may not be competitive; is that fair to say?

[Witness panel confers]

MR. MATSUGU:  I think I'll come back to what you asked me previously, is they don't have the incentive to bring their best offer or quantities or the way that they participate, writ large.  So I think I have the same answer that I gave you before.

MR. VELLONE:  Okay.  And to the extent those offers might be above that resource's marginal costs, would you agree with the conclusion that competition in the day-ahead commitment process is lessened?

MR. MATSUGU:  I think I would give you the same answer that I gave you before.

MR. VELLONE:  Which is yes?  No?  Maybe?

MR. MATSUGU:  Is that -- the lack of a financially binding day-ahead market means that participants, in different ways, shapes, or forms, may not bring the same offer that they would if they were competing to get a day-ahead schedule.

MR. VELLONE:  And given your expectations that going forward we will have a competitive day-ahead market following MRP, together with the lack of incentives that currently exist to drive competitive offers in the existing day-ahead commitment process, is it possible that the existing, less competitive DACP environment would allow NQS generators to achieve better financial outcomes relative to the proposed day-ahead market?

MR. MATSUGU:  I'm not sure what you mean by "better," Mr. Vellone.  Can you expand on what you mean by that?

MR. VELLONE:  I'll try it a different way and see if we get there, without just saying better means better.

Would the less-competitive day-ahead commitment process environment potentially allow NQS generator to secure a day-ahead commitment process commitment and the resultant cost guarantee by submitting a three-part offer that is higher than their marginal cost?

[Witness panel confers]

MR. MATSUGU:  Mr. Vellone, are you suggesting that a market participant under the current market is submitting start-up costs that don't reflect their actual start-up costs, but are inflated?

MR. VELLONE:  I think it's broader than start-up costs, to be honest.  It's because the existing DACP process is less competitive that market participants, including NQS generators, could include a measure of profitability in their offers in the existing DACP process.

MR. MATSUGU:  So again, I believe what you just said was that they are -- so in that case, it may not necessarily just be start-up costs, but incremental energy offers  --


MR. VELLONE:  Yeah, that's right.

MR. MATSUGU:  -- above what their actual costs were --


MR. VELLONE:  Yeah.

MR. MATSUGU:  -- in order to increase their generator costs, their day-ahead cost guarantee payment?

MR. VELLONE:  Yeah, increase their guarantee.  My notes say the answer is yes, but please...

MR. MATSUGU:  Yeah, I just wanted to make sure, I wanted -- because, are you suggesting that either -- is this in theory or in practice that, currently, non-quick start generators for the purpose of increasing their generator cost guarantee payment, knowing in the absence of robust competition are intentionally inflating either their start-up or incremental costs in order to intentionally generate a larger payment?

Or is this a hypothetical, could somebody do this?

MR. VELLONE:  I am trying to ask whether the existing DACP commitment process would permit for that behaviour or not.

MR. MATSUGU:  I'm not sure I would use the word "permit."  What I would say is that to the extent that that would be done, that could be possible.  But again, I would ask, is this a hypothetical or is this an assertion that that behaviour is currently being done intentionally to the benefit of the non-quick start resources for the purpose of inflating that cost guarantee payment?

[Witness panel confers]

MR. VELLONE:  I'm struggling a bit, mostly because usually I ask questions.  I'm also struggling because I'm not sure how the answer is going to turn on whether it's hypothetical or real.

MR. MATSUGU:  Well, I guess where this would come to is does this actually happen or not under the current market versus in the future market.

MR. VELLONE:  I'll try to conclude with a simple question.  Is there an existing rule in the Market Rules that says that an NQS generator must offer at their marginal costs in the DACP only?

MR. MATSUGU:  If you're asking whether or not that, for the purpose of us talking about this for the GCG, that there is a requirement, then I think the answer is, as I've indicated, there is not.

MR. VELLONE:  Thank you.  I am going to move on for the sake of the schedule.  Thank you, Mr. Matsugu, for bearing with me there.

Following the implementation of [audio dropout], will the start-up cost component of an NQS generator's day-ahead market three-part offer be the subject of ex-ante market power mitigation?

MR. NUSBAUM:  Yes.

MR. VELLONE:  And, in fact, it gets flagged in the various, I guess, conduct and impact screens that you're going to be doing and could ultimately be replaced by an administratively determined reference level; is that right?

MR. NUSBAUM:  Yes.

MR. VELLONE:  Which, because of the way you have implemented your screen, by definition means that it would be less than the non-mitigated start-up costs initially submitted as part of the three-part offer; is that right?

MR. NUSBAUM:  Yes.  When the MPM framework has determined that a start-up cost was artificially high and was giving a market participant the ability to influence or exercise market power, it would be mitigated to their reference level, which would be a lower value.

MR. VELLONE:  Okay.  And that's different than today's day-ahead commitment process, where the start-up cost component of an NQS generator's DACP three-part offer is not currently the subject of any form of market power mitigation; is that right?

MR. MATSUGU:  That's right.  The financial outcome would be different to the extent that an NQS generator currently is trying to exercise market power for the purpose of inflating their current real-time cost guarantee.

MR. VELLONE:  I think that got where I needed.

So, today, an NQS generator's start-cost isn't subject to market power mitigation in the day-ahead process, but, following MRP, it will be?

MR. MATSUGU:  That's correct.

MR. VELLONE:  In today's market, my understanding is that the day-ahead commitment process runs first, then the pre-dispatch process begins, and we eventually with the passage of time reach the window for NQS generators to invoke a commitment in, I guess, the pre-dispatch minus 3 to pre-dispatch minus 1 window; is that right?

MR. NUSBAUM:  That's correct.

MR. VELLONE:  And, to the extent a real-time cost guarantee commitment occurred, they would always occur after the day-ahead commitment process has completed and the results are known?

MR. NUSBAUM:  That's correct.

MR. VELLONE:  So, under the current market, if an NQS generator receives a DACP commitment, is it true that it is unable to subsequently receive a commitment under the Real-Time Generator Cost Guarantee program?

MR. NUSBAUM:  No.

MR. VELLONE:  Please explain.

MR. NUSBAUM:  Yes.  Similar to the example we walked through earlier today for how it would work in the renewed market, with pre-dispatch adding a second commitment, in the current market they could get a second start unrelated to the DACP start.

MR. VELLONE:  Oh, that's entirely fair.  I think I'll attempt my question again with the qualification I had intended and didn't include.

Under the current market, if an NQS generator receives a DACP commitment, it is unable to subsequently receive a commitment under the Real-Time Generator Cost Guarantee program for the same hours; is that correct?

MR. NUSBAUM:  Yes.

MR. VELLONE:  Thank you.  So, by receiving the day-ahead commitment process commitment, an NQS generator is -- I'm going to use some John language, if you will -- forgoing the opportunity to potentially receive an RT-GCG commitment and the associated financial guarantee; would you agree?

MR. NUSBAUM:  I would not position it as forgoing the opportunity.  The intent is to get a commitment and be scheduled.  And they were successful in doing that in the day-ahead time frame, so I wouldn't say they are forgoing anything.  They have already achieved their objective of getting a commitment.

MR. VELLONE:  But, in those instances, they wouldn't be able to get an RT-GCG commitment for the same hour?

MR. MATSUGU:  What would the intent of that be as opposed to getting a day-ahead commitment?

MR. VELLONE:  So before we move -- I'm happy to answer that or engage.  Can we just try to complete the factual?

MR. MATSUGU:  Sorry.  The question was about opportunity, and so I just want to make sure I understand what you mean by the opportunity because, at least on the face of it, it would seem, at least to us, hard to understand what the material difference is.  So, if there is a difference -- kind of like the exchange that we had earlier, where I wasn't quite sure I understood what the nature of the question was, where the question was coming from and you helpfully pointed out that you're talking about something that you can't talk about, then that's helpful.

So, similarly, are we in a similar situation now, where you're describing opportunity that is not obvious to us but is related to [audio dropout] market?

MR. VELLONE:  No, this one should be obvious, I hope.

MR. MATSUGU:  Okay.

MR. VELLONE:  The question really is:  By receiving a day-ahead commitment process commitment, an NQS generator is forgoing the opportunity, no longer able to receive an RT-GCG commitment and the associated financial guarantees for the same hours?

MR. NUSBAUM:  Yes, that's factually correct to say they cannot get a commitment for the same set of hours through both programs.

MR. VELLONE:  Would you agree, then, that it would follow that the opportunity cost associated with receiving a day-ahead commitment process commitment would be tied to the potential profitability of a Real-Time Generator Cost Guarantee program run?

MR. MATSUGU:  What do you mean by "profitability" in that sense?  Do you mean to be able to recover their net costs?

MR. VELLONE:  We spent a bit of time on this yesterday --


MR. MATSUGU:  Okay.

MR. VELLONE:  -- going between the RT-GCG and the new generator offer guarantees, and I think we agreed that there are opportunities within the RT-GCG for a generator to earn a profit -- I think we agreed on that.  Discrete, specific opportunities -- we went through each one of them.

MR. NUSBAUM:  Okay.  I recall the conversation we had yesterday.

MR. VELLONE:  So, it follows then that the opportunity cost from receiving a day-ahead commitment process commitment is tied to the potential profitability that an NQS resource would see from a potential Real-Time Generator Cost Guarantee program run; is that right?

[Witness panel confer]

MR. NUSBAUM:  I would say there is also a risk of not getting scheduled day-ahead that, you know, wouldn't want to be putting all their eggs in the one basket if they were only to try to get a real-time commitment.

MR. VELLONE:  Sure.  So that's a "yes, but" kind of answer; did I get that right?

[Witness panel confer]

MR. NUSBAUM:  I think all I'm saying is there are -- I'm sure there are multiple factors that go into generators' offer strategies.

MR. VELLONE:  Okay.  I'm going to attempt to move on
-- no,  I'm going to successfully move on because I can take control of that.

I'm going to ask my friend Mr. Boyle to pull up the January 2014 Market Surveillance Panel report, which was included, I think, at tab 2 of the IESO brief of exhibits.  For the purposes of my questions I'd like to start with page 70 as numbered, I think by Stikeman, in the top corner because I print stuff and that's just how I do things.

MS. DJURDJEVIC:  While you do that, Mr. Vellone, sorry to interrupt, let's make this an exhibit so we don't lose track of it.  It will be K2.2.
EXHIBIT K2.2:  JANUARY 2014 MARKET SURVEILLANCE PANEL REPORT, (TAB 2 OF THE IESO BRIEF OF EXHIBITS.)

MR. VELLONE:  Can we scroll down to the paragraph that begins with the words in section 3.4 [audio dropout].  And I'm going to give the witnesses an opportunity to read that.  And I'm just going to note for the benefit of the evidentiary record that in this report the Market Surveillance Panel refers to what we have been calling the day-ahead commitment process, DACP.  They call it the EDAC, just add additional confusion to our acronym soup here.  Those two things are the same; right?  I think.

And in this quote, the Market Surveillance Panel states that:
"While the Panel believes that EDAC is an improvement over the original day-ahead commitment process, the continued operation of the RT-GCG program in its present form and in parallel with EDAC weakens the incentive for generators to make competitive offers for a guaranteed schedule in EDAC.  A generator that is not cost-competitive in EDAC can still receive a guarantee under the RT-GCG program, which has a lower hurdle for obtaining a guaranteed schedule (because start-up costs are submitted after the fact) at that time, it's now pre-approved values, and are therefore not considered by the IESO at the time the commitment is made and which also has a guarantee that sometimes may be more attractive than an EDAC guarantee."

Is there anything in that Market Surveillance Panel opinion that you disagree with?

MR. MATSUGU:  Mr. Vellone, can you -- or, Mr. Boyle, can you do me a favour and just let me know which Panel -- just specifically what year this Panel report is from?

MR. VELLONE:  Absolutely, it is the January 2014 Panel report, MSP report.

MR. MATSUGU:  Mm-hmm.  Okay.  That's helpful because I can -- I don't see anything that I would disagree there.  I would just note, though, that the timing of this recommendation is in a period prior to the IESO moving to pre-approved costs.  That's relevant, of course, because, as I think I described yesterday, that this would have covered a period in which non-quick start generators that were eligible for a real-time GCG payment with an after-the-fact submitted cost had the ability to identify what the costs were and the IESO would have just paid that.  And as I described yesterday, the audit findings associated with that way of doing it revealed that some generators were taking advantage of that and were offering significantly more than what their eligible costs were.  So, given the time of this recommendation, that would seem to be consistent with I guess what we learned later on, that people preferred to be able to nominate their after-the-fact costs, at that point not knowing what the consequence -- well, I shouldn't speculate on the not knowing -- submitting their after-the-fact costs, rather than competing on three-part offers in the day-ahead which EDAC or the DACP at that time would have done.

So that finding is not at all surprising based upon what was known then -- what we know then -- what we knew then and what we know now.


MR. VELLONE:  And if I got you correctly, the part that you're really correctly noting to the Panel that has changed is what I've tried to highlight there in the parenthesis where the MSP said at the time, "because start-up costs are submitted after the fact."  They are no longer submitted after the fact, it is a pre-approved value process.

MR. MATSUGU:  Mm-hmm.

MR. VELLONE:  Is it still true that those start-up costs are not considered by the IESO in the DACP at the time the commitment is made?

MR. MATSUGU:  I'm sorry, could you repeat that question?

MR. VELLONE:  Yes.  I'll try again.  Is it still true -- this is what happens when I go off-script -- that those start-up costs are still not considered by the IESO in the Real-Time Generator Cost Guarantee program at the time the commitment was made?  I did misspeak --


MR. MATSUGU:  Okay, I was --


MR. VELLONE:  Yeah, you're right.

MR. MATSUGU:  That's correct.  That right now they are not considered in the commitment decision.  They are paid after the fact, but the move that we had made was to not simply accept what was submitted, but, in fact, would establish pre-approved values for those costs.

MR. VELLONE:  And would it still be correct, the MSP's conclusion immediately prior to that parenthesis statement, that that results in a lower hurdle for a guaranteed schedule?

MR. MATSUGU:  You know, I wouldn't want to speculate on what the Panel would have said if they knew what they know now, that I think at that time perhaps there is an assumption or being unaware that the preference was as a result of being able to exploit that after-the-fact cost submission.

MR. VELLONE:  So the fact that start-up costs were not considered in the DACP process, or in the RT-GCG process -- I keep getting it wrong -- but they will now be considered, post market renewal.  You don't view that as a lower hurdle?

MR. MATSUGU:  I see.  Okay.  I believe what we have identified is that is exactly the type of efficiency improvement that we are looking to achieve as a result of actually considering all costs, not just incremental costs, in the decision to commit resources.

MR. VELLONE:  Okay.  Aside from that pre-approved value, is there anything else in that statement you would disagree with?

MR. MATSUGU:  I think I understand what they're saying.

MR. VELLONE:  And you have no reason to disagree?

MR. MATSUGU:  To be honest, I'm not sure I would use the words “lower hurdle.”  I would have used a better optimization for obtaining a guaranteed schedule.

MR. VELLONE:  Is “lower” and “hurdle” inaccurate, in some way?

MR. MATSUGU:  I think reflecting of that is that, at times, because of the eligibility, that may result in an inefficient commitment.

MR. VELLONE:  The MSP's analysis really covers a broad number of pages, and my intention is not to go through them all.  It is all included in the IESO's brief of exhibits, which were helpfully filed.

[Board Panel confers]

MR. VELLONE:  Do you need a time check?

PRESIDING COMMISSIONER DODDS:  We just wanted to see if you wanted to pick a time for a break, with your flow.  We're getting close to 11 o'clock, for the morning break, if you can -- if you wanted to think ahead of when you want to take that break.

MR. VELLONE:  I probably have 20 minutes left in my entirety of my cross.  So my preference would be to push through and --


PRESIDING COMMISSIONER DODDS:  Yes, please, push through.

MR. VELLONE:  Thank you.  I'd like to move on to page 80, Mr. Boyle, if you could.  And it's really that first full paragraph there.  Give the witnesses just a moment to take a look.  And the sentence I'm looking at, maybe Mr. Boyle can highlight it, are the two sentences that begin:

“If a generator fails to get a committed schedule in EDAC, it will likely have a second opportunity to get a guaranteed run under the Real-Time Generation Cost Guarantee Program.  For this reason, some generators may choose to offer at a premium in EDAC.  If they receive a commitment it will be at a favourable rate, and if they do not receive a commitment they have a second opportunity to get a commitment under the RT-GCG program.”


Do you see that there?

MR. MATSUGU:  I do.

MR. VELLONE:  Is there anything in that statement you disagree with?

MR. MATSUGU:  Again, maybe I'll come back to -- this is the same report, right?

MR. VELLONE:  It is.

MR. MATSUGU:  Yes.  I think I'll come back to the context that -- or the time period that this was.  So I think, as we've talked about before, that in order to be eligible in real time, that resources need to put in a day-ahead offer, although there's not a -- for that, it doesn't necessarily say that it has to, as we've talked about, trying to -- they may press themselves to say “If I get a day-ahead schedule, then this is the price that I need to be able to get.”


I guess, again, my comment is the Panel at this time probably didn't have insight about why a non-quick start generator would want to not get a day-ahead start.  And so this idea about favourable rate or not getting a commitment I think is kind of written with the naiveté of not really knowing that the reason why they would want to intentionally fail to get a start in day-ahead in order to get picked up in the pre-dispatch and then again exploit that opportunity.

MR. VELLONE:  So I'm going to circle on the word “naiveté”, and just give you an opportunity to retract it if you choose to.

Are you trying to suggest that the MSP is somewhat naive in their analysis?

MR. MATSUGU:  No, I am sorry, not at all.  That's not what I meant.  What I meant was that the audit of those costs had not yet been completed and those results known.  And so in the absence of that audit being completed and the results of that audit being known, again, that's the naiveté that I mean.

I apologize.  I didn't disrespect to --


MR. VELLONE:  That's why I wanted to give you an opportunity to clarify.

MR. MATSUGU:  I understand.  I appreciate that.

MR. VELLONE:  So do you think they got it wrong?  Having had the benefit of those audit results, do you think they got it wrong here?

MR. MATSUGU:  No.  I guess what I'm saying is in the absence of knowing that there is an intentional effort to do that for the purpose of exploiting that payment, when one looks at the analysis, or when one is performing the analysis and drawing conclusions, that may not have been a consideration about why one would behave in that way.

And so all I'm saying is had they known that, they may have thought differently.  But the conclusion still holds.

MR. VELLONE:  I'm trying to wind [audio dropout].

So yesterday I think we arrived at a conclusion that the Real-Time Generation Cost Guarantee program could be profitable to a participant to the extent they earn revenues beyond MLP, to the extent that they are dispatched for more than their minimum runtime.

Would the incentives the MSP is signalling here around how that perceived profitability of that program, how that would impact the day-ahead offers of a generator, would that largely still be true?

MR. NUSBAUM:  I think as I said earlier, there is probably a number of factors that go into the offer strategy.  And with the removal of those after-the-fact costs and the significant incentives that was creating, it would be hard to speculate on where the greater value is, trying to offer in at a premium, to use the word here, versus the greater assurance of getting a commitment and putting your best foot forward from the start.

MR. VELLONE:  But, in general, this incentive that they're flagging here would otherwise hold, I think?

MR. MATSUGU:  If I follow, yes.

MR. VELLONE:  Thank you.

Would it be your understanding that when the Market Surveillance Panel says the words -- and they are highlighted there:  “Some generators may choose to offer a premium in EDAC," that it means or was intended to mean a premium to the generator's actual cost?

MR. NUSBAUM:  Yes, that would seem likely.

MR. VELLONE:  So a profit margin of some form?

MR. MATSUGU:  I'm not sure I would agree with that.  I believe what they mean here is higher in order to avoid getting a day-ahead commitment, not necessarily to reflect a profit but to just avoid getting a commitment.

MR. VELLONE:  So, if I continue the paragraph -- sorry.  I don't read it the same way, so I just want to see if we're reading the same way.

MR. MATSUGU:  Mm-hmm.

MR. VELLONE:  And I'm going to keep going past the highlighted sentence there.
"If they receive a commitment, it will be at a favourable rate."

So it was about the rate.

MR. MATSUGU:  Mm-hmm.  Right.  So maybe we can walk through this paragraph as a whole.  Again, if the generator fails to get a committed schedule in EDAC, they will get a second opportunity to get a guaranteed run under the RT-GCG.  And I think, back to what I said before, I'm not sure the Panel would articulate that second opportunity in the same way if they knew the context for what that opportunity is to exploit those after-the-fact cost-submitted payments were.  Nevertheless, moving on to the next sentence:
"For this reason, generators may choose to offer at a premium..."

And I interpret that to mean that, because they would prefer to get a or because they want to get a real-time GCG commitment, they will price themselves at a high level to avoid getting that commitment in EDAC.  However, if for some reason market conditions are very high and it turns out that, notwithstanding the fact they tried to price themselves out, they got selected, they would happily accept those inflated offers because they, they will -- they weren't trying to get scheduled, but they'll be happy to be able to take those profits.  So I think --


MR. VELLONE:  Yes, in that circumstance if they get scheduled --


MR. MATSUGU:  Right, so I believe that that's what that last sentence means is, if they receive a commitment, it will be at a favourable rate --


MR. VELLONE:  Right.

MR. MATSUGU:  -- which is, if they happened to, even they weren't trying to, got selected, they'll be okay.  They are good with collecting that profit that they weren't actually trying to achieve but are really only doing so because they were trying to avoid getting a day-ahead commitment and getting a real-time commitment that they could exploit.

MR. VELLONE:  What's exploitative?  I want to just unpack that choice of word.  What's exploitative in this behaviour?  The MSP flagged it back in 2014.  We've known about it for a long time.

MR. MATSUGU:  No, I'm sorry.  Again, the exploitative part that I was referring to was exploiting the after-the-fact submissions.

MR. VELLONE:  I'm still not sure I understand, but I'm going to move on.

MR. MATSUGU:  So, by being able to get a Real-Time Generator Cost Guarantee that was eligible for after-the-fact submission of the start-up costs, that gave generators the opportunity to claim to the IESO start-up costs that were significantly above what was actually eligible to be recovered for costs associated with that start.

MR. VELLONE:  Okay.  Now, I'm going to be as careful as I can and stick to my script, and I am going to use the same words that the MSP uses here, "favourable rate."

MR. MATSUGU:  Mm-hmm.

MR. VELLONE:  Let's use that word because "profitability" seems to be tripping us up.

The MSP believes that an NQS generator can receive favourable rates through the day-ahead commitment process, and the ability to receive those favourable rates is in some way tied to the existence of the Real-Time Generator Cost Guarantee program.

Going forward after market renewal, with the Real-Time Generator Cost Guarantee program being eliminated and with your own evidence being that the day-ahead market is expected to be competitive, would it be fair to say that those favourable rates won't be available to NQS generators under the day-ahead market?

MR. MATSUGU:  I'm sorry, Mr. Vellone, I just want to make sure.  Because I jumped ahead last time, I want to make sure.  Do you mind repeating the question?  I appreciate you're up against the clock, and I'm genuinely not trying to run you out here.

MR. VELLONE:  Okay.  Take the time you need.  Do you need me to repeat the question?

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

MR. VELLONE:  There was a lot in there.  That's entirely valid.  Let me try again.

So the Market Surveillance Panel at that time believed that NQS generators can receive a favourable rate through the existing day-ahead commitment process, and the ability to receive those favourable rates was in part tied to the existence of the Real-Time Generator Cost Guarantee program.

With the changes under market renewal and the Real-Time Generator Cost Guarantee program being eliminated and the day-ahead market expected to be competitive -- I think we've established that -- would it be fair to say that those favourable rates will no longer be available to NQS generators in the day-ahead market?

[Witness panel confers]


MR. MATSUGU:  So I believe, if I follow your question, that that's correct.  So, under the current market, if a non-quick start resource that -- or even in this context that we're talking about here -- tries to price themselves out in order to avoid getting a day-ahead commitment but in the absence of other resources and the system conditions that it gets selected economically within DACP that they would have gotten a payment for what that cost that they submitted in and that, under the new market, where we would expect there to be competition, that, had they submitted that same cost in an effort to not get scheduled, that the outcome would be they would probably be uneconomic and not get selected.

MR. VELLONE:  Thank you.  Would you agree with me, as well, that this has the potential of being a material financial impact to NQS generators arising from the evidence?

MR. MATSUGU:  I think the materiality of that would again come back to to what degree are participants currently in day-ahead offering well above what their actual costs are in order to avoid getting a day-ahead commitment.  So, I think this brings me back to if it was significant then that would suggest that the frequency or magnitude to which non-quick start generators are offering well above what their actual costs are, and then triggering a commitment and earning significant payments for a cost guarantee program that's intended to return them back to a zero-operating profit, but because of their inflated offers return them to significantly well above that, then I suppose, yes, that would be a delta between today and tomorrow.

MR. VELLONE:  I'm going to try to --


MR. MATSUGU:  Sorry, just to the issue about significance.  I would be concerned if this was something that was happening on a significant basis today, which would be the exercise of market power to be able to inflate GCG payments.

MR. VELLONE:  I'm sorry, who introduced the exercise of market power?

MR. MATSUGU:  Well, I think that that's what that manifests itself into is you end up parsing yourselves out and triggering a significant cost.  Because there is nobody -- no other resource to get selected.

MR. VELLONE:  And -- sorry, I'm struggling with that.  Did the IESO impose any form of market power mitigation on the DACP process pre-market renewal?

MR. MATSUGU:  Sorry, can you repeat that?  I didn't quite hear you.

MR. VELLONE:  Yeah.  Did the IESO -- my understanding, we had this conversation earlier today --


MR. MATSUGU:  Yes.

MR. VELLONE:  -- is that the IESO has not imposed market power mitigation in start-up costs included in the DACP commitment process.

MR. MATSUGU:  That's correct.

MR. VELLONE:  If you're concerned about market power, why?

MR. MATSUGU:  Well, I'm not.  I think this is my point of if it was significant then that would be something that we should be concerned about under the current market.

MR. VELLONE:  Do you have any sense of how often this occurs, the order of magnitude of these -- I'm going to use the words again -- the financial impacts of these more favourable rates as it exists in the current market?

MR. MATSUGU:  Well, I think that's actually what my comment on the Power Advisory -- where it identifies the significant impact as a result of moving from a regime that doesn't have mitigation on those to one that does -- that I don't see any evidence that informs the degree that that currently exists right now.

MR. VELLONE:  But other than reading the Power Advisory report?

MR. MATSUGU:  Well, I would be very interested if there was evidence that this is happening materially and -- sorry, let me rephrase that.

MR. VELLONE:  So you have no, I guess, alternative evidence to put before the Panel about the extent to which NQS generators may have profited under the Market Rules as it exists today; is that -- my understanding correct?

MR. MATSUGU:  I think what I was saying is you asked me about the significance.  And what I'm saying is in the report there is a claim that there is a significant impact as a result of moving from not having that mitigation to having that mitigation.

MR. VELLONE:  And you don't have any other numbers to put forward?

MR. NUSBAUM:  I'm not sure what you mean by "alternative."  I think, as Mr. Matsugu said, I don't believe that impact was quantified in the Power Advisory report.  So, I'm not sure what the alternative you're referring to is.

MR. VELLONE:  Okay.  I'm going to attempt to conclude because I did ask the court reporter to extend the break.  So give me a moment, Mr. Dodds, and I'll see if I can do this quickly.

In summary of what we covered this morning -- and I'll just give you a list of points and let me know if you agree or disagree -- would you agree that we concluded the day-ahead market introduces day-ahead to real-time settlement risks that are not currently present in the day-ahead commitment process?

MR. MATSUGU:  I believe we also talked about the potential benefits under different scenarios, or the potential for benefits under different scenarios, that you didn't present.

MR. VELLONE:  And day-ahead market guarantee payments being determined on day-ahead prices will be determined on day-ahead prices.  Whereas day-ahead commitment process guarantee payments are currently determined based on real-time prices; is that right?

MR. NUSBAUM:  That's right.

MR. VELLONE:  And that based on the MSP's own observation, the current day-ahead commitment process is structurally less competitive than the day-ahead market, primarily because it's not financially binding; is that right?

MR. NUSBAUM:  Yes.

MR. VELLONE:  And there is no mitigation of start-up costs under the existing day-ahead commitment process, but there will be under the day-ahead market?

MR. NUSBAUM:  Start-up costs in the day-ahead market will be subject to the market power mitigation framework, yes.

MR. VELLONE:  Would you agree with me then that for those reasons the day-ahead market and the day-ahead commitment process are, in fact, not substantially similar but are quite different?

MR. MATSUGU:  I think the way I would characterize it is what it's trying to do is similar and the optimization that is being executed in order to do so is different, but the way participants themselves participate and offer into those markets is different than the way today.  And, again, that comes back to the financially binding nature of it.  And that is, in fact, what we're trying to drive.

MR. VELLONE:  Right.  And I think you would agree that the effect of those MRP amendments is really to fundamentally change the commitment in compensation of NQS generators in the day-ahead timeframe in the ways I just enumerated?

MR. MATSUGU:  I'm sorry, can you repeat just the first part of that sentence again?

MR. VELLONE:  Yeah.  If the effect of the MRP amendments is to fundamentally change the commitment in compensation of NQS generators in the day-ahead timeframe?

MR. MATSUGU:  I think what I would say is the effect is to change those things for all market participants.

MR. VELLONE:  Including NQS generators?

MR. MATSUGU:  Including NQS generators.

MR. VELLONE:  And I'll leave it there.  I will spin my wheels on the last question.  Thank you very much.

PRESIDING COMMISSIONER DODDS:  Thank you, Mr. Vellone.  We'll take a break until 11:35.  Thank you.
--- Recess taken at 11:19 a.m.
--- On resuming at 11:38 a.m.

PRESIDING COMMISSIONER DODDS:  Mr. Vellone, I think you are still on, are you not?

MR. VELLONE:  Commissioner Dodds, I completed my questioning before the break.

PRESIDING COMMISSIONER DODDS:  Okay.  So you are finished then.

MR. VELLONE:  I am, and proud to say we are almost exactly back on schedule.

PRESIDING COMMISSIONER DODDS:  Very good.  Thank you.  School Energy Coalition.
Cross-Examination by Mr. Rubenstein


MR. RUBENSTEIN:  Good morning.  And just as was noted during the appearances yesterday, SEC and CCC have coordinated, and so only I will be asking questions on behalf of the ratepayer groups during this proceeding.

Good morning, Panel.  I have a compendium of documents, and I would ask that we mark that.

MS. DJURDJEVIC:  Mr. Rubenstein, that will be K2.3.
EXHIBIT K2.3:  SEC AND CCC CROSS-EXAMINATION COMPENDIUM FOR IESO PANEL 1


MR. VELLONE:  Mr. Rubenstein, are you able to just briefly introduce any documents that aren't currently on the record that are included in your compendium?

MR. RUBENSTEIN:  Well, I will do through them as I go through.  I mean, they were provided yesterday, within -- before 24 hours.  I think they're familiar to all, at least the parties.

MR. VELLONE:  Okay.

MR. RUBENSTEIN:  I didn't dig anything up, out of the blue.

MR. RUBENSTEIN:  I just want to start off before I get to my formal discussion with you, and I just want to follow up on a discussion you had yesterday, that the Panel had with Mr. Vellone.  And there was a discussion about the RT-GCG program, that's the -- and as well as the new RT-GOG program; these are the cost-guarantee programs.

And as I understood the conversation, there was a discussion about revenue-neutrality, the purpose of the program or its effect with respect to revenue-neutrality.  And do you recall those discussions yesterday?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And I want to understand what you mean by revenue-neutrality.  Am I correct that when you were using the term revenue-neutrality, you mean that if a generator opts in to the program or is part of the program, after considering the revenues and costs -- and they obviously differ between those two programs -- the generator will not end up in a loss position?  It will recover its -- at the very least, recover its costs?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  How is that revenue-neutral?

MR. MATSUGU:  In the sense that they are -- their net revenues are zero.

MR. RUBENSTEIN:  But just to be clear, as I understand the program and I just want to clarify it with you, under both the existing and the MRP cost guarantee program, an NQS generator can profit.  Correct?

MR. MATSUGU:  Oh, I see, I understand what you're saying, that the purpose of the guarantee is that, in the event of getting a commitment, that they do not suffer a loss?

MR. RUBENSTEIN:  Well, just so I understand the programs, under both the existing and the MRP cost guarantee programs, NQS generators can still profit?

It's a question, and I just want to clarify:  There is a difference between being part of the program and receiving a payment under the program.  I just want to be clear here.

[Witness panel confers]

MR. NUSBAUM:  So we were just conferring.  They are still able to earn profits outside of the envelope of costs that are considered when making the guarantee payment.

MR. RUBENSTEIN:  And under the existing real-time cost guarantee program, an NQS generator can profit and also earn an RT-GCG payment.  Correct?

MR. NUSBAUM:  That is correct.

MR. RUBENSTEIN:  And under the revised program, the RT-GCG, they can earn a profit, but they just cannot also get a RT-GOG payment.  Correct?

MR. NUSBAUM:  That is correct.

MR. RUBENSTEIN:  But it's not a situation where under the Market Rules that that profit that they -- if they earn a profit, they have to return it.  Correct?

MR. NUSBAUM:  That is correct.  They can keep -- and we want to continue to provide the opportunity for them to keep the profit, above and beyond the commitment.

MR. RUBENSTEIN:  So in that case, it's not neutrality.  It's really just, as the program says, a cost guarantee.  They just can't lose; there is no downside risk?

MR. MATSUGU:  That's right.  That revenue-neutrality was just in the instance where they were not recovering their start-up costs.

MR. RUBENSTEIN:  Okay.  Thank you.  I want to make sure I understand the purpose of a number of the components of the Market Renewal Program that are being implemented through these amendments that are being challenged in this proceeding, as a result of the harms or how it relates to the harms that the NQS generators are claiming.

And maybe the best way to do that is to look at the NQS generators' application and specifically paragraph 9, which is located on page 5 of our compendium.  And I want to walk through this paragraph by paragraph.

And if we scroll down, the NQS generators claim in their application that:

“The MRP amendments will harm the NQS Generation Group in the following ways, all else being equal.”


And in part (a) they say:
“NQS generators will receive less scheduled commitments following MRP due to the calculation engines included in the MRP amendments, optimizing across subsequent hours prior to real-time dispatch and incorporating non-incremental energy costs.  These changes are likely to result in NQS generators not being committed and dispatched at times, even though they are economic on an incremental energy basis.”


Do you see that?

MR. NUSBAUM:  I do.

MR. RUBENSTEIN:  So as I understand under the current Market Rules as part of the pre-dispatch calculation process, the IESO's decision to commit an NQS generator both amongst themselves and compared to other resources committed to produce electricity is based on an evaluation of its offer based on the single-hour period and only looking at their incremental energy.  Do I have that right?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  And at the same time, NQS generators have access to the real-time cost guarantee which allows them, if they choose and if they get committed, that they could be committed if their incremental energy offer is economic for only half their minimum generation runtime.  Do I have that right?

MR. MATSUGU:  So I guess the only clarification to that was the same clarification I offered to Mr. Vellone yesterday, that it's -- they are scheduled for, in the constrained schedule, for half their minimum runtime, not necessarily because of their incremental energy offer but in combination of all of their offers, including for reserve.

MR. RUBENSTEIN:  Fair.  And at the same time, NQS generators have access to the real-time cost guarantee program, which allows them, if they so choose, and get committed -- sorry, and so they have access -- sorry.

And so if they invoke the real-time cost guarantee program, they not only recover the incremental energy cost by way of the clearing price, but also start-up costs and speed no-load costs through the real-time cost guarantee program.  Correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  And this program is currently not available to [audio dropout].  Correct?

MR. NUSBAUM:  It's only available to NQS resources, yeah.

MR. RUBENSTEIN:  And through the wholesale markets, those other resources can only recover their incremental costs through their energy [audio dropout].  Correct?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And there is no other separate program that may exist for other resources as part of the wholesale market resource [audio dropout].  Correct?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And am I correct that the current program, the RT [audio dropout] program, has been criticized by the Market Surveillance Panel on numerous occasions?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And can we go to page 40 of the compendium.  This is the Market Surveillance Panel's State of the Market Report, 2023, which was issued in September 2024?  Do you see that?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  And just so I am clear, the Market Surveillance Panel is a panel of the OEB that is tasked with monitoring the wholesale markets.  Correct?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  And investigating and providing recommendations on changes to make it more efficient.  Correct?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  Okay.  If we flip to the next page of the compendium, we see a section called "Future of Ontario market design."  Do you see that?

MR. MATSUGU:  Yes, I see half of that page.  Yes.

MR. RUBENSTEIN:  Fair enough.  If we go to page 43, so just -- I will stop you right there.  At 10.1, it talks about market renewal.  That’s what it’s talking about when it talks about the future of Ontario; correct?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  Okay.  And I want to go to page 43 of the compendium and, if we can, go to the second paragraph.  Here, the MSP says the following:
"Second, the DAM and the ERUC programs are intended to improve the scheduling and commitment of dispatchable generation.  These programs will replace the Real-Time Generator Cost Guarantee program, which compensates combined-cycle generators for certain start-up and fuel costs, out-of-market, using non-competitive process.  Non-quick start units are then asked to offer and operate ignoring these costs.  The intention of the program is to mitigate the risk of market participants not starting their generation units in times when they are uncertain they will be dispatched sufficiently to recover these costs.  But this can result in productive inefficiencies in the short-run when demand is not served using the lowest cost resources due to offers not truly being reflective of generation costs.  This program can also act to suppress market prices below efficient levels as it removes the incentives for these frequent price-setting generators to reflect fixed start-up costs into their offer prices.  The program is designed to favour reliability by ensuring non-quick start resources are brought online during times of increased needs, but it suppresses prices at these very times.  This weakens price signals and reduces rewards for other market participants to be available at these times."

Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  So, if I understand the issue, it is that the NQS generators are being committed based on the competitiveness of their incremental energy offers but then they’re recovering other costs as part of the Real-Time Generation Cost Guarantee program, which includes start-up and speed-no-load costs, but they’re not taken into consideration as part of the pre-dispatch process; correct?

MR. MATSUGU:  That’s correct.

MR. RUBENSTEIN:  And the MSP’s view is that this is inefficient since you’re only considering part of the costs in determining which resources to dispatch; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  But, ultimately, customers pay all the costs; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  And so their view is it suppresses the market price since part of the NQS generators’ marginal costs are included in their energy offer, which is what determines who is dispatched, and this has an effect of weakening price signals for other generators who on a total cost base will be less costly and be less likely to be available at those times.  Correct?

MR. MATSUGU:  Correct.  I follow.

MR. RUBENSTEIN:  Can we go to page 50 of the compendium.  My understanding, as well, is the program has been criticized not just by the MSP but by the Auditor General; correct?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  And I believe the Auditor General, in the 2017 report, she referred to the program or at least in the context of the report called it the "stand-by cost-recovery program."  Is that your understanding, as well?

MR. MATSUGU:  Yes, I believe the Auditor General refers to the program using different language but ostensibly the real-time GCG program.

MR. RUBENSTEIN:  Sure.  I think it’s simpler language for those who are not or maybe even for those who are in the sector.  Correct?  Fair?

MR. MATSUGU:  Fair.

MR. RUBENSTEIN:  Okay.  And we see on page 50, under section 4.3, we see:  "The IESO continues to administer the standby cost recovery program despite reasons not to."

MR. MATSUGU:  I’m sorry.  I can only see the figure.  I can’t see the text.

MR. RUBENSTEIN:  Is that --


MR. MATSUGU:  I see it.  I see it now.

MR. RUBENSTEIN:  And can we flip over the page and go to page 52.  If we could scroll down, in section 4.3.4, we have a section titled, “Electricity bought at higher cost from gas generators because gas generators used the standby cost recovery program to suppress the market.”  Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  Could we flip the page over.  Just stop there.  And we can see this on the first paragraph.  The Auditor General says:
"Claiming their costs to produce electricity under the standby cost recovery program enabled gas generators to lower the price they offered to be chosen to produce electricity.  Figure 11 shows how the market price is suppressed when the gas generators misuse the program by claiming their costs to produce electricity.
"This has led to the IESO’s inefficiently selecting which gas generators will produce electricity (that is, the IESO buys electricity from a gas generator that produces it for a higher overall cost), resulting in a depressed market price and an inflated global adjustment."

Do you see this?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  So they’re saying the same as -- the Auditor General was saying the same thing as the Market Surveillance Panel; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  And we see that Figure 11, if we scroll down, actually provides an obviously simplistic figure, but it is explaining what has happened here.  Right?

So, as I see it, gas generator 1, total costs are produced -- producing are $150.  Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And it’s only -- but it’s offering $50 because it is going to be able to recover $100 from the standby cost recovery program, the RT-GCG; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  As compared to gas generator 2, it has just a total cost of $100, and it offers it at $100 to the market; correct?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  So, in this example, gas generator 1 is ultimately dispatched, and it gets -- and the clearing price would be, I guess, $50, but it recovers all of its $150, and that’s over a generator that has a total cost to produce of $100; correct?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  So it’s an inefficient outcome that you’re intending through these amendments to get rid of; correct?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  Okay.  And another way that it’s doing that, as I understand it, is it’s looking hour by hour in that its optimizing schedule now looks over a 27-hour period, which allows for the IESO’s dispatch engine to account for non-quick start generators’ total costs, not just the incremental energy but also start-up-up and speed-no-load costs, as well as its specific technical limitations, the minimum load points and the [audio dropout] generation run times; correct?

MR. MATSUGU:  I think the only change to what you just said was, as far as that optimization period is as long as 27 hours, but is not 27 hours through every pre-dispatch run.  It does multi-hour optimization but in shorter and shorter durations as the day goes on.

MR. RUBENSTEIN:  And that’s in the goal of dispatching the most efficient generator as at least compared to the current Market Rules?

MR. MATSUGU:  That’s correct, the point being we’re trying to achieve multi-hour optimization as [audio dropout] myopic, single-hour dispatch.

MR. RUBENSTEIN:  And, as I understand it, the MSP has also raised issues in the past, related to what it calls "two shifting," which involves, as I understand it, multiple RT-GCG start-up costs being claimed in a day, for multiple runs, so to speak, of the generator?

MR. MATSUGU:  That’s correct.  That’s kind of similar to the example that we walked through earlier, where there is the potential for two starts to occur in the same day.

MR. RUBENSTEIN:  If we go to -- I’ll make sure I have the right pages here.  I apologize.  This was in the discussion you had earlier this morning in response to that undertaking.  As I understand the multi-hour optimization of the three-part offers in the MR [audio dropout] that will be taking place as part of the amendments isn’t [audio dropout] is an ability to ensure that you verify the efficiency of that second part; correct?

MR. MATSUGU:  That’s correct.  And I think, as my colleague Mr. Nusbaum spoke to, also the decision of:  Do we have two separate starts or do we bridge that start and avoid having to start a unit and then ramp it down and then ramp it back up again and incurring a start-up cost twice in that day.

MR. RUBENSTEIN:  And can I ask you to turn to page 86 of the compendium.  As I understand, this is a copy of the most recent annual update to the OEB with respect to actions taken to address MSP recommendations; do I have that right?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  And as I just understand for background, under the IESO licence you are required to have a report that looks at the last four years and provide an update on them annually to the OEB; do I have that right, just generally speaking?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  All right.  And if we flip to page 87 of the compendium, second page.  This was from the -- recommendation from the December 10, 2020, where you -- where the -- as I read it, the IESO -- this is what we were talking about.  The MSP had recommended the elimination of payments for second and subsequent real-time runs or alternatively they provide sort of an alternative way of looking at it.  And your response, as I read it, and I won't take you through the whole thing is you're essentially -- you're referring to the changes that you're making through the Market Rule amendments; correct?  That's how you're solving the issue?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  Right.  And you say this here, at least at this time but I've seen it in the past, that, you know -- one, as these recommendations were being brought forward, you were not going to make changes over the last few years of these programs until the Market Rule amendments for the MRP program happened; do I understand that?

MR. MATSUGU:  I believe I characterize it as that we would focus on trying to design and implement market renewal as soon as possible.  And so, the interest is to focus our efforts in that to be able to achieve that and not take interim measures that would be obviated with the implementation of market renewal.

MR. RUBENSTEIN:  So the MSP raises these issues in the December 2020, it's going to be corrected maybe, you know, four and a half years later; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  Okay.  Could we go back to page 44, this is getting back to the 2023 MSP [audio dropout].  This is, again, what we, as I understand, what we were talking about.  This is, again, the MSP's most recent report.  If we can take a look at the second sentence.  It says:
"The ERUC program is intended to improve efficiency by optimizing the scheduling of resources over multiple hours. When creating the optimized schedule, ERUC should account for key generator characteristics such as minimum loading points.  Under the current design, the optimization algorithm looks at each hour in isolation and does not consider some of these key generator characteristics.  This results in the need for out-of-market actions that are costlier and less competitive."

Do you see that?

MR. MATSUGU:  Yes, I see.

MR. RUBENSTEIN:  And so, the converse of that is that the ERUC as compared to the current market design will result in out-of-market actions less costly and the process will be more competitive; fair?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  All right.  Can we go back to page 5 of the compendium.  I want to take you to the next paragraph.  Go down to 9(b), scroll down.  Here, as I understand it, the claim of harm is the following:
"NQS generators will receive lower GOG payments, whether committed through DAM or ERUC, than the previous RT-GCG payments.  The current settlement design for the RT-GCG program incorporates less potential wholesale market revenues than is contemplated under the GOG settlement, process including in the MRP amendments.  As a result the same operating profile with the same energy prices could result in different compensation levels for NQS generators pre- and post-MRP with the market renewal result being economically worse."

Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And so, just as we were talking about previously, as I understand the RT-GCG program is being eliminated and will be replaced with the RT-GOG program, the real-time generation offer guarantee program; correct?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And as we discussed at the beginning, the intent of both programs are mechanisms to ensure NQS generators recover their costs if they are committed and don't earn sufficient revenue through the market; correct?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And as I understand, as we discussed, the RT-GCG payments compares generator cost to certain revenues; correct?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And on those costs it looks at each incremental energy costs up to the minimum loading point and MGBRT?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  As well as the start-up and speed-no-load costs went up?

MR. NUSBAUM:  Correct.

MR. RUBENSTEIN:  But on the revenue side it only considers revenue it receives from the market up to the minimum load point and their MGBRT; correct?

MR. NUSBAUM:  Correct.

MR. RUBENSTEIN:  So, any revenue above that, even revenue above its incremental energy costs, are not included?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And as well as revenues it receives as part of the operating reserve market not included in the calculations?

MR. NUSBAUM:  Correct.

MR. RUBENSTEIN:  And if the broader intent was to ensure they don't lose money -- and as we discussed, the broader intent is they don't lose money; correct?

MR. NUSBAUM:  Yes, on any individual start to return them to a cost-neutral position if they're not able to earn sufficient revenue in the market.

MR. RUBENSTEIN:  But the -- and as we discussed the RT-GCG program does allow them to profit?

MR. NUSBAUM:  In certain circumstances, it can.

MR. RUBENSTEIN:  And as I understand this component of the RT-GCG program has been criticized by the MSP; do I have that right?

MR. NUSBAUM:  Yes, it has.

MR. RUBENSTEIN:  And if we can go back to page 154, this is all the way back -- sorry, not 154.  I apologize.  Go to page 82 of the compendium.  And this is the same document that Mr. Vellone had taken you; do I have that correct?  This is dated January 2014 MSP report that looks at November 2012 to April 2013?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  All right.  And if we can scroll down to Recommendation 3.2.  The MSP recommends:
"If the IESO, after performing its detailed analysis, determines that the RT-GCG program continues to be needed, the Panel recommends that the IESO modify the RT-GCG program such as that revenues that are used to offset the guaranteed costs under the program are expanded to include any profit (revenues less incremental costs) earned (a) on output above a generation facilities minimum load point during the minimum generation block run-time (MGBRT) and (b) on output generated at the end of the facility's MGBRT."

Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And so, as I understand, that has not been implemented until MRP; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  And so, this is all the way back more than a decade ago; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  All right.  And as I understand the changes under the RT-GCG -- sorry, RT-GOG program, this is the cost guarantee program under MSP, the difference is that the costs will include generators' actual costs that they bid as part of the incremental energy, speed-no-load, and start-up costs.  There is a difference in costs; correct?

MR. MATSUGU:  Correct.  I'm certain you meant MRP as in the Market Renewal Program, but yes.

MR. RUBENSTEIN:  Yes.  And just looking at that part, the cost component, this compares to the current costs that are considered as part of the RT-GCG program, as it's not a pre-approved amount?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  And, in fact, it could be higher, the cost; correct?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  Okay.  And now, with respect to the revenues earned by the generator, it includes the ones that were considered as part of the previous guarantee program, but it also includes revenue earned in the market above the minimum load point outside of its minimum run block time as well as operating; correct?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And so, the revised program provides payments only for costs when an NQS generator is committed if they will lose money after considering all the revenue and all the costs that it gets as part of the run of the generator? So...

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And just so we're clear, the reverse is not true; correct?  If an NQS generator earns a profit when considering all of the revenue and all of the incremental costs related to that dispatch, the Market Rules don't require them to return that amount; correct?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  So, when NQS generators in their application are talking about less revenue from the RT-GOCG program under MRP than the current Real-Time Generation Cost Guarantee program for a generator with the same operating profile and energy profile, this is a result really of the program removing the ability of the generator when considering all the revenues received in the market and all the cost, to profit through its energy payments, but also receive what I think you call an out-of-market payment?

MR. MATSUGU:  A cost guarantee payment, yeah.

MR. RUBENSTEIN:  Correct?

MR. MATSUGU:  Yeah.

MR. RUBENSTEIN:  Okay.  Could we go back to page -- could we now move to page 6 of the compendium?  This is paragraph 9(c).  And here, the NQS generators claim:

“NQS generators will receive lower wholesale and operating reserve revenues in periods where market power mitigation is applied than under the current market power mitigation framework.  The current wholesale market does not include ex-ante mitigation for financial and non-financial parameters. As part of the MRP amendments, market power mitigation may potentially lower energy offers and other parameters across the entire wholesale market, which will result in lower revenues (all else being equal) than the current market design.”


Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And as I understand what they are referring to, when NQS generators are claiming that, if market mitigation is applied, they could have their offer substituted and they will receive lower revenues than the current market.  Correct?

MR. MATSUGU:  I believe that's what it says.

MR. RUBENSTEIN:  And as I understand the framework -- sorry, the market power mitigation part of the MRP at the highest level, it's a way to ensure that in the wholesale market resources, including NQS generators, cannot exercise market power in that they cannot unfairly extract revenues from the wholesale market.  Correct?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And you would agree with me any -- the current IESO market, but any wholesale energy market must be concerned with the exercise of market power.  Correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  And as I understand, the IESO currently has a market power mitigation framework although it's only ex-post; it is an after-the-fact review, only.  Correct?

MR. NUSBAUM:  Correct.

MR. RUBENSTEIN:  And the proposed approach, which will include a part that is ex-ante, so it means -- and as I understand what that means is that the IESO will screen various parameters that are submitted in bids by the resources.  And if they meet various tests, the bidder parameter will be replaced by the reference amount?

MR. MATSUGU:  I'm sorry, but the only change to that were bids that I think in the context of this, this would be offers.

MR. RUBENSTEIN:  Sorry, I apologize, I apologize.  But the rest is correct?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  And the reference amount is a pre-determined parameter reflecting -- is intended to reflect the short-term marginal costs in the operating characteristics of the specific facility?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And it is something that if the generator does not like the reference price that is -- the reference amount that is ultimately selected, it has the ability to jointly, with the IESO, as I understand, essentially have a third-party expert determine?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And as I understand the benefit of an ex-ante process, as opposed to just an ex-post review, is that you can address the problem of exercise of market power before it impacts everyone else as part of the dispatch process.  Correct?

MR. NUSBAUM:  Yes, it allows you to address the potential exercise of market power before it has the impact -- the ability to impact market payments.

MR. RUBENSTEIN:  As well as the impact on other participants.  Correct?

MR. NUSBAUM:  Correct.

MR. RUBENSTEIN:  And as I understand, the framework is not specific to NQS generators, the framework is applied to all generators.  Correct?

MR. NUSBAUM:  All dispatchable generators, yes.

MR. RUBENSTEIN:  And insofar as NQS generators may have more parameters applied to them, both financial and non-financial compared to others, isn't that just a function that they have greater parameters that can unfairly impact the competitive market compared to other types of generators?

MR. NUSBAUM:  Yes.  The number of parameters that we look at is based on only the parameters that have the potential to impact market payments.

MR. RUBENSTEIN:  And so if NQS generators are correct and the market power mitigation lowers their energy offer or other parameters and they will receive less revenue than the current market, that's a function of them, absent market power mitigation, of exercising market power?

MR. MATSUGU:  Do you mean in the current market?

MR. RUBENSTEIN:  As compared to the current market.

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  And could we go to page 104 of the compendium?  And as I understand from the IESO's website, this is an overview document -- this is from the IESO's overview document of the market power mitigation working group?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  And as I understand, this is a working group that was being formed -- is being formed now?  I'm not sure it has met yet, but it is in the process of being formed.  Correct?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And as I understand from reading the document under the purpose section, the purpose, it was at the request of the IESO technical panel to assist in identifying any potential unintended outcomes of the MPM framework -- that is the market power mitigation framework.  And recommending means to address them.  Correct?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And so insofar as the Market Rule amendments may involve some unintended consequences, the IESO is establishing a working group to review and consider.  And presumably that will include members of the NQS generators on that working group, or it is available to them to be on their working group?

[Witness panel confers]

MR. NUSBAUM:  There was an open call for nominations.  I'm just hesitating because I'm not sure to what extent the final list has been made public, but members of the NQS group were eligible to put forward nominations for membership.

MR. RUBENSTEIN:  Sure.  I'm not asking you to tell who is -- may get on that, before you release it.  But the idea being that it is open to market participants.  Presumably, if NQS generators have significant concerns, they would want to be on the working group.  Fair?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  Okay.  And could we go back to page 6 of the compendium?  I want to take you to, now, paragraph (d) here.  As I read it with respect to the harms, they say:
“NQS generators may receive lower revenue in the form of make-whole payments [audio dropout] the LMP, previously revenues from CMSC payments plus the uniform market clearing price under the IAM.  Under the current Market Rules, CMSC payments are made for a variety of reasons beyond what is contemplated for make-whole payments under the MRP amendments, including as a result, for example, of the three-times ramp rate that is included in the unconstrained schedule (i.e. market schedule).”


Do you see that?

MR. NUSBAUM:  I do.

MR. RUBENSTEIN:  And as I understand, the thrust of this is that in moving to a single-schedule market, it may involve less revenue than the current two schedule, with congestion management settlement -- which includes congestion, the payment of congestion management settlement credits.  Is that your understanding?  That's how I read it.

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  And as I understand, if this occurs, this would be primarily a result of more efficient dispatch, since it would be determining the market clearing price, or the -- and specifically at a nodal point, the LMP, which actually considers actual grave conditions.  Correct?

MR. MATSUGU:  I think for this one specifically, that this would better align the clearing price with the dispatch that's used.

MR. RUBENSTEIN:  Sure.  I am just comparing it to the previous.  If ultimately they are correct -- and you know we'll debate that, that's debatable.  But assuming that it is correct, that is simply a function of the market, how it will operate under the new -- under MRP, being more efficient?

MR. MATSUGU:  That's right.  It will be more efficient as a result of prices that better align with the dispatch being used on the system.

MR. RUBENSTEIN:  And you would agree with me that the problem with the current two-schedule market has been a topic of much discussion by the MSP over the years.  Correct?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  Could we go to page 41 of the compendium.  Can we scroll down.  I won't read the entire thing, but you see in the second-to-last paragraph:
"First, the single schedule market is aimed at alleviating inefficiencies associated with the uniform price and the 2SS."

Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And then we see in the next paragraph:
"The [two-schedule system] with the CMSC payments can distort the incentives for some participants to respond efficiently in the market, at times creating a disconnect between the price that reflects actual system needs and the payment opportunities available to a market participant."

Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And then, if we flip to the next page -- go down -- the MSP says:
"In past reports, the Panel has outlined multiple areas where the [two-schedule system] and the CMSC payments creates misaligned incentives which cause inefficiencies."

And then it has a number of bullet points where it discusses them.  Do you see that?

I won't ask you to read them.  I won't go through them with you, but we can agree that there are a number of different issues that it has raised over the years; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  And in fact, as I understand, in 2016 the MSP issued a special report on congestion management settlement credits.  Is that your understanding, as well?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  Maybe we can turn to that on page 84.  We flip down that.  We see this is the December 2016 report, titled "Congestion payments in Ontario's wholesale electricity market:  An argument for market reform."

Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And, if we flip to the next page, the executive summary, the MSP is saying:
"Since market opening, no element of Ontario's wholesale electricity markets has attracted the attention and concern of the Market Surveillance Panel more than Congestion Management Settlement Credit payments.  These payments, a fundamental adjunct of Ontario's uniform price/two schedule market design, have resulted in inefficiencies and inappropriate wealth transfers, and have shown themselves to be susceptible to gaming."

Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And then, in the last paragraph, we see:
"The Panel supports the replacement of the uniform price/two-schedule market design with a design that would facilitate future market renewal and rely less on out-of-market payments like CMSC payments.  In particular, the Panel believes that some form of locational pricing should be introduced, whether for market participants only or for residential and other smaller consumers, as well."

Do you see that?

MR. MATSUGU:  Sorry.  There is a lag in between you speaking and -- can you just repeat the last part that you read?

MR. RUBENSTEIN:  It says:
"In particular, the Panel believes that some form of locational pricing should be introduced, whether for market participants only or for residential [audio dropout] customers --"

MR. MATSUGU:  I see it now.  Thank you.

MR. RUBENSTEIN:  And so we can agree the MSP has been pretty adamant over the years that it believes that the current two-schedule system with CMSC [audio dropout], to put it charitably, is not optimal?

MR. MATSUGU:  I would agree.

MR. RUBENSTEIN:  And could we turn to page 54 of the compendium.  This is again that 2017 Auditor General's report, and, if we scroll down, we see a section called, "The IESO continues to pay market participants under the lost profit recovery program without addressing the program's flaws and weaknesses."

Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And, as I understand, the lost profit recovery program is what the Auditor General calls "Congestion Management Settlement Credits"; do I have that correct?

MR. MATSUGU:  Similar to the other one, this is the -- the Auditor General has chosen to use a different way of describing what the intent to meet -- reflect comments on CMSC.

MR. RUBENSTEIN:  Sure, but, just so we're clear, when the Auditor General uses that term, it is referring to congestion management settlement credits?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  Okay.  And can we flip over the page.  We see a section in 4.4.2:
"A [..] OEB Panel reported the potential for participants to misuse Market Rules under the lost profit recovery program."

Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And the OEB Panel here as I understand is the Market Surveillance Panel; correct?

Is that your understanding, as well?

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  Okay.  And, if we flip the page over, scroll down a bit -- sorry.  I apologize.  We see in the second paragraph -- the last paragraph, bottom of the left-hand column:
"The OEB Panel analyzed the program in almost all of its 28 reports and made several recommendations for the IESO to fix the rules' flaws that allow market participants to claim artificial losses.  The Panel has also recommended that the IESO restrict this program.  The IESO has fixed some of the flaws, but sometimes not to the full extent recommended by the Panel.  The IESO has otherwise responded to the OEB Panel that it is deferring making any major changes to the program until the working group of its Market Renewal initiative completes its work.  However, changes resulting from this work will not be implemented for another five years."

Do you see that?

MR. MATSUGU:  I do.

MR. RUBENSTEIN:  And, as I understand, a move to the single-schedule market will solve most of the issues with respect -- well, will solve all of the remaining issues with respect to the single-schedule and congestion settlement management credits, correct, or it should?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  And the reference to five years, as I understand, that the Auditor General is making was based on an earlier in-service date that the IESO was looking at, which I believe was 2013?

MR. MATSUGU:  Ah, twenty-twenty--

MR. RUBENSTEIN:  Sorry, 2023.  I apologize.

MR. MATSUGU:  That's correct.

MR. RUBENSTEIN:  And so the date of the report, as I understand, is December 17.  To the revised date, it's been closer to 7½ years, correct, or will be closer to 7½ years?

MR. MATSUGU:  That sounds about right.

MR. RUBENSTEIN:  And am I correct:  The single-schedule market will apply to all dispatchable generators and will apply to all market participants and is not specific to [audio dropout]?  Correct?

MR. MATSUGU:  Yes, although I would say the single-schedule market applies to both the dispatchable and non-dispatchable so all market participants.

MR. RUBENSTEIN:  And, as we discussed, if NQS generators receive less market revenue under LMP and make-whole payments as compared to the current arrangement under the single -- schedule -- the two-schedule and the CMSC payments, that's simply a function of the new market being more efficient?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  Okay.  I want to turn to page 106 of the compendium.  This is the market renewal program business case validation memo that you provided in response to JT1.12?

MR. MATSUGU:  Yes, I see it.

MR. RUBENSTEIN:  And, as I understand, when the IESO first undertook the MRP process, it undertook a business case comparing the forecast costs and the forecast benefits; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  And, by 2022, the scope of the project had changed, correct, and the costs had increased?  Correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  And the IESO undertook this assessment to determine if the costs -- the benefits still outweighed the costs; am I correct?

MR. MATSUGU:  I didn't hear a question there.

MR. RUBENSTEIN:  As I understood, the purpose of this exercise was to determine if the benefits still outweighed the costs; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  And the costs, at least at this point, as I understand it and I believe that based on the most recent [audio dropout] 2024 estimate was that the costs that had been incurred were approximately about $204 million.  Does that sound right, Mr. Nusbaum?

MR. NUSBAUM:  That sounds about right, yes.

MR. RUBENSTEIN:  All right.  And if we -- and those are costs that are being recovered from ratepayers and market participants as part of the IESO's fees; correct?

MR. NUSBAUM:  That some of those costs will be recovered, not currently; they're capitalized over a certain period of time, but yes.

MR. MATSUGU:  From consumers.

MR. RUBENSTEIN:  Yes.

MR. MATSUGU:  “Market participants” also includes suppliers as well.

MR. RUBENSTEIN:  You're correct.  I apologize.  It's from loads.  Better way is from the loads; correct?  Which predominantly includes Ontario customers; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  All right.  And if we flip over to page 107 of the compendium, the benefits of the program, as I am understanding, that were validated as part of this memo includes $190 million as part of more efficient unit commitment; do I understand that?

MR. NUSBAUM:  Correct.

MR. RUBENSTEIN:  And as I understand from the paragraph below that:
"The benefit of more efficient unit commitment were determined based on assessing the inefficient of the existing process to commit resources that require lead time to come online and minimum operating runtimes once connected to the grid."

Do you see that?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And so, when we were discussing earlier about minimum hour optimization, multi-hour optimization and implementing recommendations with respect to the cost guarantee programs, this is what's driving those benefits; correct?

MR. MATSUGU:  I believe that the analysis tries to capture, to the extent that it can, all of the change -- all of the benefits of all of the changes that we've described, which you've articulated.

MR. RUBENSTEIN:  And then if we flip to the next page.  And if we scroll down, we see -- and so, the 190 as I understand it is part of that 525 of the market efficiency benefits; correct?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  And as I understand, the next is $450 million which is elimination of the Congestion Management Settlement Credits; correct?  That's that component over the 10 years?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  Okay.  And that's what we're talking about with respect to moving to a single-schedule market; those are the benefits shown there?

MR. MATSUGU:  Yes.

MR. RUBENSTEIN:  All right.  Now as I understand -- and just so we're clear, if the relief that my friends are seeking, which revokes those amendments, we don't get those benefits; fair?

[Witness panel confer]

MR. MATSUGU:  That would be correct.  And the IESO has already incurred the costs associated with trying to bring the MRP program forward up until this point.

MR. RUBENSTEIN:  Okay.  So we pay the costs, don't get the benefits; correct?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  Now, as I understand the process of a Market Rule amendment, the IESO takes the amendments to what is known as a technical panel and that's a panel of various market participants and others who represent -- who provide advice and ultimately are asked to vote on those amendments?

MR. NUSBAUM:  That's correct, sector representatives.

MR. RUBENSTEIN:  And as well if the IESO allows for broader stakeholder [audio dropout] from entities who may not be on the technical panel, in other words?

MR. NUSBAUM:  Yes, that's a required part of a Market Rule amendment.

MR. RUBENSTEIN:  But it ultimately gets to a point where there is a -- the technical panel either votes for the amendment or otherwise; correct?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And for MRP, as I understand, the IESO took the amendments that [audio dropout] in various batches over the last couple of [audio dropout] for what is essentially, I think, preliminary approval.  And then ultimately it led to a final batch called the final alignment batch, which is the package of amendments that are ultimately issued?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And can we turn to page 112 of the compendium -- sorry, 111 of the compendium.  This is the minutes of the technical panel that dealt with -- finally dealt with the batch of amendments that are at issue in this proceeding; correct?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And as I understand, based on the participants of the technical panel, it included a representative of Capital Power, which is part of the NQS Generator group, a Mr. Lucas Deeg; do I have that right?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  As well, it included a member -- a representative of Ontario Power Generation, Vlad Urukov?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And as I understand, one of the applicants in this proceed is Atura Power?  At least one of its entities; correct?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And that's a wholly owned subsidiary of OPG; correct?

MR. NUSBAUM:  To the best of my knowledge, yes.

MR. RUBENSTEIN:  And as I understand, they both voted for the MRP amendments; correct?

MR. NUSBAUM:  Yes, they did.

MR. RUBENSTEIN:  And if we go to page 124 to be fair to everybody, as I understand, as part of the process the technical panel members -- I'm not sure who writes it.  If they hold the pen or it's the IESO summarizing their views, but they're allowed to provide some rationale?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  Just so I am clear, did they write this or is this written by the IESO based on --


MR. NUSBAUM:  It is their words.

MR. RUBENSTEIN:  Okay.  And in fairness to both Mr. Deeg and Mr. Urukov, they do provide some commentary about their vote, and why they're voting for it, and some issues they may have; is that fair?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And as I read the document, they do provide comments regarding implementation, contract issues, the market power mitigation working group, but I don't see anywhere in that they take the position or suggest the view that the amendments are unjustly discriminatory or inconsistent with any purpose of the Electricity Act; am I correct?

MR. NUSBAUM:  That would be correct.

MR. RUBENSTEIN:  Was that ever expressed to the IESO during the technical panel or the broader stakeholder process?

MR. NUSBAUM:  That was definitely never raised and definitely never as a material issue, no.

MR. RUBENSTEIN:  I would just like to understand what happens if the NQS generators are successful in this application.  As you know, they are -- as I understand it, and you can correct me if I'm wrong, they are seeking an order that the OEB revoke the amendments and send them back to the IESO; do I have that correct?

MR. NUSBAUM:  Yes.

MR. RUBENSTEIN:  And I want to understand what the implication of that decision is.  We discussed the benefits don't happen; correct?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And thus, the -- all of the Auditor General recommendations, all of the Market Surveillance Panel recommendations, those obviously aren't implemented?

MR. NUSBAUM:  That's correct.

MR. RUBENSTEIN:  And can you help me understand based on the -- and as I understand, based on the criticisms with respect to the program, what's the fix to the rules?  Like, what -- what's clear to me is, like, if they're correct that the Market Renewal Program, the two-schedule market, the guarantee program, the day-ahead market, the impact -- all of this is unjustly discriminatory, what's the solution?  What is the fix that the IESO could do to the MRP amendments?

MR. MATSUGU:  I think Mr. Nusbaum and I are in a difficult position because we don't know and wouldn't want to purport to know what the basis nor what the Panel specifically or generally will opine on.  So, I think at that point we would have to reflect on what we are instructed and then consider how, within the market design, we would be able to, if at all, address that issue.

MR. RUBENSTEIN:  But you would agree with me, it doesn't appear to be a simple tweak.  They are seeking -- they seem to have criticisms of all the major components of the program?

MR. MATSUGU:  It would -- we would have to make significant changes to some of the core pillars of what MRP is intended to do.

MR. RUBENSTEIN:  And, in fact, the benefits that we talked about, even the ones that we didn't talk about which are, as I understand it, in some sense, still relate to those elements, are still driven by those elements, those would possibly disappear?

MR. MATSUGU:  Correct.

MR. RUBENSTEIN:  All right.  Thank you very much for your panel.

PRESIDING COMMISSIONER DODDS:  Would this be a good time to break for lunch, Mr. Rubenstein?

MR. RUBENSTEIN:  I'm done, so yes.

PRESIDING COMMISSIONER DODDS:  Thank you.  We'll take a lunch break and we'll be back here at 1:40.  Thank you.
--- Luncheon recess taken at 12:38 p.m.
--- On resuming at 1:41 p.m.

PRESIDING COMMISSIONER DODDS:  School Energy Coalition, you have completed.  So that brings up the Staff.
Cross-Examination by Ms. Djurdjevic


MS. DJURDJEVIC:  Thank you, Commissioner Dodds.  For some reason, Staff had to all restart our computers, so we may have a little delay in pulling up documents, but I will forge ahead anyways.

Good afternoon, witnesses.  You had some discussions with Mr. Vellone earlier today about whether certain components of an NQS generator three-part offer in the current day-ahead commitment process is subject to any form of power mitigation.  And that was in the transcript from this morning, which we will put on the screen.  Okay.  We are having some delay with that, but I will just read back to you what the transcript said.

Mr. Vellone, asking about the MPM framework under MRP, he said:

“And that's different than today's day-ahead commitment process, where the start-up cost component of an NQS generator's DACP three-part offer is not currently subject to any form of market power mitigation; is that right?"

And, Mr. Matsugu, you responded:
"That's right.  The financial outcome would be different to the extent that an NQS generator is trying to exercise market power for the purpose of inflating their current real-time cost guarantee."

We have that on the screen now.  You recall that part of the discussion this morning, Mr. Matsugu?

MR. MATSUGU:  I do.

MS. DJURDJEVIC:  Would you clarify what you meant by the statement:

“The financial outcome would be different to the extent that an NQS generator currently is trying to exercise market power for the purpose of inflating their current real-time cost guarantee."

I understand this, but please clarify it.  Does this mean that the IESO would undertake some mitigation in the current market if it found that a generator was trying to exercise market power for the purpose of inflating their current real-time cost guarantee?

MR. MATSUGU:  I understand.  No, the reference to different would be relative between the status quo and the future market.

MS. DJURDJEVIC:  Okay.  Thank you, for clarifying that.

I would like to turn to one of the documents now that was part of the IESO licence filing.  Namely, it's the Market Rule amendment proposal form related to Chapter 1 of the IESO Market Rules and, in particular, on page 15.  Now I do note this was in the pre-filed evidence, and I am marking it as an exhibit now, for identification purposes only, as K2.4.
EXHIBIT K2.4:  MARKET RULE AMENDMENT PROPOSAL FORM RELATED TO CHAPTER 1 OF THE IESO MARKET RULES, PAGE 15

MS. DJURDJEVIC:  So on page 15, in section 10A of that Market Rule, it is known as the general conduct rule.  In summary, the general conduct rule provides that:
"Market participants shall not engage in conduct”, and I am summarizing very quickly here, “that exploits the market, circumvents Market Rules and manipulates any of the markets."

And in particular, I'm looking at section 10A.1.5, which prohibits a market participant from engaging in conduct that "interferes with the determination of a market price or dispatch outcome by competitive market forces."

First of all, witnesses, are you generally familiar with the general conduct rule?

MR. MATSUGU:  I am generally familiar with the general conduct rule.

MS. DJURDJEVIC:  Thank you.  And would you agree that the general conduct rule applies to all conduct of market participants?

MR. MATSUGU:  I think that's my understanding, although I would say that, you know, the application, that is really subject for the market assessment compliance division.  And I wouldn't purport to want to make an interpretation on their behalf.

MS. DJURDJEVIC:  Understood.  Yes, my questions are on a general level.

And would you agree, based on the wording of the general conduct rule, that if a market participant is exercising market power to interfere with market price or dispatch outcome, that would be contrary to the rule on its face?

MR. MATSUGU:  I think with the qualifications that I just said, on its face.  But ultimately that would be for the market assessment compliance division to determine.

MS. DJURDJEVIC:  Thank you, for that.  And that's sufficient for my purposes.

And just to continue a bit further on this line of questioning:  In the current market system, if a generator was trying to exercise market power in order to inflate its cost guarantee or other aspects of its offer in the day-ahead commitment process, would such conduct be contrary or in breach of the general conduct rule?

MR. ZACHER:  Sorry, Mr. Chair, I'm not sure that these witnesses can make a determination on whether something might constitute a breach of the rules.  And I appreciate Ms. Djurdjevic's questions, and I think having asked the witnesses whether this might generally apply on its face is okay.

It's just they are not lawyers and they are not in the market assessment and compliance division of the IESO.  So I don't think that they can say much more than they have said.

If Ms. Djurdjevic has some other sort of general questions, but just making a -- answering whether something might or might not actually constitute a breach I think is outside of their competence.

PRESIDING COMMISSIONER DODDS:  Do you want to take this under consideration?

MS. DJURDJEVIC:  Thank you.  And just, you know, to clarify and sum up on this point, we are just trying to establish, because there were some questioning earlier that indicated there is no market power mitigation in the day-ahead commitment process.  And we, Staff, just wanted to explore whether in fact there could be, if the IESO found that there was conduct that was contrary to the general conduct rule.  It could.  It does have the authority to invoke the general conduct rule.

That is sort of a general statement and, if Mr. Zacher or the witnesses need to correct that assumption of mine, I would appreciate if they could do that.  But I didn't think it was very controversial.

MR. MATSUGU:  Just for clarification:  The part that I'm uncomfortable with is that in my role as the director of markets, that is not only not my responsibility, I do not have the authority.  That is the responsibility of the market assessment and compliance division, and I want to make sure that I am not commenting on things that I should not be commenting on, as far as interpretation.

MS. DJURDJEVIC:  Understood.

I will move on to another topic, and will ask my colleague to turn up the hearing transcript from yesterday, page 157, lines 25 to 28.  And it goes a bit over onto page 158.

Again, Mr. Matsugu, in this portion of yesterday's hearing, you were asked whether it was possible that a generator could be constrained off and get a CMSC payment in the current market design.  And you agreed, according to the transcript, that it's theoretically possible that a generator receiving constrained-off CMSC payments in the --


MR. MATSUGU:  I recall this exchange, yes.

[Witness panel confers]

MR. MATSUGU:  As my exchange with Mr. Vellone went yesterday, it is theoretically possible, but I can't immediately think of a situation.  But that certainly doesn't preclude that from happening; I'm just unable to identify one, at this time.

MS. DJURDJEVIC:  You gave the example that in Northern Ontario, for example, there is a region where there are transmission constraints because there isn't sufficient transmission capacity.  But you also indicated that that's not typically where NQS generators are located.  Do you recall that?

MR. MATSUGU:  I do.

MS. DJURDJEVIC:  And so, in post MRP, if a generator was not being scheduled and was not receiving revenue when they would not be able to produce due to system constraints, would you agree that that is an economically efficient outcome?

MR. MATSUGU:  I would agree.

MS. DJURDJEVIC:  And, to further clarify, if a resource was constrained off due to reliability reasons, would that generator still qualify for a make-whole payment?

MR. MATSUGU:  In the event that we take manual action to dispatch that resource out of NRT (ph) from what the economic dispatch would have selected, they would be entitled to a make-whole payment.

MS. DJURDJEVIC:  My next couple of questions are about competitiveness, and this is just to clarify the record.  This is also from yesterday.  On the transcript page 135, starting about lines 1 to 5, there was a discussion yesterday on competitiveness of resources in the post-MRP market.  I want to just clarify for the record how market participants compete and what they compete for.

So, as I understand, in the current market, schedules are determined first based on demand and system constraints, with transmission and generator characteristics, and then that determines pricing.  Is that correct?

MR. MATSUGU:  Yes, it's the intersection of that supply and demand at the least cost in that algorithm to be able to satisfy those system requirements.

MS. DJURDJEVIC:  So in the IESO schedule supply to meet demand across four markets -- that's energy and three classes of operating reserve -- and the market participants are competing for schedules and not for price, and the price is a result of the schedule?

MR. MATSUGU:  That's correct.  That's the output of the optimization -- sorry, the co-optimization between energy and the multiple classes of operating reserve.

MS. DJURDJEVIC:  And so, by way of an example, if the price of natural gas rises tomorrow, that would be reflected in the bids of natural gas resources, and, all else being equal, a cheaper resource would be scheduled or otherwise it would increase the market price?

MR. MATSUGU:  That a market participant that wished to reflect the higher incremental -- the fuel cost as a result of that incurred by producing at that level would be reflected in their offers [audio dropout]


MS. DJURDJEVIC:  And, again all being equal, if there was a cheaper resource available, it would be more efficient to schedule that resource?

MR. MATSUGU:  That's correct.

MS. DJURDJEVIC:  Okay.  And, otherwise, you went with the more expensive resource with the more expensive, like, increased gas price, that would increase the market price; correct?

MR. MATSUGU:  That's correct.

MS. DJURDJEVIC:  So some questions about ex-ante mitigation and the reference levels that would be under the new future MRP:  I understand that NQS generators will be required to submit three-part offers in the day-ahead market, which consist of energy -- that's the cost of generating the energy -- start-up costs, and speed-no-load costs, which as we heard is the cost for a generator to maintain synchronization with no energy or zero net energy injected into the system.

I'd like to turn to the transcript from yesterday, starting on page 67.  And there, during your examination by Mr. Zacher, there was a discussion of how the ex-ante mitigation framework is conducted.  We heard that there is a three-part test.  First part, there is a situation or a condition where competition is restricted, and then the second and third parts of the test are called conduct and impact tests.  I would like to focus on the conduct test, which, as I understand, looks at whether a market participant offers in a way that does not appear aligned with their short-run marginal costs.

So, on page 67, lines 15 to 25 -- this was Mr. Nusbaum on examination -- stated that, under the conduct test, the IESO would look at whether the offer was above a threshold.  And you said it's not whether the offer was "slightly above" the reference level, but they would have to offer "materially above" the short-run costs established by the reference level in order to trigger the conduct test.  Then, there was some discussion as to whether the thresholds are 50 percent, 100 percent or some other number.

OEB Staff would like to get some clarity on what the materiality threshold would be for NQS generators.  We think we have the information in the IESO's licence filing, which I will have put on the screen now.  This is part of the IESO's licence filing.  It is pre-filed evidence, and I am marking it, just to identify it, as Exhibit K2.5.

This is a memo, a technical panel memo, and it sets out a chart with the conduct, the threshold amounts.  So, looking at that, it appears that the thresholds are triggered when offers exceed 100 percent of the reference level, and the amount by which it exceeds depends upon the conditions.

So, the witnesses, can you confirm that these are the thresholds that would trigger a conduct test?

MR. NUSBAUM:  Yes, that's correct.  I would also note that in our evidence, Appendix A, we've also provided similar information.

MS. DJURDJEVIC:  Sorry, in your evidence, the licence filing or the --


MR. NUSBAUM:  Sorry, our responsive evidence to Power Advisory's report.

MS. DJURDJEVIC:  That's in the pre-filed evidence, so no need to mark that.

So my next question is can you -- I mean, looking at this, it appears that a generator could offer up to 100 percent of its marginal costs, so maybe this -- I can explain by way of an example.  So, for example, an NQS generator has to procure gas, and assume that there is a Dawn gas price of $3/MMBTU and the NQS generator's heat rate is 7,000 BTU per megawatt hour.  Based on the math -- not mine, fortunately, but someone's who is better at it -- that should yield a short-run marginal cost energy price offer of $21 per megawatt hour.

Now, based on the thresholds that are set out in the technical panel memo, it would appear that the generator's $21-per-megawatt offer could be increased by as much as 100 percent before the IESO would trigger a conduct test under the ex-ante mitigation framework.  Would you agree with that?  Is that an accurate interpretation?

MR. NUSBAUM:  Yes.  Is there a specific row in the table that you are referencing, like which condition?

MS. DJURDJEVIC:  I'm not.

MR. NUSBAUM:  Okay.

MS. DJURDJEVIC:  We just did a quick scan and note that, in this table, if you scroll up to the very top of the [audio dropout], the percentage above 100 percent, they're all, all of these, whether it's 10 percent or 50 percent or 25 percent, it would all be -- you know, there are a lot.  A generator could offer $21 increased by 99 percent, for example.  It could offer twenty -- instead of the $21 marginal cost, it could offer 40, and that would not trigger necessarily, just on that component, would not necessarily trigger a conduct test.

MR. NUSBAUM:  Yes, so I just want to clarify.  That percentage above 100, so it's saying you can do the $21 in this example, no problem, and then, depending on which one of these conditions you are looking at, the tests are as listed there on what you could go above.

So, for example, if we go to the third row in the table, "global market power for operating reserve," you could go 50 -- the lesser of $25 or 50 percent above your reference level.  So it's not that they can in all cases go 100 percent above; it's based on the specific parameter you're looking at and the condition that's being triggered.

MS. DJURDJEVIC:  Just to clarify using that example, there is a condition of global market power, and this particular generator has a marginal cost of $21 per megawatt hour.  How high of an offer could they make, for example, on -- which one do you want -- energy offer?

MR. NUSBAUM:  Could we maybe scroll down to the broad constrained area.  That might be -- just as an example, it's a simple one because there is $100, the lesser of $100 or 300 percent in that example.

MS. DJURDJEVIC:  Okay.

MR. NUSBAUM:  So I...

MS. DJURDJEVIC:  Okay.  All right.  Thank you very much for that clarification.  And just looking at -- so, in terms of how the materiality thresholds are applied, our understanding is that it is to each component of a three-part offer; is that correct?

MR. NUSBAUM:  That's correct.

MS. DJURDJEVIC:  So, if the IESO found that one of the components, say, the energy portion of the offer, exceeded the threshold, would it be just that part of the offer that would be mitigated or other parts as well?

MR. NUSBAUM:  If it failed the conduct and the impact test, it would only be that individual parameter that was mitigated.

MS. DJURDJEVIC:  So, just to clarify, if -- even though an offer failed the conduct test, there is that third step of an impact test.  So it could still pass on the impact test and not trigger any mitigation?

MR. NUSBAUM:  That is correct.

MS. DJURDJEVIC:  Okay.  Thank you.  Okay.  So, I think those are all my questions.  Thank you very much, Panel, witnesses.

PRESIDING COMMISSIONER DODDS:  Thank you, Ms. Djurdjevic, Staff.  Commissioner Moran.
Questions by the Board


COMMISSIONER MORAN:  So, just a couple of questions.  This is to follow up on a question that you were asked, I think by Mr. Vellone, that there's no rule specifying that you have to bid marginal cost in the market, and I think you said there is no specific rule.  So, I just wanted to kind of follow up on that to understand what that adds up to.  So, as I understand, in your dispatch schedule optimizer, as it currently exists, it's based on system marginal cost; right?  The software is determining what the incremental cost is for the last electron in order to set the price; right?  And does that suggest that the price that's bid in should also be based on marginal price, or is that just the expectation under the Market Rules generally and the whole purpose of this market to begin with?

MR. MATSUGU:  Yeah, that's right.  The intent of competition, sufficient competition, that should encourage participants to offer in a way that reflects their marginal cost.

COMMISSIONER MORAN:  And when the market was first being designed and the Market Rules were first being brought together what was the underpinning concept with respect to what should be bid into what would otherwise be considered a competitive market?  Was it based on marginal cost at that time as well?

MR. MATSUGU:  That's right.  The intent of trying to deregulate and facilitate the competitive market is to be able to encourage that transparent competition, ultimately reflected in market prices.

COMMISSIONER MORAN:  Right.  And, again, as I understand it, but correct me if I'm wrong, that a market is economically efficient if the price for the product is the same as the marginal cost for that product; right?  For the incremental cost for that last piece of that product?

MR. MATSUGU:  That would be a reasonable characterization.

COMMISSIONER MORAN:  And so, I guess my question is:  Does there need to be a specific rule that says that marginal costs are objective or is that something that should be understood from the beginning?

MR. MATSUGU:  I -- I think the hope of being able to utilize competition is to be able to let [audio dropout].

COMMISSIONER MORAN:  And has anybody expressed surprise in the course of the process that you went through to stakeholders that, wait, you're trying to encourage marginal pricing all of a sudden.  Did anybody make that point during the process?

MR. MATSUGU:  I would say that from the onset the IESO was clear about what the objectives in the high-level component as far as a single-schedule market and day-ahead market and our Enhanced Real-Time Unit Commitment and what you describe is entirely consistent with what those objectives are.

COMMISSIONER MORAN:  Okay.  That's it.  That's all I wanted to ask you.  Thank you.

PRESIDING COMMISSIONER DODDS:  Commissioner Zlahtic.

COMMISSIONER ZLAHTIC:  No questions.


PRESIDING COMMISSIONER DODDS:  I have a few questions, Mr. Zacher, and you can please jump in if you think I'm going past their purview, what they can answer.

I understand from your resumes yesterday in which you mentioned, you've been in the -- part of the administration and the development of the Market Rules and the Market Rule amendments, and you've been working with the current Market Rules for some time; that's correct?

MR. NUSBAUM:  That is correct.

PRESIDING COMMISSIONER DODDS:  Now, when these Market Rules came in quite some time ago and I understand that there's some iteration.  And when you come in with an iteration of a Market Rule, do you plan on a run-in period and with the run-in period you usually give yourself the time to adjust the equations or the Market Rules according to the results you get, because no matter how well you model, you're going to get responses that you don't anticipate.  And has that been built into this that there are some remedies if the results of what you think you'll get do not come to be?

MR. MATSUGU:  As the director of markets that's responsible for what happens after market renewal goes live, certainly, you know, my team and I are very interested to monitor and make sure that what we're trying to achieve, in fact, plays out.  And if there are some unintended consequences or some unanticipated outcomes, we very much would like to be able to address those as quickly as possible.  The IESO does have our regular Market Rule amendment process and then we do have what is called the urgent Market Rule amendment process.  And there are some conditions that I can't speak to specifically, but there are some specific conditions that need to be met that could expedite the ability to change the Market Rules in an expedient manner if it meets the criteria of something not going as we anticipated.

PRESIDING COMMISSIONER DODDS:  Okay.  So, those accommodations, could they include things other than changing the Market Rules?  Are there other accommodations that you could bring in that would resolve issues that you didn't foresee with respect to, maybe, a utility saying they're not earning as if they should earn?

MR. MATSUGU:  On an ongoing basis, not just because of market renewal but as the way that we administer the market, the market participant -- the Market Rule amendments aren't just limited to the IESO bringing them forward.  A market participant always has the ability to bring forward a proposed Market Rule amendment for consideration and development.  So, it's not just the IESO that can propose to bring them forward.

PRESIDING COMMISSIONER DODDS:  But what I was getting at though, if you have a Market Rule amendment and is there a consequence that wasn't in the plan or wasn't intended, what is your mechanism to deal with that?

MR. MATSUGU:  To further amend the rule.

PRESIDING COMMISSIONER DODDS:  Further amend the rules?

MR. MATSUGU:  Yes.

PRESIDING COMMISSIONER DODDS:  Okay.  I'll just give you a hypothetical here.  Like, for instance, I think IESO, you're going to be going on a procurement for about 5,000 megawatts of power to come on before too long because of growing demand and so on, and it is going to be technology-wide, all of technology to be considered.  You'll have storage of compressed air, water, other types of storage, battery storage, you'll have renewables and so on.  Now, these will all come with their own idiosyncrasies about how they are going to work with Market Rules.

Now, if you bring all these -- this additional capacity on, you're going to bring that on with the idea that it is going to be in accordance with the Market Rules we're mending and setting now?  Or will you be looking at changing the Market Rules in order to bring capacity on?

Perhaps they can't answer that, Mr. Zacher.

MR. MATSUGU:  So, I believe I'm prepared because, in a manner, that really is what my job function is going forward.  Which is not just to address any deficiencies but to be able to look to see, as the system evolves, as the needs on the system, as the participants on the system, in order to continue to drive efficient outcomes, how do we need to continue to further evolve that market.  And I fully expect that over the next 5, 10, 15, 20 years that we will need to continue to make changes to the markets to bring forward Market Rule amendments that continue to evolve it.  And that is that ongoing evolution of administering the market.  And if we weren't doing that, quite frankly, we wouldn't be doing our jobs properly.

PRESIDING COMMISSIONER DODDS:  But your preference would be, I would suspect, is that you have the existing Market Rules and these other capacities come in, these other utilities come in.  You wouldn't change Market Rules to bring them in.  Like, each utility comes in and has to earn a certain amount of money, and reach a certain amount of investment, and have some profits and so on.

MR. MATSUGU:  I understand.

PRESIDING COMMISSIONER DODDS:  And you have to ensure that they do have it, because you need that capacity.  Okay.  So --


MR. MATSUGU:  Yes -- I am sorry, I will let you finish.

PRESIDING COMMISSIONER DODDS:  Okay.  But now, in doing all that, would there be any reason to change the Market Rules, normally?

MR. MATSUGU:  The need for that would be driven from any observations that we see as far as not being able to actually get the competitive and efficient utilization of those assets.

So, for example, if there are new resources that come on that have different operating characteristics that, if we don't consider them -- if we don't have existing ways to be able to properly consider what those constraints are in the optimization, then we would have to similarly look to see what are those new types of characteristics that we would need to be able to integrate into the market to be able to make sure, again, that we are getting the efficient utilization of those --


PRESIDING COMMISSIONER DODDS:  But you see, my question would be is why wouldn't you set the operating parameters for these utilities to come in, rather than change the Market Rules?  They are coming in with a Market Rule in place.

Would you not set up the operating parameters for them to bid in, and be part of the market based on their characteristics, not on you changing the Market Rules?

MR. MATSUGU:  I understand.  In general, I think we are fairly confident, and I think this is what we have been trying to do with our market renewal program.  It has actually set up a much more robust foundation to be able to utilize both our current assets and our future assets.  So this is really about fixing the foundation, to be able to be ready for that future.

I think I am just acknowledging that there may be some types of technologies that either aren't currently in deployment or down the road that we may need to -- we talked about some of these technical parameters, like minimum runtime or minimum loading point.

There are other technologies down the road that, again, I am not going to -- maybe I can't even imagine, but there may be operating characteristics of those facilities that don't have an analogous thing for things right now.  And those are the types of changes that I would anticipate.

But, for the most part, I believe the foundational -- you know, the way that we operate our real-time market, the way we operate our day-ahead market, the way that we would be operating pre-dispatch should be largely capable of being able to deal with the majority of the resources that I can at least anticipate over the next decade, I would hope.

PRESIDING COMMISSIONER DODDS:  Okay.  But, you see, with these Market Rules amendments now, you are planning on going live in May of this coming year.

And is there any allowance there for adjustments, because you are still going to do a run-in, and you are always going to get results that you don't anticipate.  Is there any accommodation for accommodating that?

MR. NUSBAUM:  Again, maybe two points:  I think, as the earlier questioning noted around the market power mitigation working group, it is one area where we are cognizant that there may be unintended outcomes or opportunities to evolve the framework as we go along.  And we wanted to have a working group established and ready to quickly work with the sector, identify, are there opportunities to enhance it.  And then, if necessary, evolve the Market Rules and market manuals.  So I think, as Mr. Matsugu was saying, yeah, that is an ongoing evolution of the Market Rules.

I would also say that there is a general understanding in the sector that this is coming.  I think storage is a really good example.  Storage resources are coming on now, recognizing that the way they interact with the market is going to evolve.  They are very eager for us to get MRP in place, that new foundation, as Mr. Matsugu said, so we can then build off it and go to an enhanced storage model that will allow that, their participation, to be more efficient in the market.

PRESIDING COMMISSIONER DODDS:  Okay.  That's fair.  I was just thinking logically here, that you would want to avoid rule amendments or changes, because they always have other impacts.  They make a Market Rule to accommodate some new form of generation coming in, and you will have some change that affects your existing base.  So I would hopes you have mechanisms for that.

MR. NUSBAUM:  Thank you.

PRESIDING COMMISSIONER DODDS:  Seeing as I am finished, Mr. Zacher?

MR. ZACHER:  Thank you, Commissioner Dodds.  I don't have any redirect, but I just actually, in response to your questioning, should add that the Market Rules have provisions for ordinary Market Rule amendments, but also urgent Market Rule amendments.  And one of the reasons for that is so that if something arises that has to be dealt with on a prompt basis, there is provision to do that.  And that's codified both in the Electricity Act and in the Market Rule, itself.

And I would just also note, just as a matter of history -- I don't intend to give evidence, but I don't think this is contested:  When the market was first opened back in 2002, which is obviously a much more significant change than is happening now, but at the time it was contemplated, you know, that there would be unintended impacts and that things would arise.

And at that time, the technical panel, which is the body responsible for initially approving Market Rules and recommending them to the IESO board, met on a weekly or a biweekly basis in order to address these sorts of things.  And, in fact, there were frequent, minor rule amendments to address impacts that arose.  So I thought that would be helpful.

PRESIDING COMMISSIONER DODDS:  Okay.  Thank you, very much.  But, in that, do you have materiality thresholds or anything like that?  Because you don't want to be going through this, for small things.

MR. ZACHER:  Yeah.  I think, as the witnesses said, that the hope is that everything has been planned and this has been, obviously, five years or more in the planning.  And part of the reason for that is to ensure that it is done in away that is seamless, as seamless as possible.  But this is a complicated market.

PRESIDING COMMISSIONER DODDS:  Yes.

MR. ZACHER:  And just so, for your information, there are mechanisms to address these sorts of unintended issues.  And, as the witnesses indicated, both the IESO and market participants can initiate Market Rule amendments, Market Rule fixes, if it is deemed necessary.

PRESIDING COMMISSIONER DODDS:  Okay.  Thank you, very much.

MR. ZACHER:  Can I, just before these witnesses sit down -- and this may be a slightly pedantic point, but I just want to be clear:  Ms. Djurdjevic indicated in her questioning indicated that there is no need to mark, as an exhibit, pre-filed evidence.  But I noted earlier that the IESO's book of exhibits, at least one of the tabs when my friend, Mr. Vellone, put it to these witnesses, was marked as an exhibit.

And I think that Ms. Djurdjevic was simply trying to be helpful and do that for identification purposes, but I just don't -- I don't want there to be any misunderstanding; the IESO's book of exhibits were the documents that were attached to its responding evidence.  And I just want it to be clear that that is pre-filed evidence; it forms part of the record of this proceeding.

And the fact that one tab that was referred to was marked as an exhibit, I don't want to suggest that the rest of it hasn't been made an exhibit.

PRESIDING COMMISSIONER DODDS:  Thank you for that.

MR. ZACHER:  I think it's probably -- I am being picky, but before these witnesses sit down, I just want that to be clear.

PRESIDING COMMISSIONER DODDS:  Before that, I believe that is a legal -- do we have enough on the record?

MS. DJURDJEVIC:  Well, the only reason I identified as exhibits particular documents was so that, if the Panel needed to reference them, they could look at a five- or 10-page document and not a 700-page brief.

But we don't take an issue; anything that is pre-filed is evidence on the record, even if we haven't given it a specific --


MR. ZACHER:  Thank you.  That is all the clarification I needed.  I wanted to be careful.

PRESIDING COMMISSIONER DODDS:  Okay.  It's on the transcript.

MR. ZACHER:  Yes.  Yeah, thank you.

PRESIDING COMMISSIONER DODDS:  Thank you.  So you are allowing the witnesses to step down?

MR. ZACHER:  Yes.  Thank you, Commissioner Dodds.

PRESIDING COMMISSIONER DODDS:  And thank you, witnesses.  It's been a gruelling two days, I am sure.

MR. MATSUGU:  Thank you.

PRESIDING COMMISSIONER DODDS:  Mr. Vellone, are your witnesses here?  Are they at the back, there?  I was just looking for who they might be.  Okay.  Thank you.  So if you want to put them up, and they will take the oath.  Thank you.  Are you ready, witnesses?

MR. VELLONE:  Yes, we're ready.

PRESIDING COMMISSIONER DODDS:  Thank you very much.  Before you do that, we have to administer the oath, I believe, Mr. Vellone.

MR. VELLONE:  Absolutely.  Before you do that, I will just note that there is a third author to the Power Advisory report, Michael Killeavy.  We took note during the technical conference that he hardly answered any questions.  We took note with your expert qualification decision that you chose not to qualify experts in contract management matters.  We decided to proceed without Mr. Killeavy on the panel in an expedience decision.  To the extent ancillary questions do happen to come up, we are fairly confident that Mr. Chee-Aloy could address them to [audio dropout] relevant [audio dropout] proceeding, but I just wanted to explain that for the Panel.

COMMISSIONER MORAN:  Witnesses, could each of you please state your full name for the record.

MR. YAUCH:  Brady Yauch.

MR. CHEE-ALOY:  Jason Chee-Aloy.

COMMISSIONER MORAN:  Okay.  Mr. Yauch, you are about to give evidence in this hearing.  The Panel is dependent on your telling us the truth, and the law requires you to do so.  Therefore, before you testify, we have two questions for you:  Do you solemnly promise this Panel that you will tell the truth, the whole truth, and nothing but the truth?

MR. YAUCH:  I do.

COMMISSIONER MORAN:  And Mr. Chee-Aloy?

MR. CHEE-ALOY:  I do.

COMMISSIONER MORAN:  And do you understand that breaking that promise would be an offence under our law?  Mr. Yauch?

MR. YAUCH:  I do.

COMMISSIONER MORAN:  Mr. Chee-Aloy?

MR. CHEE-ALOY:  I do.

COMMISSIONER MORAN:  Thank you.
NON-QUICK START GROUP - PANEL 1
Jason Chee-Aloy
Brady Yauch; Affirmed

Examination-in-Chief by Mr. Boyle

MR. BOYLE:  Good afternoon, Mr. Yauch and Mr. Chee-Aloy.  Since you have been qualified as experts, I don't intend to go through your CVs and professional backgrounds and [audio dropout] straight into direct examination.

Mr. Yauch, could you please describe at a high level the findings of your report.

MR. YAUCH:  Good afternoon, everyone.  Yes.  So, at a high level, MRP amendments amount to one of the most significant redesigns of the wholesale market since it was introduced in 2002.

Our evidence looked at how the MRP amendments as they're being implemented would impact a certain class of resources, the NQS generators as they're referred to this afternoon.  And, overall, our evidence found that it will result in reduced commitment in dispatch, lower overall revenues, and a reduction in the overall net margin that a typical NQS generator would receive through the wholesale market when it participates in the future compared to when it participates today.

We came to that conclusion by undertaking a detailed financial analysis -- "impact analysis" I guess you would refer to it -- on what we call a proxy NQS generator.  We did a backcast; we looked at 2018 to 2023, and we compared how that proxy NQS generator would be committed and dispatched under the current Market Rules and how it would be committed and dispatched and settled under the MRP amendments.

What we found was that there was a material financial impact.  It's around $3 million a year, but $21 million over the 2018 to 2023 time frame.  Then, we assumed that that financial impact, given the proxy generator was seen as a proxy for the entire NQS Generation class, that that financial impact would be experienced as a resource class as a whole.

Now, what's really driving that financial impact is that the MRP amendments, some material redesigns particularly in settlement programs, guaranteed programs as they're referred to, but also the overall economic barrier that a typical NQS generator needs in order to get committed and dispatched.  So today, as has been discussed at length -- and I'm going to try not to repeat all the things that have been said, but sometimes they are needed to make our point.

An NQS generator typically participates on an incremental energy offer basis through the dispatch process.  That's its competitive landscape, how it gets scheduled.  In the future, it's a three-part offer basis.  We'll talk, I think, at length of some of what that means, but in general what it means is that there is an economic barrier today that you have to clear to be committed and dispatched, and that economic barrier is being increased.

So, holding all else equal -- there are a lot of changes happening to the electricity grid.  I think we talked about storage, nuclear refurbishments, nuclear retirements.  But, if you hold all that equal, the economic barrier results in less commitment and dispatch, and then changes in the guarantee programs in particular reduce the overall net margin that a typical NQS generator will face in the future.

MR. BOYLE:  Could you please describe how the MRP amendments impact NQS generators in particular according to your evidence, particularly as it relates to less dispatch of NQS generators under the MRP amendment?

MR. YAUCH:  I'll focus at this point on the pre-dispatch process, and I think we'll get to the day-ahead commitment process, DACP, later in my comments.

But, as it exists today, an NQS generator submits incremental energy offers throughout the pre-dispatch time frame, and those incremental energy offers are used to get a schedule, to get committed.  And it's that economic basis from which it finds itself receiving a schedule or not receiving a schedule.

Additionally, an NQS generator can look at pre-dispatch prices, and it can self-invoke commitment if it overcomes a certain schedule barrier.  So, it's three hours or in our proxy generator half its MGBRT, so, for half of its MGBRT it is economic, it can self-invoke a commitment.

That changes quite significantly in the future.  First, you get the three-part offers.  Three-part offers introduce, notably, start-up costs, which can be significant for a typical NQS generator, and then it doesn't allow self-invoking of a commitment through the real-time GCG program on incremental energy offers only and for half its MGBRT.  So those barriers, all else being equal, will just reduce the amount of times it's committed and dispatched.

This broadly aligns with other evidence and analysis that's out there.  Notably, the IESO has been discussed many times, the $190 million impact and the one in six commitments that are inefficient.  It itself is also recognizing that there will be certain commitment and dispatch that does not happen as a result of the MRP amendments that happen today.

MR. BOYLE:  So, beyond simply reducing dispatch, can you describe how changes to guarantee programs may impact net revenues for all NQS generators?

MR. YAUCH:  So, I'll focus on the real-time GCG program because I think it is the most obvious of them, but the guarantee program as it's designed is to ensure that you are committed and dispatched and you don't suffer a loss in terms of recovering your start-up costs.  But the way it calculates the revenue earned in the wholesale market against those costs changes quite significantly.

Today, under the real-time GCG program, you only count revenues up to the minimum loading point or the MGBRT.  You don't include operating reserve revenues; you don't include anything above the MLP; you don't include anything beyond the MGBRT.  Those are revenues that they do earn, and they're not counted against the GCG program.

The GOG program, the generator offer guarantee -- and, again, I think it's been called an "acronym salad" or "soup."  However you want to phrase it, it is there.  But the GOG program does incorporate all of those different revenues, so you will see a difference in terms of the net margin that a generator can receive through these two different, these programs.

In the IESO's analysis, the 190 million, they talk about one in six are inefficient commitments for NQS generators, one in six are inefficient, five in six are efficient.  Six out of six commitments will be impacted by this.  Every single time an NQS generator invokes the real-time GCG program today, it has the ability to earn a certain net margin, and that is going to decrease.

So, while we talk about just lower, reduced commitment and dispatch, there is a net margin that can happen almost at any time they're committed and dispatched, and we're trying to capture that in our analysis and break out the financial harm that can result from that.

MR. BOYLE:  Can you describe the impact to NQS generators from the MRP amendment on how they interact between the current day-ahead and real-time processes?

MR. YAUCH:  As it exists today, the market essentially is two different markets.  There is the DACP and then there's the pre-dispatch commitment process, and they're different.  The DACP has been discussed at length.  It is a 24-hour optimization, the day before.  You take the whole system and you give schedules and you go from there.  If one doesn't get a commitment in the DACP process, you then move into the pre-dispatch process, where the commitment and dispatch process is very different.

And so, that is, as I have mentioned, is based on incremental energy offers.  Those two different commitment processes, the DACP and PD, can act as a hedge for an NQS generator.  Given the net margins it can earn through the real-time GCG program, it can incorporate those net margins in its three-part offers in DACP.  If it doesn't get it run, then it can utilize that in the real-time -- pre-dispatch to real-time process.

This is discussed at length in the Markets Manuals panel reports, January 2014.  Been brought up a number of times.  And they talk about how these two processes interact with one another and they have an impact on how an NQS generator will offer both its three-part offers and its incremental energy offers in between those two markets.

In the future, that kind of changes.  The DAM process and pre-dispatch process are ostensibly different, but the overall design of the two is very similar, it's three-part offers, it's multi-hour optimization.  All of the things that may happen in the DACP today are now going to happen both those.  And so, the hedge between those two commitment processes largely disappears.

MR. BOYLE:  Can you describe whether the financial impacts your report has detailed for NQS generators is a similar risk facing other market participants in the IESO-administered market?

MR. YAUCH:  It's not.  For starters, at a very high level every other resource largely participates on the incremental energy offer basis only.  No one is facing a change in commitment programs that, for good or bad, result in a certain net margin for NQS generators.  So there is no significant change that anyone else is facing that is going to have as significant of an impact as NQS generators face from that change alone.

Additionally, three-part offers.  NQS generator is the only resource that will have to face changes to three-part offers that today they don't, they are not included.  In the future, they will be.  All resources today, other than NQS generators, are committed and dispatched in incremental energy offers and that is largely going to remain the same in the future.  So, they are not really going to be facing any increased risk.  They don't really participate or earn any net margin in guarantee programs.  There is going to be no impact there.

MR. BOYLE:  Is there anything particularly different about how NQS generators are being treated under the MRP amendments compared to other resource classes?  And if you like, I can pull up figure 13 in your evidence if you would like to have that up as well too.

MR. YAUCH:  The mitigation element has been discussed at length.  I do want to highlight that our report does not actually attribute any financial risk to that.  There is no -- the quantitative analysis doesn't include that.  But what it does show is that every single component of an NQS generator's operational and financial participation in the wholesale market faces the risk of mitigation.  Most of the resources that's either not relevant, wind and solar, there is no reason why they would be mitigated because they offer [audio dropout] that's not really an impact.  And nuclear doesn't really face a similar amount of mitigation, given the way it participates in the wholesale market.  And hydro has a lot of parameters, but many of them aren't facing a similar risk of mitigation as NQS generators.  So, we would argue right there that there is a very different approach in how NQS generators are being viewed under the amendments than not.

Secondly, today in the pre-dispatch process, as highlighted, there is a competitive space for commitments, for schedules, for dispatch that happens on an incremental energy basis.  That will remain the same for everyone else.  No one else is facing any risk there.  But for NQS generators, they do face a different risk there that they are now going to have to compete on three-part offers where other resources don't.  And I would say there has been a lot of discussion on how they should or should not offer, NQS generators.  And I think that it's fair to a certain extent.  There are financial incentives in contracts.  We don't need to talk about contracts in particular, but there are financial incentives to participate in the wholesale market in a certain way and that is on incremental energy.  That is their financial incentive.  That is not changing as a part of the MRP amendments, but the way they commit and dispatch is.

So there is going to be a wedge that is going to occur between how they are financially participated -- financially incented to participate in the wholesale market and how they will actually participate to it.  And that wedge is very important to understand because that is a financial risk.  It is included in our report.  It is largely a contract risk.  We don't have to talk about that, but we do need to talk about the incentive that is buried in the contracts or how they participate in the wholesale market.  And I think it is important to note that it assumes they operate on an incremental energy offer basis that no longer will exist in the future.


MR. BOYLE:  So, in your report you use the term "hybrid market."  Can you describe how the hybrid market impacts how market participants, and NQS generators in particular, participate in the IESO-administered market?

MR. YAUCH:  Yeah.  And I think this is going to build on my last point.  We talk about a market in Ontario; we're talking about the wholesale market.  That's what our report largely focuses on.  That's what we're here to talk about.  That's what the MRP amendments are.  But everyone in this room knows that that's not how any of Ontario's market -- that's not how it works at all.  The wholesale market accounts for a very small percentage of the total costs.

There is a whole other market that exists through contracts, through rate regulation, through various other components that has to be at least considered to a certain extent.  My analogy has always been just focus on the wholesale market is like talking about the beach without the ocean.  Can't have them.  They exist one with another.

And the reason we mention the hybrid market is that things like rate regulation, we've talked about that for hydro, it has incentives that hydro participates in the wholesale market.  That is buried in the rate regulation and not the MRP amendments.  In the contracts for NQS generators, it is the incentive in the contract is to participate in the wholesale market in a certain way.  We talked about marginal costs, incremental costs and all these various elements that are very important, but it is the contract that, in many cases, is giving them an incentive to participate a certain way.  And so, when we mention a hybrid design, we don't need to have a debate on those contracts here, but we do need to understand that one doesn't exist without the other.  And that they may participate in the market a certain way, the wholesale market, and that is for a certain reason.

And I can give an example.  I think it was in the IESO's reply evidence, they repeatedly said:  You can just -- you don't have to three-part offers, you can just put all your start-up costs in your incremental energy offer.  That would be economically disadvantageous because the contract assumes they participate a certain way in incremental energy offers only.  So, when we say things like that, that, oh, they can just operate a certain way like this, that ignores this whole other part of the market, the hybrid market, that is very important to understand the whole pie when we're talking about the Ontario electricity grid and market.

MR. BOYLE:  Mr. Chee-Aloy, are you aware of any efforts, successful or otherwise, by other types of generators to resolve specific issues under MRP with the IESO?  If so, can you walk us through those issues and how they were resolved or not?

MR. CHEE-ALOY:  Thank you.  And I'm also --


MR. DUFFY:  Excuse me, we're going to object to that question.  So, number one, that's not in the report.  Number two, these are supposedly independent expert witnesses, not fact witnesses, so I'm not sure how an independent expert witness would be able to speak to such a thing.

[Board Panel confers]

PRESIDING COMMISSIONER DODDS:  Mr. Vellone, do you have a response to that?

MR. VELLONE:  I don't agree with my friend about Mr. Chee-Aloy's expertise in wholesale markets, that he is somehow not qualified to answer the question that was asked.

With regards to the question that was put to the witness, I will take note that we sat through about two-plus hours of leading examination from counsel for the IESO, and managed to not object to a variety of materials being brought forth that were not included in the IESO's reply evidence.  And we tolerated it because we thought it would be helpful for the Panel to hear the complete IESO story.  And it seems like they are not affording us the similar opportunity.

MR. ZACHER:  Well, if Mr. Vellone had a problem, he ought to have objected.

Number two, we were very careful in our direct evidence, and I prefaced the witnesses' direct evidence by saying that it was simply to summarize and distil what our witnesses had already said in their evidence.  There was nothing materially new that we raised.  And what my friends are not allowed to do is split their case, by introducing new evidence now.

MR. VELLONE:  I will say this is not new.  And if you would like to pull up the Power Advisory report -- and I can bring you to the exact paragraph where this exists -- we can do that.  It is included at paragraph 19 of the Power Advisory expert report.  There is nothing new here.

COMMISSIONER MORAN:  Mr. Vellone, just a question:  I mean, I don't think the objection is based on whether somebody did or didn't do something in previous examination.  I think the objection is based on whether this is in scope, and whether it's relevant and whether it's evidence that hasn't been tested before.

So I think that's the question to you is on what basis is this in scope and relevant and --


MR. VELLONE:  Because it is --


COMMISSIONER MORAN:  -- not new evidence.

MR. VELLONE:  It is clearly black and white in the -- well, why don't we pull up the Power Advisory report, and I will show you where it exists, if you would like to do that.  But it is in there.

COMMISSIONER MORAN:  It is your reply to the objections; do what you need to do.

MR. VELLONE:  Can I ask?  I don't know who has control of the screens.  Can I ask that the Power Advisory expert report be pulled up?

MS. DJURDJEVIC:  We are not in the Zoom room, so we can't put it up there.

MR. VELLONE:  I will read from the report, given that we cannot pull it up.  Page 9, paragraph 19:

“Other market participants with different supply resources in the IAM will not face a similar level of financial risk as the NQS generators will based on the MRP amendments.  These supply resources will either have the exclusive privilege in making use of additional operating constraints that they can impose on the MRP's calculation engines as applicable to specific hydroelectric generators, without the threat of mitigation that applies to every operational and financial parameter for NQS generators, or will have their contracts amended to account for the financial harms imposed by the MRP amendments (as applicable to wind and solar generators)."

There is nothing new here.

COMMISSIONER MORAN:  Just a follow-up question:  Again, I just need to understand what the question is about.  Is the question about what is in the rules, or what was done outside of the rules to resolve an issue?

And I take your point with respect to what you have highlighted in the Power Advisory report.  And of course, you know, based on our ruling about what is in scope and so on, we need to be careful that we are still in scope.

But I guess maybe if you could just clarify where the question is going because, if you want to point to specific Market Rule amendments as an example of an issue that might have been resolved, I mean, I guess that's one thing.  If you are pointing to things that were done outside of the Market Rule amendments, that is quite a different thing.  And I think you understand what I am asking.

MR. VELLONE:  I do understand what you are asking, and I think this sentence frankly does both, with different examples, depending on whether you are looking at hydroelectric within the Market Rules, or wind and solar; that one was outside of the Market Rules.

And we were just trying to frankly invite Mr. Chee-Aloy to speak to this paragraph that is already on the pre-filed evidence.

MR. ZACHER:  Commissioner Moran, I would just reiterate your point which is if what Mr. Vellone is asking for is that Mr. Chee-Aloy speak to the three or four sentences in the report on how hydroelectric generators are treated differently than NQS generators with respect to the Market Rules, that is absolutely fine and within scope.

If my friend's intent is to have Mr. Chee-Aloy speak to out-of-market ways in which other generators' purported complaints have been addressed, that's clearly out of scope.

PRESIDING COMMISSIONER DODDS:  So can you limit your examination in chief to that, Mr. Vellone?

MR. VELLONE:  Yes.  I think we -- we read the same scoping decision that my friend did, and we are abiding by that.

PRESIDING COMMISSIONER DODDS:  Please, go ahead.

MS. DJURDJEVIC:  I'm sorry to interrupt, but can we make this an exhibit for identification, the Power Advisory report, Exhibit K2.6?  It has been prefiled, but to identify it on the record.
EXHIBIT K2.6:  POWER ADVISORY EXPERT REPORT (MARKED FOR IDENTIFICATION)

COMMISSIONER MORAN:  Just to be clear, as I understand it what the witnesses will speak to is what happened in the Market Rules and not what may or may not have happened in any contract.

MR. BOYLE:  So, Mr. Chee-Aloy, would you like me to repeat the question again?  Or are you good to proceed?

MR. CHEE-ALOY:  I am good to proceed.

So, as hydroelectric generators, many hydroelectric generators operate in today's market.  As they are firming up how they operate for real-time dispatch in the pre-dispatch time frame, they are afforded certain flexibility to revise with the IESO how they then would operate in the real-time market.

I am aware of, during the Market Renewal Program stakeholder engagement meetings as well as through separate stakeholder engagement meetings directly between hydroelectric generators and the IESO, working towards the specific parameters that are included in our report, on page 40 in the table, there are six specific hydroelectric parameters, five to which are new, introduced by way of the rule amendments for Market Renewal Program.

These parameters acknowledge that hydroelectric generators require certain constraints or certain requirements to be met and to be considered by the IESO regarding their scheduling and dispatch and, therefore, operation in the wholesale market.

So, effectively, it allows more flexibility for the hydroelectric generators to achieve certain scheduling and dispatch outcomes in the real-time market under the Market Renewal Program rule amendments.

MR. BOYLE:  Mr. Chee-Aloy, you remember earlier today, SEC brought up the list of IESO technical panel members on the Market Rules, of which you were also a member.  Can you describe for the Panel the nature of that mandate?

MR. CHEE-ALOY:  The nature of the technical panel is to opine on the rule amendments brought forward either by IESO staff or any one stakeholder in terms of the consistency of the rules to achieving the objective and the intent of the rules themselves.  So hence the name, "technical."

So you've got 11 chapters in the Market Rules that are supplemented by multiple market manuals, with a lot of critical information.  The technical panel is charged with addressing and working through those rule amendments to make sure that the rules are doing as -- they are going to accomplish what the objective was for the rules as intended.

MR. BOYLE:  Thank you.  Can you provide a high-level overview of the occurrence rate of market power mitigation and its impacts on the NQS generators?

MR. CHEE-ALOY:  Yes, thanks for that.  We've been listening quite intently for the entire proceeding, and, as my colleague Mr. Yauch had mentioned, we did not do any direct financial analysis with respect to market power mitigation.  But we do note the fact that, as has been admitted earlier, it is a very fundamentally different regime in terms of how it will mitigate market participants not just ex-ante, not quite the same but similar today, but also -- sorry, ex-post, but very different ex-ante-wise.

So the fact of the matter is also that there has been acknowledgement, and this was mentioned earlier, through the technical panel process, that there are a lot of aspects of the market power mitigation regime that, because of their newness and their impactfulness on market participants, there should be a process to really monitor for any unintended consequences.  And witnesses before have referred to the creation of the market power mitigation working group, which was directly an IESO acceptance based on the technical panel ask, noting these considerations.

MR. BOYLE:  Do the findings in your report broadly align with any analysis undertaken by the IESO as it relates to the financial and commitment impact of the MRP amendments?

And second, what is the likely effect qualitatively or quantitatively of MRP on the output of those gas plants as a share of Ontario's electricity supply, all else being equal?

MR. YAUCH:  They do broadly align with what is available, so I will highlight the IESO's benefits case or business case in 2019 as has been discussed at length in the last two days.

In that report, they look at NQS generators in particular, and they say one out of six commitments would be inefficient.  Ostensibly, improving the efficiency of the market will see those commitment and dispatches be reduced, and that amounts to around 16 percent.

If you go to Figure 23 in our report, I know it says "contract financial impact," but I'm not going to talk about contracts.  I am only talking about the first two columns there.  It is the number of run-time hours under the current Market Rules and under the MRP amendments.  If you look at 2023, for example, we show there will be a reduction in run time, and it's around 11 or 12 percent.

That is broadly in line with what the IESO's own analysis shows on changing the rules as part of the MRP amendments will result in reduced commitment and dispatch.  Maybe it's coming up now.  Yes, so, in the year 2023, the blue column is hours the proxy generator runs today, and then you see under the MRP amendments that amounts to around a 12 percent reduction.  Again, it is very broadly in line with the IESO's finding.

But, as I said earlier, the financial impact that we're talking about, the financial harm, is six out of six commitments.  Every single commitment potentially that exists today compared to the future has the potential to have a net margin reduction.  And that's what our report gets at quite clearly, is that there is a potential for every single commitment to be different, to be settled differently, to have a different financial impact.

And then I also want to highlight that, in 2017, the IESO released its benefits case.  Now, I reference in our report -- I don't know if it's officially an exhibit, but it is one of the -- I call it the "seminal documents" of MRP, so I'm going to refer to it.  It's the 2017 benefits case.

Now, I'm going to read a quote from it, and maybe the transcript will catch this or we can bring it up on the screen.  It doesn't matter.  But I think it is a very important one:
"Market renewal also has the potential to create significant benefits that accrue only to customers.  While providing useful data points for comparison and informational purposes, we note that these customer benefits are not the same as the overall province-wide efficiency benefits that are the focus of our study.  Customer benefits at least partly reflect transfer payments from other market participants."

What that quote is saying is that there are efficiency benefits to MRP that have been discussed at length in this proceeding.  Our evidence does not dispute those efficiency benefits.  There is a strong case for MRP, and we never take a run at them and say they're not there.  The efficiency benefits exist.

But the MRP amendments also result in direct wealth transfers from one rate resource class to customers, and our analysis starts to capture that.  So we're not saying efficiency is not important.  I'm an economist.  This is my life, my wife likes to tell me all the time.

Efficiency is a good thing.  It lowers costs.  But MRP does that but at the same time also results in wealth transfers from one resource class to customers, and that resource class is NQS generators, and that's what the financial harm that's included in our evidence is trying to capture.

Again, I don't know if we want to include that as an exhibit.  I don't plan on referring to it again today, but it may be good to have it on the record.  I'll leave that to the OEB to decide.

MS. DJURDJEVIC:  That will be K2.7.
EXHIBIT K2.7:  DOCUMENT FROM THE 2017 IESO BENEFITS CASE


MR. BOYLE:  So, based on your understanding, is there any available analysis from the IESO on how MRP amendments will financially impact different resource types, or is the evidence purely qualitative?

MR. YAUCH:  In reading the IESO's reply evidence -- I guess it's fact evidence -- it does not provide any of its own quantitative analysis.  I believe it just disputes some of our conclusions, and it provides a bunch of qualitative comments on why that's not true.  But I don't think it actually disputes the fact that there is a financial harm.  It just hides behind the efficiency benefit, which we, ourselves, are not actually disputing.

But, more importantly, it ignores some of the net margin revenue opportunities that we're talking about.  And I know we're going to highlight the real-time GCG program at length.  And there are conclusions in the reply evidence that state:  It's revenue-neutral; you should be indifferent.

There are 20 years MSP reports and Auditor General reports and various other of the IESO's own analysis that suggest it's not revenue-neutral, so to state -- to dispute the quantitative evidence that we have on an assumption that clearly has been disputed many times doesn't actually seem to provide clear evidence to me that there is no financial harm.

Lastly, I would say that there was an interrogatory response that the IESO submitted in another proceeding where it said MRP will result in less commitment of emitting supply and more commitment of non-emitting supply -- which again broadly aligns with what we're saying in our report, but, in this proceeding, the IESO has said the exact opposite.

MR. BOYLE:  Are there any comments in the IESO's reply evidence that you believe are inaccurate or do not fully capture the impact of the [audio dropout]?

MR. YAUCH:  First, we disagree that the Real-Time GCG program is revenue-neutral.  I think I've already covered it.  I think it has been covered at length.  It's not revenue-neutral.  The way it's designed can result in certain financial outcomes.  We can disagree with those financial outcomes, but they are real.

Secondly, we disagree with the assertion that the DACP and the DAM, the day-ahead market, processes are the same.  There are material differences between those two, both in terms of how the cost guarantees are settled but who participates; one is financially binding, and one is not.  I think that alone would justify them not being essentially the same.

We disagree with the conclusion that:  Yes, some NQS generators will be impacted but it's all going to interclass, and, as a class, they will not be impacted.

The introduction of three-part offers and the move from commitment and dispatch from incremental energy offers to three-part offers creates a new economic barrier for the class as a whole, the whole class being impacted by that.  Will there be interclass competition?  Certainly.  I don't think we would ever dispute that.  It's a competitive market.  Everyone is going to compete.  NQS generators aren't friends; they are competitors.  They are owned by different companies.  They will compete against each other for commitment and dispatch.  That will happen.  But, as a class, they will all face the same new economic barrier that is not there today.

Finally, as I have mentioned previously, this idea that, "You don't have to participate in guaranteed programs; you can just include all these start-up costs in your energy offers," that undermines the financial incentive that every single NQS generator faces in the contract and ignores the reality that they have an incentive to participate one way.  To participate in the other way would introduce significant financial risk that even we're not accounting for in this evidence.

MR. BOYLE:  So last question for Mr. Chee-Aloy:  Do you have any comments from a policy perspective on the broader impacts to the electric system resulting from MRP, particularly at a time where there is significant demand growth in Ontario?

MR. CHEE-ALOY:  As my colleague Mr. Yauch described, everybody operating in the Ontario market realizes that the IESO-administered markets are not the whole market.  It's just a small portion of it.  So, all of the investments that have been made, maintenance of those assets, and as we know, based on the IESO's planned procurements, as directed by the Minister of Energy, thousands and thousands of megawatts need to be procured.  So -- and as the Minister has said, we're taking an all-of-the-above approach, meaning nuclear, hydro, other renewables, storage, and gas-fired generation.

The financial harms that Mr. Yauch has described, as modelled within our report, are extremely important to understand because that represents less wholesale market revenue.  And I understand, I'm not going to get into all the ins and outs of the contract.  But realistically speaking, that's how every single generator, that's how every single lender looks at these investments.

And if the totality of the changes represents less cash flow to these generators, by way of their financing, covering their debt-to-service coverage ratio can be challenged, which then puts them offside with potentially their credit facility agreement, which then jeopardizes how those facilities may be maintained, crucial facilities needed to maintain the reliability of the system, let alone meet policy objectives set by the government.  That's what's at stake here in the broader perspective.

MR. BOYLE:  Thank you very much, Mr. Yauch and Mr. Chee-Aloy.  This concludes the NQS Generation Group's examination-in-chief and the Power Advisory panel is available for cross-examination.

PRESIDING COMMISSIONER DODDS:  Now would be time for a break.  Thank you.  We'll be back in 15 minutes, 3:20.
--- Recess taken at 3:04 p.m.
--- On resuming at 3:20 p.m.

PRESIDING COMMISSIONER DODDS:  You have completed your examination-in-chief, Mr. Vellone.  And Mr. Zacher.

MR. DUFFY:  Good afternoon, Mr. Chair.  It is Mr. Duffy.  I will be handling the cross-examination this afternoon.

Before we begin, we circulated a compendium simply for ease, for use in today's cross-examination.  I think according with the practice that we have been following, I think it would be appropriate to mark that as an exhibit.

Is that right, Ms. Djurdjevic?

MS. DJURDJEVIC:  Yes.  That will be K2.8.
EXHIBIT K2.8:  IESO CROSS-EXAMINATION COMPENDIUM FOR NQS PANEL 1


MR. DUFFY:  Okay.  Thank you, very much. So we will refer to that as we go.  And hopefully we can stay within that.

Cross-Examination by Mr. Duffy

MR. DUFFY:  Good afternoon, Mr. Yauch and Mr. Chee-Aloy.  Now, since there has been a lot of material exchanged in this proceeding, and I thought one of the things we could do was to go through and figure out areas in which there seems to be agreement and areas in which there is disagreement, and maybe we can hone in on some of those.

So I thought we would start off with where we [audio dropout] and work through those, first.

So my first proposition to you is that over the years, you would agree that the MSP has identified a number of inefficiencies in the current market.  And the purpose of MRP is to address some of those inefficiencies.

Would you agree with that, generally?

MR. YAUCH:  Yes.  The MSP has noted many inefficiencies to the current market design.

MR. DUFFY:  Okay.  And you would have, both I think professionally but also in the course of preparing this report, you would have reviewed the various MSP reports.  And you would be familiar, again, generally speaking, with those recommendations.  Correct?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  And specifically recommendations with respect to the RT-GCG and its predecessor programs, as well.  Would that be fair to say?

MR. YAUCH:  That's correct, yeah.

MR. DUFFY:  Okay.  And so you recognize -- and you were here actually earlier.  I think, Mr. Chee-Aloy, you said you were listening intently when the IESO witnesses were on, so you would have observed Mr. Rubenstein's cross of the IESO's witnesses.  Is that fair?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  And he took the IESO's witnesses through a number of MSP recommendations dealing with revenues above the minimum loading point, or MLP, above the minimum generator runtime or MGBRT, M-G-B-R-T, and the inclusion of OR, or operating reserve, and CMSC payments.

And you would be familiar with all of those recommendations, as well?

MR. YAUCH:  Yeah.  The revenue envelope that is used to calculate the GCG today, compared to the GOG in the future.  Yeah.

MR. DUFFY:  Okay.  And again, you recognize that one of the purposes of MRP or one of the things it's doing, maybe -- I won't put purposes in your mouth -- one of the things it is doing is to address some of those recommendations.  Correct?

MR. YAUCH:  The design MRP introduces MRP amendments that, yeah, change some of the inefficiencies that are highlighted in various forms.

MR. DUFFY:  Okay.  And you have said it today and you said it in the technical conference, which is that you don't dispute the overall efficiency benefits that will be coming with the MRP amendments.  Is that correct?

MR. YAUCH:  We don't dispute that efficiency benefits will be realized.  We didn't quantify how accurate they are, but we don't dispute that there will be some efficiency benefits from the MRP design.

MR. DUFFY:  Okay.  And you agree, and I took this from a quote that you gave at the technical conference, that MRP will be better overall for customers in the market, specifically for ratepayers.  Correct?

MR. YAUCH:  Did I say that?

MR. DUFFY:  I've got you saying it at the technical conference at page 100.

MR. YAUCH:  Well, you would ostensibly think that the benefits in some way, shape or form flow to the ratepayers.  Yes.

MR. DUFFY:  Okay.  And I take it from what you said earlier today, too, just a few minutes ago, really, that --


COMMISSIONER ZLAHTIC:  Sorry, sorry to interrupt.  Mr. Yauch, I am having great a difficulty hearing.  Would it be an imposition to ask that you speak up, a bit?

MR. YAUCH:  No, no.  That's fine.  I'm not used to speaking this much, so my voice is probably going to go away.

MR. DUFFY:  It also helps, I think, to get really --


MR. YAUCH:  Yeah, right.

MR. DUFFY:  -- close to the -- almost awkwardly close to the mics in this place.  So...

And sorry, something that you said just as you were finishing your [audio dropout] to in-chief is that you don't disagree with the IESO's business case for MRP.  And I am not saying you maybe agree with the number, exactly, but its general quantification of it.  Is that correct?

MR. YAUCH:  Yeah.  We don't agree that there will be efficiency benefits that ostensibly would flow through to ratepayers at some point.

MR. DUFFY:  And you mentioned that it was referenced in your report.  And I went and looked at the reference, and I saw a reference to the 2017 business case --


MR. YAUCH:  That's the benefits case.

MR. DUFFY:  The benefits case, sorry.  What about the 2019 business case? - because I didn't see that referenced in your -- in its references.

MR. YAUCH:  I might not have referenced it.  There were a bunch of references in the back.

MR. DUFFY:  Yeah.

MR. YAUCH:  I don't know if it's included in that one; that one, it might not.

MR. DUFFY:  But it's something you would be familiar with and you would --


MR. YAUCH:  I would have read it.  Yes.

MR. DUFFY:  And you would have read it.  I want to be clear:  You would have read it before you wrote your report.  Right?

MR. YAUCH:  We would have read parts of it, at least.  Yes.

MR. DUFFY:  And the same thing with the 2022 business case validation memo.  I think you know what I'm talking about?

MR. YAUCH:  Yeah.  We don't cite that one.

MR. DUFFY:  Yes.

MR. YAUCH:  So we didn't actually rely on that one, that [audio dropout].


MR. DUFFY:  I see.  So was it something that you looked at or considered when you were doing your report?

MR. YAUCH:  I have read it in the past, but it was not a main component of our report.

MR. DUFFY:  So when you said that the $190 million that the IESO calculated in efficiency benefits broadly aligned with your assessment, I want to know is that a conclusion that you reached when you wrote your report?  Or is that just something you have come to, after the fact?

MR. YAUCH:  Well, no, we wrote our report.  So the $190 million has been out there -- how many years? -- for six years.  So we knew that those benefits had been calculated and existed.  And they want a benchmark but, when you look at our numbers, and it comes to $21 million, they are directionally the same.  They are different.  There are differences in the way that they are calculated, I am sure, but directionally, if we had had an impact of $180 million a year, we would have said that is totally out of line with what the IESO has.  And so it was sort of a benchmark on which our number could sit against.

MR. DUFFY:  So you said "There are differences...I am sure."  What are those differences?

MR. YAUCH:  In fact, I don't really know how the IESO did it.  All we have is the PowerPoint, yesterday.  So I don't really know their detailed calculation, but I am assuming it involves running the system one way and running it the other way, and calculating the difference in costs between them.

MR. DUFFY:  So you have reached a conclusion they broadly align, but you don't actually understand what IESO did with their calculation; is that correct?

MR. YAUCH:  If the numbers were significantly different, I would have been concerned.  But if they are directionally the same, that there is an impact, and there is financial impact on one resource class in particular, I take that as they are broadly aligned.

MR. DUFFY:  But you recognize the IESO wasn't quantifying financial impact.  Correct?

MR. YAUCH:  It was efficiency benefits.

MR. DUFFY:  Yeah, okay.  And I know we disagree on the existence and the amount of the financial impact to the NQS Generation Group; we are going to get to that.  But before we do, I just want to be certain:  Even if there was a financial impact, you have no view on whether that impact is just or unjust as compared to other market participants?

MR. YAUCH:  We are not making a just or unjust argument.  We weren't asked, we weren't retained for those purposes, and weren't --


MR. DUFFY:  Right.

MR. YAUCH:  -- going to make that opinion.

MR. DUFFY:  Right.  In fact, you weren't asked to give an opinion on that matter by BLG.  Correct?

MR. YAUCH:  No.  We were very clear that we were asked to determine whether there is a financial harm to the MRP amendments, and that is what we focused on in particular.

MR. DUFFY:  And you didn't look at the financial impact on other market participants and quantify that.  Correct?

MR. YAUCH:  We largely focused on NQS generators.  But we considered things like market power mitigation, how other resource classes are treated under the MRP amendments which, when it comes to market power mitigation.

MR. DUFFY:  So I am just trying to be clear:  when you say largely, I think what you mean is, you know, quantitatively you may have talked about other market [audio dropout] but when I look at your report, I don't see any quanti --


MR. YAUCH:  Qualitatively.

MR. DUFFY:  Qualitative?

MR. YAUCH:  Yes.  We talked about, we looked at other resource types.  But we were asked to focus on what happens to the NQS Generation Group or to any NQS generator really in terms of financial harm related to the MRP amendments.  So that is what we focused our analysis on.

MR. DUFFY:  So I saw some discussion of the impact on other market participants in your report on the market power mitigation framework.  There is that figure; the number eludes me, offhand.

But if I look through, will I find -- I won't find any other discussion of the financial impact on other market participants, any sort of assessment, assumptions made, not -- right?  I won't find that?

MR. CHEE-ALOY:  We do note that those parameters that I was describing just before the break --


MR. DUFFY:  Yeah.

MR. CHEE-ALOY:  -- they are not subject to mitigation.

MR. DUFFY:  Right.  I get that, I get that.  But, beyond market power mitigation, you didn't look at the financial impacts on other market participants in MRP.  Correct?

MR. YAUCH:  Most other market participants, particularly in Ontario, it's either low marginal-cost hydro, and all the constraints that we do talk about in the report, or it is zero marginal-cost wind and solar.  Negative marginal-cost nuclear, they would not really be impacted by any of this from a financial perspective.

MR. DUFFY:  Okay.  I see.

And can we just bring up -- I want to bring up your retainer letter, to be clear on what you were retained to do.  So, at our compendium, it should be at tab 1.  This was given in response to an undertaking.  And it will be page 7 of the PDF.  It's the next page, page 7, I think.  And so we look in the middle of that page there.  You see the paragraph:
"In connection with the services, you have agreed to deliver the follow deliverables."

And it says:
"Provide expert's report detailing observations, findings, opinions, and recommendations in respect of the MRP design and amendments to the Market Rules."

So that's what you were retained by BLG to do; correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  One more thing while we're here, if we just roll to the end of this letter, a couple pages on, I think it's page 12.  Keep going.  Oh, sorry, back up, page 12 of the PDF, sorry.  So just at the top on this page, there is a reference here to rule 13A of the Board's Rules of Practice and Procedure, and it says that they were provided to you by BLG.  So I assume you did receive that, you reviewed them, and you understand those rules; correct?

MR. CHEE-ALOY:  Yes, that's correct, and we have signed the appropriate form.

MR. DUFFY:  Excellent.  Okay.  Thank you.

So next, if we go to tab 2 -- and this is your report.  If we go to paragraph 1 of your report, it should be tab 2 of the compendium, paragraph 1 of the report.  Okay.  Right there.  Yes.  So, the intro here says:
"Power Advisory was retained on behalf of BLG to provide expert evidence regarding the financial harm facing --"

I thought that the language here was interesting:
"-- a group of non-quick start generator [audio dropout]"

And then it is NQS Generation Group or NQS generators, a subset of natural gas-fired generators.  And, what's referenced there, those are the facilities that would be listed in Appendix A to your report; is that correct?

MR. YAUCH:  That's correct, yes.

MR. DUFFY:  Okay.  And were your instructions -- because they weren't actually in the retainer letter.  Were your instructions to focus specifically on those generation facilities in Appendix A?

MR. YAUCH:  No.  We took those generators because we thought that was appropriate in terms of calculating financial harm, so we just focused on those generators.  But the proxy generator is used as a proxy generator for the entire province.  It shares a lot of characteristics that you would see across the generation fleet, so, while the report focuses on just the NQS Generation Group, the proxy generators tended to mimic the class as a whole, which would include generators outside of this group.

MR. DUFFY:  So did you compile the list that is in Appendix A, or was that provided [audio dropout]?

MR. YAUCH:  That was our -- we compiled it.

MR. DUFFY:  I see, so you defined that list?  I just want to be clear on that.  You defined the list, picked the list?

MR. YAUCH:  We just took that list and said here are the generators that are part of the group and then --


MR. DUFFY:  Yes.

MR. YAUCH:  -- here are the generation assets in terms of NQS generators that they own and operate.

MR. DUFFY:  And what criteria did you use to select that list?

MR. YAUCH:  What is owned and operated.

MR. DUFFY:  Owned and operated by?

MR. YAUCH:  By the NQS Generation Group, the parties privy to this proceeding.

MR. DUFFY:  Okay.  So in your -- I picked up on this.  In your examination-in-chief today, you used the term "certain class of market participants."  So, when you say "certain class," are you referring just to the group that's listed in Appendix A?

MR. YAUCH:  It's a resource type.  Maybe "class" is one way of defining it, but it's a subset of people who participate, who are market participants that participate in the IESO-administered market.  That's what we're referring to in Appendix A.

MR. DUFFY:  So do you think Appendix A counts as a class?  Is that what you're saying?  You define them as a class?

MR. YAUCH:  No, it's just a class in the context of this report.  I don't think I read too much into it.  We just took the assets that are owned and operated by the companies that are part of the group and laid them out so people could understand the amount of megawatts that are owned and operated by this group privy to this proceeding.

MR. DUFFY:  Okay.  So but today when you were using -- you very distinctly used the term "class" in your evidence today.  So, the term "class" does not appear in your report, and you can take your time and look at it.  So I just want to know what you meant by "class" today.

MR. CHEE-ALOY:  A lot of this, I believe, is in response to the IESO's report, to which we have disagreement with in terms of just isolating, in their words, the class of non-quick start generators and the impacts of market renewal on that class alone.  So it's through that introduction, I believe, to which we're starting to use that term, "class."

MR. DUFFY:  So I think we went through this at the technical conference.  The generation facilities listed in Appendix A share no unique characteristic that would distinguish them as, I understood it, from other NQS generation facilities; is that correct?

MR. YAUCH:  That is not actually correct.  Some of them do have unique characteristics, but, for the context of this report, we don't really have to focus on them.

MR. DUFFY:  There are no characteristics that they share that would make them a subgroup other than the fact that they happen to be owned by the applicants?

MR. CHEE-ALOY:  I think the way to think about this by way of Market Rules; the defines what an NQS generator is and to which our clients own and operate NQS generators.

MR. DUFFY:  So, if that was the case, then why did you not look at the full class when you did your report?

MR. YAUCH:  You could extend the results to the full class if you wanted to.  Now, some of the -- there are other NQS generators that maybe didn't want to be included in this.  I don't know.  But you could use the proxy generator that we have in our report at a high level as a proxy for NQS generators that participate in the IESO-administered market today and will in the future.

MR. CHEE-ALOY:  But because they all share the same operational, similar operational parameters, start-ups, minimum loading points, min gen block run time.  And those can vary; there is a spectrum.  So, regardless of that list, that's why we chose a proxy generator.

MR. DUFFY:  Okay.  And, while we're on that, you mentioned that, while they share these characteristics, the specifics vary.  So they may have different minimum loading times; they may have different minimum run times.

Did you obtain any information from the applicants, with respect to, for these facilities, what those criteria were?

MR. YAUCH:  Did they give us their operational characteristics?

MR. DUFFY:  Yes.

MR. YAUCH:  No, we didn't rely on them.

MR. DUFFY:  No.  I asked you:  Did you ask for them?

MR. YAUCH:  No.

MR. DUFFY:  And so you called it a proxy generator, and I think in your technical conference you called them "average."  How would you know if they were average if you had no ability to assess them?

MR. CHEE-ALOY:  Mr. Yauch can speak for his experience.  In terms of me, we have acted for many different generators across Ontario, in my case over 25 years, so we do a lot of analytics as a firm.  We do price forecasts.  We have a proprietary model is, and it's a production cost dispatch model.  For that model to run and work, we have our own opinions based on previous experience in terms of those parameters, not just for NQS generators but for other resource types.

MR. YAUCH:  And you can also -- I mean, as my colleague said, we do extensive forecasting in the Ontario market.  You can rely on market heat rates.  We have worked with many generators in the province.  We understand some of their operational parameters and characteristics.  I have worked in the monitoring division of the IESO.

There are a lot of different elements to our knowledge that go into defining a proxy generator.  But, if you wanted to change some of these parameters -- 7.5 heat rate to an 8 -- directionally, all the results would remain the same.  Some of the actual details would change, but the overall directional findings would be very similar.

MR. DUFFY:  We're going to get to some of that in a little bit, so we'll come back to that.

Mr. Chee-Aloy, you were also a member of the technical panel, and you were a member of the technical panel at the time that the batch of MRP amendments came forward; correct?

MR. CHEE-ALOY:  That's correct.

MR. DUFFY:  Okay.  If we turn to tab 3 of our compendium -- and you will see, Mr. Chee-Aloy, that this is the member vote and rationale for the MRP program.  One of the things we heard earlier was that individual members of the TP got to vote and then write up their own rationale; is that accurate?

MR. CHEE-ALOY:  That's correct.

MR. DUFFY:  Okay.  If we flip down through this, we're going to find you right there, on page 3 of the document.

MR. CHEE-ALOY:  Yes.

MR. DUFFY:  And so you were representing, in that capacity on the technical panel, you were representing the interests of renewable generators; is that accurate?

MR. CHEE-ALOY:  That's accurate and more specifically wind and solar.

MR. DUFFY:  Okay.  And so, I note that in this situation what it says in this document is that you voted for those amendments; that's correct?

MR. CHEE-ALOY:  That's correct.

MR. DUFFY:  Okay.  And then you had a chance to write up the four comments that appear after that; is that correct?

MR. CHEE-ALOY:  Yeah.

MR. DUFFY:  And if I look at those four comments, I won't see any concern about unjust discrimination or inconsistency with the purpose of the Act; correct?

MR. CHEE-ALOY:  That's correct.  Because in my capacity reviewing the rules in terms of how they are technically consistent and from my constituency, wind and solar, that's how I got comfortable to vote in favour for the rules.

MR. DUFFY:  Okay.  And so, at number 4 there, Mr. Chee-Aloy --


MR. CHEE-ALOY:  Yeah.

MR. DUFFY:  -- where it says:
"Conclusion of amendments to contracts held between suppliers (e.g. wholesale market participants generators) and the IESO contractually triggered by MRP."

What generators and generator contracts were you referring to there?

MR. CHEE-ALOY:  That refers to a general point based on my history having worked at the IESO, and worked in Market Rules, having been engaged by the IESO in the past to opine on the technical panel and provide recommendations to evolve it.  As I said, responding in chief before the break, I believe, and Mr. Yauch believes and, I think, every generator, every supplier, and every customer in this market believes, that the Ontario market is much greater than the wholesale market.  And my point to number 4 was my ability, as a member of the technical panel, to give advice to the IESO board of directors.  And essentially my advice is:  The scope of the technical panel, as I defined earlier, is narrow.  And I believe it's unnecessarily narrow, given how Ontario's market has evolved from not being a hybrid market to being very much a hybrid market with lots of contracts.  And then I looked at my constituency as a technical panel member and I realized that and accepted there are financial harms to wind and solar between the day-ahead market and the real-time market that were addressed years ago, as published by the IESO in terms of contract amendments.

So, in the technical panel because of the scope, we never talked about those contract amendments.  But considering that we had the ability to provide reasons and advice to the IESO board of directors, I felt responsible to do that.  And that's why I've got in parentheses further recommendations for consideration to evolve how the IESO stakeholder, and in consideration for the reality of don't just think about design over here and rule amendments over here to the wholesale market.  You have got to think about all the other things driving maintenance of investment and building new assets and those investments in its totality.  There  isn't one single engagement I can point to that the IESO actually works with stakeholders and investors to address those very important points

MR. DUFFY:  So, Mr. Chee-Aloy, though, I take it you wouldn't have voted yes if you thought that the Market Rules amendments were unjustly discriminatory against any group of market participants; is that correct?

MR. CHEE-ALOY:  If I felt the rules were not serving the needs fairly of wind and solar, I would not have voted for the rules.

MR. DUFFY:  So, you limited yourself there to wind and solar, Mr. Chee-Aloy.  But while you represent those interests, that's not your sole -- you're meant to have a broader perspective when you're on the technical panel; no, Mr. Chee-Aloy?

MR. CHEE-ALOY:  That is why I've got the rationale here.  And that is why I have got rationale in parentheses.  Okay?  As I said earlier, as a technical panel member and based on my experience with Market Rules and how the technical panel functions, and frankly, over the years how IESO executive management viewed the technical panel and how it's operated today, I stayed in my lane.

MR. DUFFY:  So, Mr. Chee-Aloy, you told us you weren't retained as an expert in this proceeding to give a view on whether the Market Rules amendments were unjustly discriminatory or were against the purpose of the Act.  In your capacity as a member of the technical panel, was it your view that the market rule amendments were unjustly discriminatory or against the purposes of the Act?

MR. CHEE-ALOY:  I stayed in my lane and I view the rules with respect to my wind and solar representative hat.

MR. DUFFY:  Mr. Chee-Aloy, just one last thing that I'm a bit confused about.  I believe in number 4 what you told us was that you spoke on behalf of all generators, and I think your answer there a minute ago was that you stayed in your lane and only looked out for the interests of renewable generators.

MR. CHEE-ALOY:  With respect to contracts.

MR. DUFFY:  With respect -- sorry, come again?

MR. CHEE-ALOY:  With respect to contracts.

MR. DUFFY:  I don't know that means, Mr. Chee-Aloy.  Can you explain?

MR. CHEE-ALOY:  I'm drawing the point -- I'm making the point that as I say in No. 4:  "Conclusion of amendments to contracts."  Because I accept that the technical panel does not opine on contract amendments, I didn't raise the contract amendments in the technical panel meetings.  However, the broad issue, it doesn't matter if it's wind and solar, gas, nuclear, hydro, storage, the fact that the IESO is executing contracts, managing contracts, the contracts themselves have covenants and terms and conditions that link to Market Rule amendments.  I made the observation, and therefore the recommendation, that these important matters that are linked need to be considered going forward in a specific engagement.  So, as engagements or discussions in different parts of the IESO are not compartmentalized to the point where they might even play each other off.

MR. DUFFY:  Mr. Chee-Aloy, I'm going to read you something you said at the technical conference last week.  And if you'd like you can look at it.  It's at page 96 of the technical conference transcript from day 2.  And it was in response to a question from Ms. Djurdjevic and you said:
"We accept all of the premises to which the IESO is undertaken in Market Renewal, gone through the high-level design and detailed design consultations and then, finally, Market Rule amendments.  We totally accept and understand how the wholesale market has basically been moving towards this point of restructuring.  And overall restructuring of the market is going to provide overall [audio dropout]."

And so, Mr. Chee-Aloy, I assume that you said that last week, you stand behind that statement; is that correct?

MR. CHEE-ALOY:  I stand behind it because, again, as I said, the role of the technical panel is to opine over the rule amendments to ensure -- I'll be more explicit now -- they're technically sound, they're consistent, the rules hang together.  In this case the IESO stakeholdered a high-level design for market renewal.  Then they stakeholdered detailed design documents.  And they took the detailed design documents to draft covenants within the Market Rules.  My job as a technical panel member is to make sure that the intent of those rules match what was in those design documents, and the rules together are consistent.

MR. DUFFY:  All right.  So, I think what I want to do is one more thing that we actually agree upon before we move to the stuff we disagree on.  So, Mr. Yauch, Mr. Chee-Aloy, this also came up at the technical conference.  And I just want to confirm, you don't dispute the expertise of the witnesses on the IESO panel with respect to matters of electricity market design; is that correct?

MR. CHEE-ALOY:  We were asked to acknowledge that they're in those roles and they are senior roles that deal with market development and market renewal.  And as employees of the IESO, they should understand the facts of the market and how the market operates and how the rules of market renewal design fit together, so we fully accept that.

MR. DUFFY:  Okay.  And fair to say your Market Rule design expertise comes from your time working at the IESO; right, Mr. Chee-Aloy?

MR. CHEE-ALOY:  It started there, but it continues today because throughout my career, whether it be at the OPA, where I led the contracting, I had to be very cognizant of the market, and the Market Rules and the impacts to how we designed contracts.  And I met with many IESO staff, including executives, over the years to ensure that.  And then, as a consultant since 2010, I have continuously worked, not just in Ontario but also Alberta in a big way, as well as other markets in terms of wholesale market design initiatives.

MR. DUFFY:  And, Mr. Yauch, one of the things I picked out of your CV is you mentioned last week at the technical conference you worked for the market assessment unit at the IESO.  Did I get that right?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  And one of its functions was to assist the MSP; is that correct?

MR. YAUCH:  That is correct.

MR. DUFFY:  Okay.  And so, like, would you have had a hand in some of the MSP recommendations?

MR. YAUCH:  I would have drafted some of them.

MR. DUFFY:  Okay.

MR. YAUCH:  There's a lot.

MR. DUFFY:  A lot of them?  Like, in particular, any of them that we have referred to are relevant to this?

MR. YAUCH:  The main ones are -- yes.  Someone mentioned two-shifting, I think, today, real-time GCG.  So I wrote that; that was midway through, and then I left.  But, yeah, the MSP 32 in particular, the state of the market, hydroelectric incentive mechanism, I drafted significant portions of those.

MR. DUFFY:  Okay, thank you.

MR. YAUCH:  Among others.

MR. DUFFY:  Okay.  So now, I want to move on to what I think we actually frame, maybe, what the disagreement is here.  So you have opined that the financial impact of the amendments on the entire NQS Generation Group, had they been in force from 2018 to 2023, would have been more than $140 million over a six-year time frame, or more than $23 million annually.  Did I get that right?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  And as I understand it, the reason for that loss is that the NQS generators will receive fewer commitments during pre-dispatch under MRP than they do today.  Is that correct?

MR. YAUCH:  Fewer commitments and dispatch, as well as reduced net margins via the guarantee.

MR. DUFFY:  Okay, right.  And we will cover that; that's fair enough.

And I don't want to oversimplify, but the reason for fewer commitments as I understood your report is that, you know, the IESO is changing obviously from -- and we have heard a lot about this -- from energy only to three-part offers in the --


MR. YAUCH:  Incremental energy offers to three-part offers.  Correct.

MR. DUFFY:  Okay.  And therefore, an NQS generator will be required to compete on a total cost and not just an incremental cost basis.  Correct?

MR. YAUCH:  It will be required to compete against other resources that participate in incremental energy offers.  It will have to have a three-part, total-cost envelope barrier to commitment.

MR. DUFFY:  Okay.  And I think you said there will be intra-class and inter-class competition, is what you said today?

MR. YAUCH:  You would expect, if the market is competitive, that NQS generators all owned by the same owner --


MR. DUFFY:  Yes.

MR. YAUCH:  -- that they would themselves compete for a commitment in dispatch, like they do today.

But as a class -- so there is the "class" word again
-- as a class, they all are facing a barrier to commitment, collectively, that they have to deal with on their own.

MR. DUFFY:  Okay.  And the financial impact of $140 million, and we went through this a lot at the technical conference, so I am going to try to really hone in on it, as I understood it, it is composed of four components:  No. 1, the loss of RT-GCG payments, number 1; number 2, the loss of OR revenues, because they are going to be deducted when a generator gets an RT-GCG payment; number 3, the loss of revenue from earned operating above MLP, or minimum loading point; and, number 4, a loss of revenue from earned operating above M-G-B-R-T, MGBRT.

MR. YAUCH:  Beyond MGBRT.

MR. DUFFY:  Beyond, sorry, beyond MGBRT.  Are those the four?

MR. YAUCH:  This is largely, yeah, how the model works.

MR. DUFFY:  Okay.  And I want to be clear that what you have done in your report is not a loss of gross revenue, but the loss of net margin; is that correct?

MR. YAUCH:  Yeah.  In the appendix C, we have described it as net margins, because there is a lot of discussion on gross versus net, and if your gross is the same...

But if your gross revenues go down, it doesn't mean you had actually lost anything.  So, in appendix C, we try to capture that, try to capture the net margin that you would earn in the wholesale market.

MR. DUFFY:  So when I read your report and I see the term financial [audio dropout] used I should take that to mean net margin.  Correct?

MR. YAUCH:  Correct.  In that, in the appendix C context, yes.

MR. DUFFY:  Right.

MR. YAUCH:  That would be what we are talking about.

MR. DUFFY:  Right, because it would have to be net, to have an impact --


MR. YAUCH:  Right, yeah.

MR. DUFFY:  -- a simple proposition.  Okay.  And earlier today, in your chief, you said there was a wealth transfer from one class to another.  And by that, I take it this $140 million financial impact, that's the wealth transfer you were referencing; is that right?

MR. YAUCH:  I was actually reading the IESO's -- I think it's the Brattle report, the benefits case, where they talk about a transfer from one class of participants to customers.

And so, when we talk about efficiency benefits -- and I think Mr. Rubenstein went through it in detail, some of the efficiency benefits that are there -- those will happen.  But there will also be things -- the five or six commitments that we --


Let's go back to the business case.  The five or six commitments, there will be a loss in net margin that will not actually have any broader market efficiency benefit, but will have an impact on NQS generators.

Now our report tries to get at this idea that, while there are broad efficiency benefits that will happen through more efficiently committing gas-fired generators and, amongst other generators, so you don't overcommit them, there are also just changes that will happen to those, that class as a whole, that will not really have an ostensible efficiency benefit; it will just have a reduction in profits that they earn today that they will not earn in the future.

MR. DUFFY:  So I had you picking up the term "transfer benefits" from the 2007 benefits case.  But I had you actually using the term "wealth transfer from one class."  I mean, I just want to know, is that something --


MR. YAUCH:  The benefits case is a transfer.

MR. DUFFY:  Yeah, okay.

MR. YAUCH:  But it is a wealth transfer.  That is what is happening; that is what they're getting at.

MR. DUFFY:  Okay.  But when you say financial impact, is that -- like, would you equate that?

MR. YAUCH:  Financial impact is the net margins --


MR. DUFFY:  Okay.

MR. YAUCH:  -- that you would earn today --


MR. DUFFY:  Yes?

MR. YAUCH:  -- compared to the net margins you would earn under the MRP amendment design.

MR. DUFFY:  Okay.

MR. YAUCH:  So whether you want to call that -- I never refer to the wealth transfer, in here; I was highlighting the benefits case.  All it shows is that, today, you earn a net margin as the NQS generator, the proxy generator.  In the future, your net margin will be X, and there is going to be a difference.  And that difference is the financial impact.

MR. DUFFY:  Okay.  And there are some changes that you reference in your report but that you didn't qualify the -- quantify, the financial impact of.  And so those would be the changes to the market power mitigation framework.  Correct?

MR. YAUCH:  Yeah, it's a risk.  I think that that's -- we refer to it as a risk, financially.

MR. DUFFY:  But you didn't quantify it, I think.

MR. YAUCH:  Right, yeah.

MR. DUFFY:  The use of the 27-hour look-ahead period, a financial risk that is not embedded in your numbers.  Correct?

MR. YAUCH:  That is correct.

MR. DUFFY:  Okay.  And the change to a ramp rate to -- well, a one-time ramp rate, so it is reflective of the actual ramping capabilities, again, didn't quantify that.  Correct?

MR. YAUCH:  Correct, yeah.

MR. DUFFY:  Okay.  And I actually had you at the technical conference saying you don't actually know how this is going to work out; there could be negative downside, but there could be more upside.  Correct?

MR. YAUCH:  I think that was in terms of the two-schedule, the two-schedule market; that is what we are talking about?  So there was an element that there was no financial risk there.  Well, there was a risk and a benefit.  And we were highlighting the fact that today, the two-settlement, that's -- you get a DAM schedule, the day-ahead market schedule.  You have to meet it in real time, because it's financially binding, the day-ahead schedule.

If you don't meet it, then you are subject to a buyback, we call it a clawback.  But essentially, you have to buy out that schedule, and that is a financial risk that does not exist today due to the non-financially binding nature of the DACP process.

MR. DUFFY:  And one of the other things that you said at the technical conference and, Mr. Chee-Aloy, you picked up on it again today, was the effect that that these changes will have a negative impact on investor expectations and willingness to continue to invest in Ontario.  Did I get that correct?

MR. CHEE-ALOY:  With respect to NQS generators?  Yeah.

MR. DUFFY:  Okay.  Now, we have looked at your retainer letter and we have looked at your report.  And that's not something you opined upon in your report, and weren't asked to do as part of your retainer letter.  Correct?

MR. CHEE-ALOY:  Well, one aspect that, again, we are not trying to talk about contracts, but contract amendments were part of that.  And we take the totality of MRP impacts on these generators in the market, as well as the contract amendments.  That's how we conclude, as I did earlier today, what's really at stake here.

MR. DUFFY:  So let me just be clear:  Were you ask to opine upon this?

MR. CHEE-ALOY:  We were asked to opine on the contract amendments.

MR. DUFFY:  Okay.  But what about investor risk?  I mean, do you have an opinion, are you giving an opinion on that?  Is that right?

MR. CHEE-ALOY:  We weren't asked to opine on it.  I only gave the opinion in terms of what I was asked -- the reason why I answered the way I did, before.

MR. DUFFY:  Okay.  And you would agree with me that if you wanted to evaluate something like investor risk, there is a number of, you know, parameters, information one would need to collect, such as expected IRR, hurdle rates, credit ratings.  You would agree with me, yes, Mr. Chee-Aloy?

MR. CHEE-ALOY:  Yeah.  We weren't asked to do a financial analysis, but we generally understand the directional implications of less cash flow on these generators, and what the impacts are to investment.

MR. DUFFY:  You didn't seek out any of this information, is that correct, Mr. Chee-Aloy?

MR. CHEE-ALOY:  That is right.  No, we did not.

MR. DUFFY:  You did not ask for any of it from your --


MR. CHEE-ALOY:  We weren't asked to do a financial analysis.  No.

MR. DUFFY:  Okay.  And since you have had -- since, you know, you wrote the report in December and since then, you have had a chance to see the IESO's responses.  You have been questioned at the technical conference.  I guess, before we get into the details of your financial impact analysis, I want to know, do you continue to stand behind it?

MR. YAUCH:  Yes.  Directionally, we think it shows that an NQS generator as a class or as an individual will face financial harm through the MRP amendments, through many of the programs that we talked about today and to the new economic barrier they face, particularly in the previous batch.

MR. CHEE-ALOY:  Yeah, I stand behind it.

MR. DUFFY:  Okay.  And I know you adopted it earlier today, but I just want to be clear:  You know, just sitting where you are today, looking at that report, is there anything you would change in it?

MR. YAUCH:  No.

MR. DUFFY:  Okay.  All right.  So, if we could, let's turn up your report.  It's in our compendium.  It should be tab 2.  And I would like to turn to the conclusions, page 9, paragraph 17.  We worked through this fairly extensively in the technical conference.  What I'm going to do is maybe try to work backwards a little bit through it a little more quickly.  Let's start with paragraph 18 in this case, and maybe, if it would be possible, we could enlarge it just a little bit.  Yes.  And so, in paragraph 18, you say:
"The values are based on one 600 megawatt proxy NQS generator.  As such, the market impact of the MRP amendments across the entire NQS Generation Group would be more than $140 million over the six-year time frame or more than $23 million annually."

I mean that's the high-level, that's the big-impact conclusion, right, Mr. Yauch, in your analysis?

MR. YAUCH:  That's the big number --


MR. DUFFY:  Okay.

MR. YAUCH:  Yes.

MR. DUFFY:  Great.  And what I notice here is it doesn't say "directionally," does it?

MR. YAUCH:  It does not say "directionally," no.

MR. DUFFY:  No, in fact it says "more than $140 million"; doesn't it?

MR. YAUCH:  Well, it's 23-point-something, so in -- someone once told me once that, if you don't want to live by a decimal, don't put it in there, so I didn't.

MR. DUFFY:  Fair enough.  But also what is interesting, Mr. Yauch, is it presents one scenario; it doesn't present multiple scenarios.  Correct?

MR. YAUCH:  Define "multiple scenarios."

MR. DUFFY:  It doesn't say:  It could be a range between X and Y number; it could be this if these assumptions are true or that if these assumptions are true.

MR. YAUCH:  No, it's one scenario from one proxy generator.

MR. DUFFY:  Right, and you came to one conclusion; correct?

MR. YAUCH:  The conclusion is that there is a financial harm to the NQS Generation Group as a class or however you want to phrase it, and, yes, that --


MR. DUFFY:  And that conclusion, to be clear, is that it is more than $140 million over the six-year period or $23 million annually, period; correct?

MR. YAUCH:  If you take the approach take the proxy generator as a proxy for the whole class, then, yes, that's the outcome you get.

MR. DUFFY:  Okay.  And then if we -- I want to work backwards as to how you got to that $140 million, so, if we go back to paragraph 17, it says:
"Based on a historical [..] analysis, the average negative financial impact to a typical NQS generator is more than $3.5 million annually or $21 million in total over the 2018 to 2023 time frame."

And that -- I think you agreed with me at the technical conference -- was taken from Appendix C, which is your analysis of the 600-megawatt proxy?

MR. YAUCH:  Yes.

MR. DUFFY:  Okay.  And then what you did, you told me at the technical conference, is you took two steps from there to derive the $141 million; you took that $21 million, you divided it by 600 to get, like, a dollar-per-megawatt figure impact, if you call it that, and then you multiplied that by 4,000, which represents the combined capacity of the facilities in Appendix A.  Is that right?

MR. YAUCH:  Directionally, yes.

MR. DUFFY:  Well, I think I did the math, and I think that's exactly what it is.  Is that not right?

MR. YAUCH:  That's how -- yes, that is how you would do it.

MR. DUFFY:  Yes, it's not directional.

MR. YAUCH:  I don't know the dollar-per-megawatt approach you're taking, but, yes, you would take 600 megawatts and you would apply it to the whole class that we lay out in Appendix A.

MR. DUFFY:  Well, I taught my grade 8 kid the other day about fractions, 600 and times it by 4,000.  That's how I did it.  I mean that how I got to the number.

MR. YAUCH:  Yes, there was no dollar-per-megawatt figure, but anyway --


MR. DUFFY:  Okay.  Excellent.  All right.  And so, if we go to Appendix B of the report, which is page 58...

MR. YAUCH:  There it is, right?

MR. DUFFY:  No, that's C.  If we can go back to B --


MR. YAUCH:  No, that's B.

MR. DUFFY:  Oh, that is B, sorry.  And so this is a detailed daily settlement example of a proxy generator based on the date September 12th, 2019.

MR. YAUCH:  Correct.

MR. DUFFY:  Okay, and we went through it, and we identified as part of the technical conference which columns the data were actual from that date and which were from your proxy generator; correct?

MR. YAUCH:  Mm-hmm.

MR. DUFFY:  yes?  You've got to say "yes."

MR. YAUCH:  Yes.

MR. DUFFY:  Okay.  And so, yes, these are actual figures from September 12th, for those actual numbers.  And then what you did is you used the characteristics we see in Figure 18.  These are your proxy characteristics for your generator; correct?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  I have you saying at the technical conference these are standard characteristics.  And I think you have confirmed that today; is that correct?

MR. YAUCH:  Yes, they would be representative of the class as a whole.

MR. DUFFY:  Okay.  And I also have you saying at the technical conference that this was a notional, very academic, high-level exercise; is that right, Mr. Yauch?

MR. YAUCH:  Yes, this is the highlight of how the MRP amendments would actually work on a typical day and typical pricing, and so it's high-level, theoretical.  When you dispatch a system, it has a million different data points every five minutes.  Right?  We're not capturing all those different variants; we're trying to isolate the high-level financial impacts that you would see on a typically day.

MR. DUFFY:  Right, and, to be clear, this isn't any one of the generators in particular that [audio dropout] Appendix A; right?

MR. YAUCH:  This is not any one of their operational characteristics.  Those would change by day and by hour, so --


MR. DUFFY:  Right, and the commitment that we are going to look at that is part of this, from 2019, there wasn't a real commitment; correct?

MR. YAUCH:  I mean there were real commitments of NQS generators that day, but --


MR. DUFFY:  I don't doubt that.

MR. YAUCH:  -- the proxy generator did not exist in the real world, no.  Right.

MR. DUFFY:  Okay, so this is a fictional commitment.

MR. YAUCH:  Yes.

MR. DUFFY:  That's fine.  I understand.  I just want to be clear.  When I look at the proxy generator parameters, there are three of them that I can track onto figure 19.  So Figure 18 -- maybe we can just scroll down.  So Figure 18 is the parameters, and then 19 is your daily settlement calculation.  And there are three of them -- we went through this at the technical conference -- I can easily track onto Figure 19.

So the first one is the installed -- if we could just, sorry, see Figure 18?

MR. YAUCH:  We need to see them simultaneously.

MR. DUFFY:  Yes, we need both of them simultaneously.  Yes, that's perfect.  There we go.  All right.

Sorry, I'll back up.  So, three of them, you can easily track from 18 into the calculation of 19, and that's the installed capacity of 600 megawatts, right?  We can see that then divided in the table, the 300 for the load, and the other 300 is used to offer operating reserve; is that correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  And then the other two that are fairly easy -- I've kind of highlighted them -- so we go to the far right, MLP or minimum loading point megawatts, that's the 300 which we see if we look down in the middle column, RT-GCG, in Figure 19, we can see that 300 reflected there; correct?

MR. YAUCH:  Correct.

MR. DUFFY:  And then here it is MGBRT, the minimum run time of six hours.  We can see that in the fact that, when we look at the 300s in that RT-GCG column, they're in blocks of six, right, so that represents six hours?  Correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  Now, the three other inputs there are heat rate, start-up costs, and O&M costs.  And I understood from your evidence at the technical conference that you used heat rate and O&M plus the daily spot price for gas at Dawn to calculate the incremental energy offer which is shown in the column -- I guess it's 4 in 19; is that right?

MR. YAUCH:  Yes, I think OEB Staff kind of walked through this calculation before.

MR. DUFFY:  Yes.

MR. YAUCH:  Heat rate times gas, except we just add a $0.50 adder for O&M costs.

MR. DUFFY:  Okay.  But that math isn't actually shown in your report; right, Mr. Yauch?

MR. YAUCH:  No.

MR. DUFFY:  Okay.  Is that part of the proprietary model that you wouldn't disclose in our request at the technical conference?

MR. YAUCH:  No, that is very high level.

MR. DUFFY:  Okay.  All right.  And one thing:  Did you use the actual cost from that, of gas from Dawn -- sorry, spot gas price at Dawn from that day in this example?

MR. YAUCH:  Yes, and then we -- it's in U.S. dollars, USDs --


MR. DUFFY:  Yes.

MR. YAUCH:  -- and then we used the Bank of Canada monthly exchange rates --


MR. DUFFY:  Okay.

MR. YAUCH:  -- to get the Canadian.

MR. DUFFY:  Okay.

MR. YAUCH:  The reason they're not included is I don't actually know if we can share them because they're S&P.  We subscribe to S&P so that's why they're not included in the report, but the IESO would have them and there are some publicly available numbers that would be close to it.

MR. DUFFY:  Okay.  But looking at the report, it's one of those things that I can't see.  I can't tell.

MR. YAUCH:  That's why we had the technical conference.

MR. DUFFY:  Well, Mr. Yauch, we're going to come to that in a minute.  So, figure 19 we went through fairly extensively at the technical conference and then I want to turn forward to the conclusion here of Appendix B which is figure 20, and it's on page 61 of the report.  I'm just going to read the paragraph that leads into that.  It says:
"The total financial impact to the NQS generator on this day is more than $40,000 in revenues that it could earn in the current IAM -- "

So, that's IESO-administered market:
" -- compared to the likely outcome of earning zero dollars under the MRP amendments."

That's correct, Mr. Yauch?  That was your conclusion?

MR. YAUCH:  That's correct, yeah.

MR. DUFFY:  Okay.  And then I see that illustrated in figure 20 below; correct?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  And you used the term "total financial impact" there; correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  Now, we spoke earlier and you told me that total financial impact, when you used that term, you meant net margin; right?

MR. YAUCH:  That's correct.  But in this case this is really a simplified example.  I don't really think it's a net margin in this case, but yes.  Because there's things like potential OR revenue and things like that.

MR. DUFFY:  Sorry, so -- sorry.  While it says "total financial impact" there you don't actually mean that margin in this situation?

MR. YAUCH:  In this case we're taking the -- this is the example, if you look at the OR revenue; right?  It is the potential OR revenue, total revenue.  So, in the Appendix C, we take that all a bit further and we disaggregate all that and take the actual net margin and what you would earn and not earn.

MR. DUFFY:  So, let's not get ahead of ourselves.  Okay?  So, let's break it down then because we want to walk through this carefully.  So, in figure 20 what you've done is you've taken a comparison of, like, figure 19, you know, as it happened in your fictional world under the current rules and then as it would happen in the fictional world under MRP; correct?  And then you did a comparison?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  And so, what we see here is the difference between the two; right?

MR. YAUCH:  Mm-hmm.

MR. DUFFY:  Okay.  And so, when I look at figure 20 and I look to the column at the left, and figure 20, again, it is titled “Daily Financial Impact of the MRP Amendments”; correct?

MR. YAUCH:  Mm-hmm.

MR. DUFFY:  Yes or no?

MR. YAUCH:  Yes, correct.  Sorry.

MR. DUFFY:  And so, the first column there is RT-GCG Payment No. 1 and there is $18,433 listed under there; correct?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  And what you told me at the technical conference is that how you got that number is that you took the start-up costs from figure 19, which are $18,860, and you minused the $427 that was made during the first commitment in the energy market from that $18,000 and that's how the payment was derived; correct?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  So, you've listed $18,433, but I put to you, Mr. Yauch, that the generator has, in addition, also lost the $427 in energy market profit that it made during that time period as well; didn't it?

MR. YAUCH:  It lost?

MR. DUFFY:  Yeah, it didn't earn it.  Well, if we turn back to figure 19, what we're talking about here is the RT-GCG payment shown for the hours that are HE5, hour ending five, through to hour ending 10; correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  And during those hours if we go over to the energy market profit column.  And could we make it a little bit bigger?  That generator, during those hours, earned $427 in energy market profit; correct?

MR. YAUCH:  That's counting against the real-time GCG payment. That's why there's a reduction in it.

MR. DUFFY:  Right.  So, we've got two things there.  It got $427 in operating profit and it got the RT-GCG payment of $18,433; correct?

MR. YAUCH:  Mm-hmm, yes.

MR. DUFFY:  Yes.  So, if we then move to the MRP world where it doesn't get this commitment, it loses the RT-GCG payment of $18,433 and it never earned the $427 of profit either; correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  So, it lost both of those; correct?

MR. YAUCH:  Yes.  It also loses the potential OR revenue.  I suspect you're getting to that; right?  So that's --


MR. DUFFY:  You've separately marked that out on figure 20.  We're going to get to that.  So, it's lost the RT-GCG.  It's lost the profit.  But, in addition, it has also avoided the start-up costs of $18,860; correct, Mr. Yauch?

MR. YAUCH:  Yes.

MR. DUFFY:  Right.  So, its net impact in that situation over those hours, putting the OR aside, is zero; correct?

MR. YAUCH:  But you can't put OR aside.  That's the potential --


MR. DUFFY:  Mr. Yauch, you in figure 20 broke OR out into a separate column.

MR. YAUCH:  Yeah, I know.  But you can't say in this case just ignore OR.  That's the whole point that we're talking about.  The real-time GRG program is the fact that it allows generators to earn additional profits that aren't counted against the GCG payment.

MR. DUFFY:  Let's go to figure 20 again.  I'm going to give you a chance to talk about OR in a minute.  You've broken out three things that you've summed up and identified; right?  That $40,000 is the sum of those three numbers; correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  So, the first one, you've isolated the $18,433 RT-GCG payment, not me; correct?

MR. YAUCH:  Yeah, it's supposed to just highlight to the Panel and other people who are reading it that there are various components to the financial impact.  So, one is the GCG payment and one is potential OR revenue, and so on and so forth.

MR. DUFFY:  Okay.  So, not only did they -- I think we can agree upon this, I think it is fairly obvious that not only did they not get the RT-GCG payment under your scenario under the Market Rule amendments, they also didn't earn the energy market profit of $427 and they didn't earn the start-up costs of $18,860; correct?

MR. YAUCH:  That is correct, yes.

MR. DUFFY:  So, that should be zero.  That number should be zero; correct?

MR. YAUCH:  Which number?

MR. DUFFY:  Under RT-GCG payment number 1.  If we add the costs and lost operating profit --


MR. YAUCH: No, no.  They still get the GCG payment, it's not a zero.

MR. DUFFY:  Okay.  Maybe we'll go about it another way.  If we go column number 2, the RT-GCG payment number 2, we can do the same thing again, Mr. Yauch.  We don't need to go back to figure 19.

MR. YAUCH:  Yeah, okay.

MR. DUFFY:  But this time it is the $17,247 for the hours between 16 to, what is it, 20; correct?

MR. YAUCH:  Yeah.

MR. DUFFY:  And what that represents is the $18,860 in start-up costs minus the energy market profit.

MR. YAUCH:  It's hour ending 15 to 20, just for the record, sorry.

MR. DUFFY:  Fair point.  My eyesight's -- I'm getting to that age.

MR. YAUCH:  They're small.

MR. DUFFY:  Okay.  So, but we agree that what it is for those hours, so it's 15 to 20, hours ending 15 to 20.  The RT-GCG payment was calculated as the start-up costs of $18,860 minus the energy market profit in those hours, which results in $17,247; correct?

MR. YAUCH:  In a GCG payment.

MR. DUFFY:  Right.  So, what has also been lost there, you will agree with me, is, again, the energy market profit for those hours as well.  They were not earned?

MR. YAUCH:  They were not earned, but they're counted against the real-time GCG payment.  That's why the GCG payment is going down.  I think you're assuming that they go fictionally away, but they're captured by the GCG payment.

MR. DUFFY:  So, if we're trying to calculate net margin, Mr. Yauch; right?  We would need to take into account all of the payments that the generator would have gotten had it been committed, so --


MR. YAUCH:  Exactly.  So, the GRG payment is not zero, it gets that payment.

MR. DUFFY:  Right.  So, it got the GCG payment, it got energy market profit and it also didn't incur start-up costs; correct?

MR. YAUCH:  That is correct, yeah.

MR. DUFFY:  Right.  And then we move to the OR revenue column which you calculated as $5,290; right?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  And that, if it's easier to do on paper, but if we can flip back up to figure 19.

MR. YAUCH:  It is the summing of the potential OR revenue for each of the runs.

MR. DUFFY:  Yeah.  I just want everybody to make sure that they can follow along and see how this works.  It took me a little while to figure it  out.

So, if we just look at the column, it's the column "potential OR revenue."  And what it is is the, if we summed up the hours in which a commitment was given and the generator, the proxy generator, earned OR, we sum those up and that's where you get the $5,290; correct?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  And I think the point you were trying to make is:  That is not deducted from the RT-GCG currently, but will be deducted from the RT-GOG under the MRP amendments; correct?

MR. YAUCH:  That's correct.

MR. DUFFY:  All right.  So, that is a change and -- and that's a change where they -- we're assuming, in that world by the way, that they get the commitment, obviously, under the Market Rule amendments; right?

MR. YAUCH:  You're assuming, like, if they get the commitment, yes, under the MRP amendments but we make the assumption they would not, actually.  Because once factor in all costs you wouldn't be able to invoke the GCG program, so you would not get the commitment.  Therefore the $5,000 that you see in OR revenue, that is potential net margin you earn today that you do not receive in the future.

MR. DUFFY:  Fair enough, fair enough.  Right.  They wouldn't get it if they weren't committed in the -- if they weren't committed and available, they wouldn't be able to provide OR and they wouldn't get the --


MR. YAUCH:  That's correct, yeah.

MR. DUFFY:  Okay.  All right.  And so, if we go back
-- sorry -- to figure 20 again.  I probably should have pasted them together in a single document.  But basically what you're telling me is in the future -- well, your hypothetical future, they -- where the MRP amendments are in effect, what we would have to do is that $5,229 would have to be deducted from the two payments, the two RT-GCG payments.  Correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  And they would be split between the two -- like, the OR revenue earned during the first one would be deducted from that, and the OR revenue earned  --


MR. YAUCH:  Correct, correct.

MR. DUFFY:  Correct.  Okay, got it.  Okay.

So I think then, Mr. Yauch, while you've called this 

-- if we go to the far right-hand column, total revenue in current IAM, that -- not earned under MRP amendments.  And so you have summed that up as $40,909.  Right?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  And you will agree with me, that is not a net figure.  Correct?

MR. YAUCH:  That's gross.  Correct

MR. DUFFY:  That's gross, right?  Because if we wanted to do a net figure, we would have to take out the two start-up costs that I mentioned?

MR. YAUCH:  That was correct.  Yeah.

MR. DUFFY:  And we would have to include the lost operating profit, correct? - that I mentioned, the energy market profit, as well?

MR. YAUCH:  Well, you would have to take the entire net energy market revenues you earned, and then --


MR. DUFFY:  Yeah.

MR. YAUCH:  -- settle it that way.

MR. DUFFY:  So what we would actually get here is a loss net margin of $5,229.  Correct?

MR. YAUCH:  That would be the potential net margin you could earn on that day.  Yeah.

MR. DUFFY:  Got you -- not $40,909.  Correct.

MR. YAUCH:  Well, that says total revenue.

MR. DUFFY:  Right, right.  But, while it says total revenue there, in the text above, you call it a daily financial impact.  Correct?

MR. YAUCH:  It is a financial impact, in terms of the revenue is decreasing.

MR. DUFFY:  Yeah.  So I thought you -- I thought, when we started, Mr. Yauch, you agreed with me that [audio dropout] margin.  Right?

MR. YAUCH:  Typically, in the report, we do.  So, in appendix C, we more explicitly walk through what we mean by financial impact.  Figures 19 and 20, and actually this whole daily example, was just to highlight what the impact is of the MRP amendments on a typical -- well, not a typical -- just a day, here's what happens with the real-time GCG, and here is what is going to happen in the future.

MR. DUFFY:  Yeah.

MR. YAUCH:  In the future, we assume that they don't actually get a commitment dispatch.  Today, we know they can qualify or self-invoke to real-time GCG, and things like the operating reserve, the net margin is available to them.

But the total impact, just to revenue, is the $40,000 is gone, but the net margin is related to the OR revenue.

MR. DUFFY:  Okay.  And then, Mr. Yauch, one more thing you didn't do on that day, you didn't figure out what resource would have been dispatched on September 20, 2019, in place of the proxy generator.  Correct?

MR. YAUCH:  Correct, in terms of the -- if it didn't get a dispatch, what is going to take its place?

MR. DUFFY:  Yeah.  Who would have taken its place?

MR. YAUCH:  Yeah.  If you look at prices, you can make an approximation that [audio dropout] another low-ish marginal-cost resource.  But --


MR. DUFFY:  You didn't do that?

MR. YAUCH:  -- you don't know it is.  It could be an import, it could be an export.  Not so much export, but it could be import, it could be a pump storage, it could be opportunity-cost hydro.  There could be a lot of different resources that could compete with that.

MR. DUFFY:  Right.  So my point is you didn't do that exercise for September 20?

MR. YAUCH:  No, no.  This is to highlight the impact on the NQS generator, itself.

MR. DUFFY:  Right.  In fact, actually, you couldn't have done that with this exercise because, as we talked about earlier, this is a proxy generator, and the commitment is not a real commitment.  Correct?

MR. YAUCH:  Right, yeah.

MR. DUFFY:  Yeah.

MR. YAUCH:  You would have to go back and rerun the system.

MR. DUFFY:  Right.  So you would have to re-dispatch the system, and figure out who --


MR. YAUCH:  Yes.

MR. DUFFY:  Right. You would have to somehow add this commitment; you would have to pick a real commitment and re-dispatch the system.  Correct?

MR. YAUCH:  Yes, if you had access to them.

MR. DUFFY:  Okay.  Right.  So -- sorry, what did you just say?

MR. YAUCH:  If you had access to every single participant on that day, you could rerun the entire system and see what happens if you strip one out and you add one in.

MR. DUFFY:  Right, I got you.  And you don't have access to that.  Right?

MR. YAUCH:  We have a proprietary dispatch model.

MR. DUFFY:  Mm-hmm.

MR. YAUCH:  We could run the system if we had to but, typically, when you do that, you have to create offer strategies, bid and offer strategies for every participant.


MR. DUFFY:  Right.

MR. YAUCH:  So you end up running the assumptions of what did you assume you were going to bid and offer on that day.  So, to avoid that and isolate the impact here, we focus on just an NQS proxy generator.

MR. DUFFY:  So, Mr. Yauch, you would get those kind of bid and offer strategies from, let's say, NQS generators.  Correct?

MR. YAUCH:  Those are commercially sensitive.  I suspect they would not provide them to us.  So...

MR. DUFFY:  Well, we conveniently have a list in appendix A, Mr. Yauch, of NQS generators.

MR. YAUCH:  You have a list of megawatts.  You don't have a list of very commercially sensitive offer strategies in a wholesale market in which some of these generators would compete against one another.

MR. DUFFY:  Mr. Yauch, I am going to propose to you another way you could have come about this [audio dropout] gone to the generator and asked them for a particular day and found a scenario in which one gained and one lost.  But you didn't do that, did you?

MR. YAUCH:  You could have, but the idea that if you just go back, change one generator, you would have to then change all the other bids and offers, how other participants would operate on that day.  So we talked about this at the technical conference, that you can't just say, "Okay, well, this NQS generator is not committed.  Another one will inevitably take its place," because there is competition in [audio dropout] and so other resources will step in.

MR. CHEE-ALOY:  And it's also particularly the case for hydro.  Depending on the water availability, seasonality is important.  And there are times when it is pretty clear that hydro generators are competing directly with non-quick start generators, especially in providing operating reserves.  So you would need all that information as well.

So I think Mr. Yauch is outlining a prudent approach to isolate what our mandate was.

MR. DUFFY:  So, Mr. Chee-Aloy, that's an interesting point you mention.  Did you try to obtain such information about hydro generators?  Did you look for it?  Did you qualitatively describe it anywhere?

MR. CHEE-ALOY:  Have you tried to get information from Ontario Power Generation this way?

MR. DUFFY:  Well, Mr. Chee-Aloy, I am not on the stand purporting to be an expert.

MR. CHEE-ALOY:  No, we did not ask, because we know the answer.

MR. DUFFY:  So one of the things that's not in your calculation, Mr. Yauch, you will agree with me, is revenue above minimum loading point and beyond MGBRT or M-G-B-R-T.  It is not in your example in appendix B.  Correct?

MR. YAUCH:  Not in this one, no, because if you look at PD-3, the price, and HOEP, let's say at hour-ending 11, the NQS generator is not economic in either one of those hours.  So we would make the assumption they would not actually be running those hours.

MR. DUFFY:  Okay.  So that wasn't something you had calculated as part of your example.  Correct?

MR. YAUCH:  In this example, no.

MR. DUFFY:  Right.  But generally, when I look at the report, that is not something that appears anywhere.  Correct?

MR. YAUCH:  In this example, that is not there.  But in appendix C, yes, you would.  If you are economic, you will continue to run.

MR. DUFFY:  I see.  So, sorry, I didn't realize that.  Maybe, let's back up.

So if we turn to figure 8 of your report, and that's at page 31 -- figure 8, page 31.  There we go.  So, if I've got this right, and I'm reading it right, the area shown as "C" above, that's in this representation where an NQS generator may earn revenue greater than operating at MLP, or beyond its MGBRT.  Is that right?  Is that beyond its MGBRT, as well?

MR. YAUCH:  No, no, it's either/or.  Right?

MR. DUFFY:  Yeah.

MR. YAUCH:  You can earn revenues above your MLP and beyond your MGBRT.

MR. DUFFY:  Right.  Okay.  So you flag that here as a concern.  Okay.  But it didn't form part of appendix B, correct?  I didn't see that there.

MR. YAUCH:  Well, it was not actually economically committed.

MR. DUFFY:  Okay.

MR. YAUCH:  I mean, the prices wouldn't make it economically committed --


MR. DUFFY:  Okay, got you.

MR. YAUCH:  -- in the appendix.  So that's why it's not there.

MR. DUFFY:  So I was going to ask you that you have -- I was going to actually confirm that you haven't attempted to quantify that impact in your report.  But it sounds like the answer is that you did quantify it, in appendix C; is that right?

MR. YAUCH:  Yeah.  So what happens is once you get a real-time GCG commitment, if you're economic in the hour when your MGBRT ends, it will continue to operate and earn it.  So market revenues beyond that, that's not counted against your real-time GCG.  Whereas, in the future, that is the case.

MR. DUFFY:  So can we just then go to appendix C?  So show me where, here, I would know that you were including revenues beyond MLP and above MGBRT.  Where does it show that?

MR. YAUCH:  We talk extensively throughout the report that these are revenue and profit opportunities available.  Therefore, why would we not include this analysis?

MR. DUFFY:  So, I agree, you talk about it extensively.  I came to see, though, and I have just a simple question, looking at appendix C, you told me it's in here.  Where is it?

MR. YAUCH:  When we describe the financial impact throughout the report --


MR. DUFFY:  Yeah?

MR. YAUCH:  -- it's embedded in the analysis in appendix C.

MR. DUFFY:  But, when I look at C, where?  Where does it show up?

MR. YAUCH:  It shows up in net margin.  So what happens, if you get a real time -- under the current --


MR. DUFFY:  Hold on, hold on, Mr. Yauch.  Sorry, I don't mean to -- I'll let you answer in a second.

When you say it shows up in net margin, I really just -- point me to where it shows in a column or a figure, here.

MR. YAUCH:  We describe it throughout the report.  So that flows into the financial impact analysis.  I don't really know if there is more else I can add to that.

MR. DUFFY:  But so, if I wanted to isolate that impact as part of your analysis and look at it -- so we've seen OR, and we've seen the loss of commitments in appendix B.  If I wanted to isolate that and see, can I do that?

MR. YAUCH:  Scroll down to the next page.  The first line is:
"Ultimately, the analysis incorporates a financial dispatch of the proxy NQS generator under the different Market Rules, current versus the MRP amendments, and the associated revenues and costs with that dispatch."

So we spend the entire report talking about the current rules and how they work.  And then, in this case, we're laying it out and saying:  Here is the financial impact compared to those two.

MR. DUFFY:  So, Mr. Yauch, what you don't show is how much above MLP, how long beyond MGBRT, what the revenues are; those aren't broken out anywhere.  Correct?

MR. YAUCH:  No, we could break them out, but we did not break them out.

MR. DUFFY:  Thank you, Mr. Yauch.  Mr. Yauch, one more thing:  You were asked at the technical conference -- and we covered this -- to produce your model, and you refused to do so; correct?

MR. YAUCH:  Yes.  Can I answer that?  Yes.  So the reason we refused is that how the MRP amendments work today or how the IESO Market Rules work today compared to how they will work in the future, that's our intellectual knowledge in how that works and building the models associated with it.  There is no thing out there.  The IESO doesn't provide:  Here is how you calculate it.

So that is our intellectual capacity to calculate that financial impact, and that's why we don't provide it, because that is ours and why we're retained.  That is essentially one of the livelihoods of our firm, is to provide that kind of expert analysis.  So just to hand it over is our intellectual capital.

MR. DUFFY:  Okay.  And, to be clear, not only have you refused to produce the model, but you haven't produced the outputs of the model in terms of --


MR. YAUCH:  No, I was very clear.  In the technical conference, I said, "I will provide a very detailed description of the model and how it works," and there was no undertaking provided.

MR. DUFFY:  Okay.

MR. YAUCH:  And that offer stands, I guess.  I don't know what else to say, but we're willing to do a very detailed walk-through of how it works.

MR. DUFFY:  I'm going to ask you to bring up the rules, rule 13A, please.

So, again, Mr. Yauch, you reviewed rule 13A.  Given that you told me you were given a copy of it and you reviewed it when you were retained; correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  13A is entitled "Expert evidence."  If we can just stop at 13A.03, Mr. Yauch, you see there it says:
"An expert's written evidence shall, at a minimum, include the following:”


Are you following me, Mr. Yauch?

MR. YAUCH:  I am following you, yes.

MR. DUFFY:  Okay.  And you see it says "written evidence."  It doesn't say "when asked at technical conference," "when asked at hearing."  It says "written evidence."  Correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Right.  And the reason we would do that, Mr. Yauch, you would understand, is that, when an expert reaches an opinion, it is important that all of the parties understand how they got to that opinion.  You would agree with that, Mr. Yauch?

MR. YAUCH:  That's correct, yes.

MR. DUFFY:  Because only by showing your work does it allow others to really be able to understand what you did and follow it; correct?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  If we go down to D, paragraph D, it states that the minimum things that you are supposed to disclosed in your written evidence include:
"The specific information upon which the expert's evidence is based, including a description of any factual assumptions made and research conducted, and a list of the documents relied upon by the expert in preparing that evidence."

[Audio dropout], Mr. Yauch?

MR. YAUCH:  That's correct, yes.

MR. DUFFY:  Right.  So, when I look at Appendix C, Mr. Yauch, I don't see any of the things you've been just talking about; correct?

MR. YAUCH:  I highlighted in our report that the financial dispatch incorporates all the different Market Rules, current versus future, that we talk about, I think through 80 pages of evidence, and that is where we settle there.

If it's not clear or you didn't understand, you had a technical conference.  Three hours, I think you asked me questions, and you could have asked me there.

And so we've -- to our knowledge, that was clear.  If it wasn't, I recognize maybe you don't think it was, but we were very happy to give that information and explain in detail how it works.

MR. DUFFY:  Mr. Yauch, clearly we have different views on what the obligations of 13A mean.  We will leave that for argument.  We can move on.

So next I want to go to -- can we just go back to our compendium.  In this case it will be tab 4.  It is an MSP report, and I would like to go to recommendation 3-2.  Sorry, I didn't give you a page.  Right there, that's it.  Yes.

Okay, Mr. Yauch, so the topics that we've discussed and we've isolated have been the changes that we've been through, that I think we've agreed upon now, on a net basis are that OR would be included in the GOG calculation, as will be beyond -- sorry, above MLP and beyond MGBRT.  Did I get that right?

MR. YAUCH:  Yes.

MR. DUFFY:  Those are the three things.  Okay.  And we can just read recommendation 3-2, and, to be clear, I don't want -- you told me you were familiar with MSP reports.  If this isn't something you are familiar with, you can let me know.

MR. YAUCH:  I can speak to it at a high level.

MR. DUFFY:  Okay.

MR. YAUCH:  I didn't write this when I was involved in it.

MR. DUFFY:  Okay.  Recommendation 3-2 says:
"The Panel recommends that the IESO modify the RT-GCG program such that the revenues that are used to offset guaranteed costs under the program are expanded to include any net energy and operating reserve revenues earned as well as all Congestion Management Settlement Credit payments received on --"

Then it says:

"-- output above a generation facility's minimum loading point during its minimum [audio dropout] run time --"

So that's what we have been calling above MLP; correct?

MR. YAUCH:  Correct.

MR. DUFFY:  And then output generated after the end of the facility's minimum generation run block time, MGBRT.  Correct?

MR. YAUCH:  Correct.

MR. DUFFY:  Okay.  And so the changes that we have discussed, I mean those are the changes right there that are [audio dropout]


MR. YAUCH:  I think they've made them in other places, too, but yes.

MR. DUFFY:  Right, but the three that we've talked about that come out of the example that we've talked about, they are all captured by that recommendation; correct?

MR. YAUCH:  That's correct.

MR. DUFFY:  Okay.  All right.  And you'll agree that the evidence that the -- IESO has given evidence that, notwithstanding this change, the generators will still be able to operate profitably.  They earn money above the guarantee.  They get to keep that.  Right?

MR. YAUCH:  If it's above the guarantee and their fixed costs, their start-up costs, yes.

MR. DUFFY:  I got you.  Okay.  All right.  So I guess I'm just confused, Mr. Yauch.  Like, do you disagree with the MSP's recommendation in any way?

MR. YAUCH:  We weren't asked whether this is the right thing to do.  We were asked to look at financial harm, and that's what we looked at.  So the MSP has made its recommendation, I think, for almost 15 years.  The IESO has never actually implemented it.  We [audio dropout] actually think it would be very hard to do.

But here we are, and we're just trying to look at what is the financial harm, and it relates to this recommendation amongst others.  So we're not saying this is a good or a bad thing.  It is just that's what it is.  That is the reality.

MR. DUFFY:  Okay.  But you don't have a view on the justness of this change, I guess is what --


MR. YAUCH:  I'm not a lawyer, and I'm not going to pretend to be one on the stand, so --


MR. DUFFY:  Fair enough.  Just give me a second.

PRESIDING COMMISSIONER DODDS:  Mr. Duffy, do you want to take into consideration how much further you want to go?  I don't want to interrupt your flow, but --


MR. DUFFY:  I was going to say this is a natural break, and we will certainly finish well within the time allotted to us tomorrow morning.  So I think this would be a logical point to take a break.

PRESIDING COMMISSIONER DODDS:  Thank you very much.  This session is ended.

Now, will the Staff inform FirstLight that they may start off earlier, unless there is someone here from FirstLight that knows that?

MS. DJURDJEVIC:  We will be updating the hearing schedule this afternoon, for the hearing.

PRESIDING COMMISSIONER DODDS:  Thank you very much.  That concludes today's session.
--- Whereupon the proceeding adjourned at 4:39 p.m.
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