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Friday, January 17, 2025
--- On commencing at 9:29 a.m.


PRESIDING COMMISSIONER DODDS:  While we get our computers set up, are there any preliminary matters?


The witnesses, are you all ready and set and prepared?  And, to remind you, you're still under oath.  Thank you.


Mr. Duffy, you may proceed.


MR. DUFFY:  Good morning.  It looks like the mic is working.  Thank you.
NON-QUICK START GROUP - PANEL 1, resumed
Jason Chee-Aloy

Brady Yauch; Previously Affirmed

Cross-Examination by Mr. Duffy (Cont’d.)


MR. DUFFY:  I am just going to ask that we call up the compendium and, in it, the Power Advisory report and that we turn to Appendix C, page 62.


Mr. Yauch, when we finished yesterday, we went through Appendix B and we talked briefly about C.  And I thought maybe it would just be helpful to make sure everybody is on kind of a common footing as we look at Appendix C.  So, with Appendix C, what you did is the same exercise that you did in Appendix B, but, instead of doing it just for one day as you did in Appendix B, in this situation you did it for every day over a six-year period between 2018 and 2023; is that correct?


MR. YAUCH:  Correct.


MR. DUFFY:  Okay.  And you used the same -- we can see it in figure 21; you used the same proxy NQS generator and the same parameters; correct?


MR. YAUCH:  Correct.


MR. DUFFY:  Okay.  To be clear, you didn't just extrapolate that daily impact that we saw in Appendix B over six years; you gathered the data for every single day between 2018 and 2023 and you substituted that for what we saw in Appendix B; correct?


MR. YAUCH:  Yes.  I think the Board Staff asked us in the technical conference that we use daily gas prices because, if we just used the same gas price for six years, you would get erroneous results.


MR. DUFFY:  Okay.  When we look at figure 22 -- if we can just scroll down so we can see it fully.  So, unlike Appendix B, which was done on a total revenue basis, figure 22 is calculated on a net margin basis.  Do I have that correct, Mr. Yauch?


MR. YAUCH:  It uses total revenues to reach the net margin basis.


MR. DUFFY:  Right, so we have got -- I mean we can see it in the table, both under the "Current" and the "MRP Amendments."  We have total costs, total revenues, which ultimately derives net margin?


MR. YAUCH:  That's correct.


MR. DUFFY:  And then the "Total Impact," the column the furthest to the right, as I understand it, that's the net margin from the current rules minus the net margin from the MRP amendments to give us that figure?


MR. YAUCH:  That's correct.  That's correct.


MR. DUFFY:  Okay.  Just so we're also clear, yesterday you agreed with me that Appendix B was looking at a fictional commitment because it was a proxy generator.  And I just want to be clear:  Everything we're looking at here, these were fictional commitments, as well, over that period?


MR. YAUCH:  It's based on the parameters laid out for the proxy generator, correct.


MR. DUFFY:  Right, so you didn't review actual commitments for actual NQS generators; it's fictional commitments by the proxy.  Correct?


MR. YAUCH:  Yes, we did not pick a particular NQS generator.


MR. DUFFY:  Okay.  Just to be clear, you also did not do the exercise of figuring out, as was the case in Appendix B, what the alternative resource would have been that would have been dispatched; correct?


MR. YAUCH:  That's correct.  We, our approach, we tried to focus just on an NQS generator and the financial impact to that generator, recognizing that the system is complicated; there is a lot of competition; there are NQS generators that compete against themselves; commitments would change based on different design rules.


So, yes, there would be some change in the merit order, but we don't capture that here.


MR. DUFFY:  Right, and to be fair to you, it's something you couldn't have done because it's not an actual commitment so it wouldn't have been replaced in any event; right?


MR. YAUCH:  They --


MR. DUFFY:  Let me back up.  Because it's fictional, how would you be able to assess what you --


MR. YAUCH:  It's a representative financial impact.


MR. DUFFY:  Okay.  Okay.  Then, what you did is you took this impact of the $21 million for this proxy generator over the six years, and, as we saw and we started off with, you then extrapolated that over the NQS Generation Group facilities to reach the $140 million impact figure; is that correct?


MR. YAUCH:  That's correct, yes.


MR. DUFFY:  Okay.  And so, Mr. Yauch, I'm going to propose to you -- we covered this in some detail at the technical conference.  I'm going to propose to you how to deal with this.  I think, with respect to your extrapolation, there is at least one correction that is needed and three significant assumptions.  So I'm going to walk you through each one of those, and you can tell me if you agree with them.


The first one is a correction to the $140 million figure, which is that, for the $140 million figure to work, all of the resources listed in Appendix A must participate as NQS generators; correct?


MR. YAUCH:  Incorrect.  So, if you go back to Appendix A -- so I went and looked at numbers again, post technical conference and yesterday.  If you add these up, you get around 4,600, Appendix A.  When you extrapolate the $140 million, York Energy Centre and East Windsor were actually excluded from that calculation, so it's only generators that participate in the real-time GCG program, the reason being, as we noted in the footnote, they don't participate in the real-time GCG program for a variety of reasons today.  They have in the past to some extent.  But part of the financial impact or a significant part of it is related to the real-time GCG program, so we didn't count those figures in there.


MR. DUFFY:  Mr. Yauch, where does it say that in your report?


MR. YAUCH:  Yes, we don't slate that out, but, if you take the numbers, that's the result you will get.


MR. DUFFY:  So --


MR. YAUCH:  So $21 million divided by 4,100, so just subtracting the two units we're discussing here, you get about $35,000 per megawatt -- I think we talked about a dollar-per-megawatt figure -- and you multiply that out, and you get the amount.


MR. DUFFY:  So, when I said to you at the technical conference, Mr. Yauch, and when I added up the figures, I got 4,119 megawatts, and you said you didn't want to do math on the stand.  Now, you're --


MR. YAUCH:  Yes, I still don't want to, but here we are.


MR. DUFFY:  Now, you're telling me it's 4,600; is that right?


MR. YAUCH:  Well, if you add up those amounts, Appendix A or wherever it is, you will get a certain amount.


MR. DUFFY:  Okay.  And so you're telling me that, even though it doesn't say it here, you took out the two generators that are not NQS generators; correct?


MR. YAUCH:  And it's a conservative assumption because those units can participate in the real-time GCG program but they don't always, for very particular reasons that are related to operational characteristics of those units --


MR. DUFFY:  Okay.


MR. YAUCH:  -- so we don't actually want to put a financial impact to something they are not doing.  But they could be impacted by the MRP amendments, just not in this number.


MR. DUFFY:  Okay.  I said to you there are three significant assumptions that I think you need to make.


MR. YAUCH:  Mm-hmm.


MR. DUFFY:  So significant assumption number one is that all NQS generators would have the same operational parameters as the proxy generator in Appendix B for the extrapolation to work; correct?


MR. YAUCH:  The proxy generator is there to provide an average impact to the group as a whole.  As we stated yesterday, the economic barrier that's being introduced in the three-part offers adds a cost to the entire class.  So, if you go in our report, we provide a very simple economic merit order graph.  In that graph, what you would do is:  Let's say resource 6, that represents an NQS generator, the class as a whole; that whole resource would move up because they're now facing a whole new cost barrier that they're not facing today.


And that's the point, is that we're trying to show that, as a class, they all move up, but the impact for them will all be a little bit different.  Based on your comments, yes, they have different operational and financial parameters and characteristics, but they will all be impacted to some extent, and so that's what the proxy generator is trying to capture.


MR. DUFFY:  Right.  But, because you didn't collect the actual information and haven't presented it, you don't know that the proxy generator truly represents the average; correct?


MR. YAUCH:  It is not a mathematical average, but it is a representative unit of the NQS Generation fleet.


MR. DUFFY:  Right.


MR. YAUCH:  Obviously, there are differences.

MR. DUFFY:  Would you agree with me then, given that, that there should be a margin of error, one might say --


MR. YAUCH:  Yeah, I'm not going to live and die by $21,013,660.  It could be $661, to your point.  It could be $559.  There is going to be somewhat of a range, but it is there to represent an average impact across the fleet as a whole.

MR. DUFFY:  And could you -- I mean, I assume the margin of error is not $2.  Can you tell me where I would look in your report to find what --


MR. YAUCH:  The report does not include a margin of error, no.

MR. DUFFY:  Okay.

MR. YAUCH:  Nor should I say that the benefits case the IESO, the 190 million, nor does it provide a margin error, nor does the MSP report in 2016 that states a $40 million impact for the GCG program provide a margin error.  Everyone knows that when you do a financial analysis, any sort of analysis on the electricity grid, it is approximated because the grid is complicated.  There is a million different data points every five minutes.  So you have to, in some extent, put your number there knowing that there are a lot of variables at play.

MR. DUFFY:  Mr. Yauch, let's move on to significant assumption number 2, which is that it has to assume that the Dawn spot price for gas, which is what you used in Appendix B, is the right input for all of these resources; correct?

MR. YAUCH:  That's correct.  That's what we used in the analysis.

MR. DUFFY:  Right.  And that was an input to the incremental energy offer we saw in Appendix B; correct?

MR. YAUCH:  That's correct, yeah.

MR. DUFFY:  Okay.  And you acknowledged at the technical conference when asked by Board Staff it's possible that generators would have different gas supply procurement strategies than just buying spot gas --


MR. YAUCH:  They could have a range of different supply agreements related to gas, yes.

MR. DUFFY:  Okay.  And you admitted that you don't know what those strategies are, and you didn't opine on it, and you didn't ask about the generators; correct?

MR. YAUCH:  It's not relevant to highlight the financial impact to a typical generator.  You can assume that on average the spot price for gas would be representative to the marginal costs.  And I would highlight the fact that, I don't know what I know about contracts, but the spot Dawn price is the driving force in the marginal costs for the generators when they participate in the wholesale market.  So it is a clear anchor to estimate marginal costs for gas fire generation in the Ontario market.

MR. DUFFY:  Would you agree with me, Mr. Yauch, this is another matter that should really have a margin of error specified around it; correct?

MR. YAUCH:  I don't believe so.  I think it aligns with how the contracts themselves deem them to participate in the market.  We're taking a very similar approach, essentially how the proxy generator was deemed to participate in the market.  And that is, in fact, how the contracts are settled.  So, I think it is very much in line with how the market exists today.

MR. DUFFY:  Sorry, Mr. Yauch.  We're not talking about how the contracts are settled.  In the market and in your analysis -- I'm giving you one more chance.  That there -- you know, when one looks at that $140 million figure, there should be a margin of error put in there for the fact that you've made the assumption that the Dawn spot price is the only price that's going --


MR. YAUCH:  And I'm stating that I disagree with that.  That's typically when you look at even MSP reports on markets, they highlight Dawn price, spot prices.  They recognize that there is a whole host of arrangements that an NQS generator can undertake to hedge its gas pricing, but the Dawn spot price is a driving force for marginal costs of gas generation in Ontario.  I don't even think that's really up for dispute.  And, in fact, the contract deems it that way and that's how they're financially settled.

MR. DUFFY:  And can you help me -- it doesn't state anywhere in your report, if I'm correct, that this was the assumption you made, that the Dawn spot price was the right price for all generators over the six years?

MR. YAUCH:  No, I think that's embedded in the analysis that it's used.

MR. DUFFY:  Thank you.  And significant assumption number 3, Mr. Yauch, that I put to you.  In order for the extrapolation to work is that under MRP where one NQS generator does not get a commitment, that commitment will not go to another member of the NQS Generation Group; correct?

MR. YAUCH:  The assumption embedded in the analysis is that there is a financial impact to the proxy generator that will flow to the entire generation class.  There will be times when there will be competition amongst generators and some will take commitments from others, but there is a significant amount of competition within that space.  In one whole group of generators that participate in that space in the merit order now moves this way.  So, we would recognize that all NQS generators would have an impact, but the impact would vary amongst them based on their heat rates and start-up costs and MGBRT and all the sorts of things that we've spoken about.  But in general, the entire class will be impacted and that's what the proxy generators is intended to capture.

MR. DUFFY:  Mr. Yauch, let's be clear on this.  If we took your example, let's say, from Appendix B and that commitment was lost by that proxy generator but was picked up by one of the other generators --


MR. YAUCH:  No, the analysis in Appendix B shows that no NQS generator with similar characteristics as that one would have been picked up.  That's what it shows.

MR. DUFFY:  So, Mr. Yauch, I think we agreed it was a fictional commitment.  But for the purposes of an extrapolation you need to account for the fact that one of the other members of the group could have picked up that commitment; don't you?

MR. YAUCH:  We do not.  If you assume that the average characteristics of the fleet are similar to the proxy generator, then it is not, none of them are committed.  So, if you go back to Appendix B and we look at it, you look at pricing.  In most hours the proxy generator is not actually economic on a marginal cost basis.  So, therefore in those hours it may be more optimal to dispatch maybe a higher marginal cost resource just for those one or two hours.  And that's kind of what MRP is getting at and, in fact, I think the IESO confirms it, that there will be times when more efficient dispatch won't capture NQS generators because they have a higher start-up cost.  And that's now being captured in three-part offers.

MR. DUFFY:  Now, Mr. Yauch, yesterday during your examination you acknowledged that there will be interclass competition amongst the group; correct?

MR. YAUCH:  The NQS generators compete just like everyone else.

MR. DUFFY:  Right.  They are -- I mean, even on Appendix A they are --


MR. YAUCH:  We don't want to speak that, yes.

MR. DUFFY:  Yeah, of course they are; right?  And yet, Mr. Yauch, you've assumed that over six years when one of those generators loses a commitment, it will not be picked up by one of the other generators on the list; isn't that correct?

MR. YAUCH:  There will be times that will probably happen, but on average this analysis assumes that the overall impact to the class is this.

MR. DUFFY:  So, Mr. Yauch, I agree with you that it will probably happen.  What my point is that your math doesn't allow for it to happen once, twice, 10 times, a hundred times; isn't that correct?

MR. YAUCH:  The math is intended to show that the class as a whole faces a new cost structure when competing for commitments.  And on average, when you apply that to the class, their overall reduction is X.  And I want to highlight, again, the 2019 benefits case, 1 in 6, that's a 16 percent reduction, those are inefficient commitments that ostensibly won't happen anymore.  That is almost exactly what our analysis shows.  It is very similar.  And if you go to the next -- I think it's the next page, we talk about the number of run hours.  It's almost the exact same.  There is no massive difference between what we're saying for the proxy generator as represented by the class, as what the IESO's own analysis did.

MR. DUFFY:  Mr. Yauch, I think you're not answering my question.  My question is:  In your math the implicit assumption is that it never happens; correct?

MR. YAUCH:  The math is the assumption the proxy generator represents the class.  That is what the math shows.

MR. DUFFY:  Right.  And therefore you have no input in your math, your fairly simple extrapolation, that would allow for the positive impact if one of the other generators was to pick up that commitment; right?

MR. YAUCH:  Because the math will show that that will happen sometimes, but it will not -- on average the impact will be X, which is what we have in our report.

MR. DUFFY:  Right.  And when I asked you at the technical conference sometimes you declined to give me any estimate whatsoever as to how often that would occur; correct?

MR. YAUCH:  That's right.

MR. DUFFY:  All right.  So, you're sitting here today you cannot speculate on how often over that six-year period one NQS generator would have replaced another on a commitment; correct?

MR. YAUCH:  That's correct.  And the reason is that there is a lot of different players in that space and it's not clear how they would react if all of their competitors in terms of gas-fired units all had a new cost structure.

MR. DUFFY:  Okay.  And I think we can agree, Mr. Yauch, that it wouldn't have been zero; correct?

MR. YAUCH:  I'm not sure I would agree with you on that.  But you can make that assumption.

MR. DUFFY:  Mr. Yauch, if it happens sometimes --


MR. YAUCH:  It may happen.

MR. DUFFY:  -- that means it's not zero; correct?

MR. YAUCH:  I don't have a number for it.  But I'm not sure I'm going to agree to your number of zero, but...

MR. DUFFY:  I'm giving you the benefit of the doubt.  It's anything above zero, Mr. Yauch?

MR. YAUCH:  Your assumption is that it's going to be completely replaced and I don't agree with that.  And I think the assumption is that there will be times when commitments will be replaced by one NQS generator -- and this may not even be captured in this number -- but on average the class as a whole will experience a decline in commitment and dispatch and net margin.

MR. DUFFY:  Sorry, you said the assumption I'm making is that it's always replaced.  I'm not making any assumptions.  I'm asking you about your analysis.  But if it was always replaced, let's work with that, you would agree with me that then the impact would be zero; correct?

MR. YAUCH:  If every single -- I mean, you wouldn't even be able to meet that amount of demand, so I think it would be hard to say it would be zero.  So, I don't think it would be 100 percent of times there would be -- it would be replaced by another NQS generator, I don't think that's possible.

MR. DUFFY:  If it were 50 percent of the time, then the $140 million would have to be reduced by 50 percent?  Is that correct, Mr. Yauch?

MR. YAUCH:  One can make those assumptions.

MR. DUFFY:  Okay.  And again, you just have no view on what that right number is.  Correct, Mr. Yauch?

MR. YAUCH:  I'm not going to postulate on how competition would play out amongst other resource types that are not in NQS generators.

MR. DUFFY:  Just to be clear, Mr. Yauch, you didn't state this assumption in your report.  Correct?

MR. YAUCH:  The assumption is based on a proxy generator, and it very clearly lays out how we change this dispatch and cost structure based on these price points.  So we have talked about this at the technical conference, I believe.  We didn't run a full dispatch model that rebids and offers every single other market participant.

MR. DUFFY:  Mr. Yauch, can you show me in your report where this assumption is stated?

MR. YAUCH:  Well, it walks through here that -- how we dispatched the proxy unit.  And that is my representation of how we did the analysis.

MR. DUFFY:  Mr. Yauch, it is a very specific question.  And you can either admit that it is not there, or we can stand here and you can try to pretend otherwise.  Show me in the report where it says that.

MR. YAUCH:  We do not ever lay out that there is a full dispatch of the system; so we are clear on that, that that was not the intended.  The point to this exercise, the point was to approximate the financial impact of an NQS generator.

MR. DUFFY:  Thank you, Mr. Yauch.  So on that basis, if the Board were to conclude -- and I will read what's written in paragraph 18, that:

“The market impact of the MRP amendments across the entire generation group would be more than $140 million over the six-year time frame, or more than $23 million annually."

If it were to reach that conclusion, would you agree with me that it would have to be subject to the assumptions we have discussed today?

MR. YAUCH:  It would have to be to subject to the fact that the proxy generator would be representative of the class as a whole.  And so this is the impact that you would extrapolate across the class.

MR. DUFFY:  Yes, but I want to be clear:  The three assumptions that we have discussed, and I believe you agreed to all three of them, it would have to be subject to those three assumptions.  Correct?

MR. YAUCH:  One would be the Dawn price.

MR. DUFFY:  Yes.

MR. YAUCH:  What's the first one?

MR. DUFFY:  That they all have the same operational parameters, that the Dawn price is the right input for all of these resources, and that one NQS generator doesn't take a commitment when one of them is --


MR. YAUCH:  The only dispute I would have on that is the first one, that it is supposed to be a representative unit of the class.  So basically, it's on average, what the class would experience.  But, at a high level, those assumptions would be correct.  Yeah.

MR. DUFFY:  Okay.  Thank you.  Thank you, Mr. Yauch, those are my questions.  Mr. Zacher is going to conclude with just a few questions for the panel.  Thank you.

MR. ZACHER:  Thank you.
Cross-Examination by Mr. Zacher


MR. ZACHER:  Mr. Yauch and Mr. Chee-Aloy, I just have a couple of areas that I just want to touch on.

Mr. Yauch, you had said in your report and repeated it yesterday during the examination-in-chief responses to Mr. Boyle that NQS resources will be financially impacted by the MRP amendments because that portion of NQS resources who offer in the pre-dispatch time frame participate on an incremental energy-offer basis today but, going forward, will be able -- will be required to participate on a three-part offer basis.  Correct?

MR. YAUCH:  That's correct.

MR. ZACHER:  And you characterize that as erecting an economic barrier in the future that does not exist today?

MR. YAUCH:  Correct.

MR. ZACHER:  Okay.  And just to test that proposition, today NQS resources who participate in the day-ahead time frame, so that's in the day-ahead commitment process, they are able to submit three-part offers; is that right?

MR. YAUCH:  They can submit three-part offers in DACP.  Yes.

MR. ZACHER:  Right.  But they don't have to.  If they wanted to, they could submit incremental energy offers only?

MR. YAUCH:  That's correct.  And I believe there is an undertaking to see how many people do that, and I think it was negligible.  But I don't think there is an actual number anywhere.

MR. ZACHER:  Right.  And tomorrow, so in the MRP world, in the day-ahead time frame which will be the day-ahead market, NQS generators will continue to be able to submit three-part offers in exchange for a cost guarantee.  Right?

MR. YAUCH:  That's correct.

MR. ZACHER:  And again, they don't have to.  If they want to, they can simply submit energy-only offers?

MR. YAUCH:  As I have stated, that would be economically nonsensical.

MR. ZACHER:  Okay.  In any event, there is no change between today and tomorrow in that respect, when we are talking about the day-ahead time frame?

MR. YAUCH:  They both include three-part offers, but they are real design changes between those two that are important to understand.

MR. ZACHER:  Okay.  So let me just isolate it in this respect, that both today and tomorrow, NQS generators in the day-ahead time frame are able to offer in based on three-part offers.  Right?

MR. YAUCH:  That is correct.

MR. ZACHER:  And in both cases, that is not mandatory.  They can do it if they want to get a cost guarantee, but alternatively, they can simply submit energy-only offers.  Correct?

MR. YAUCH:  Correct.  Can I qualify that slightly, only because in the future market, the DAM, the D-A-M, the day-ahead market, they are now -- that is not a use for the settlement of their contract, and their contract does not include that; it includes just incremental energy offers.  So the cost guarantee can protect them from some of the risk of that.

MR. ZACHER:  Okay.  In the pre-dispatch process --


MR. YAUCH:  Yeah.

MR. ZACHER:  -- so again, in the tomorrow time frame, the MRP time frame, NQS generators will also be able to submit three-part offers.  They can't do that today, but they'll be able to do that going forward.  Right?

MR. YAUCH:  That's correct.

MR. ZACHER:  But again, they're not -- that's not mandatory.  They can participate in the pre-dispatch time frame, like other generation resources, and simply submit energy-only offers.  Right?

MR. YAUCH:  Again, that would make very little economic sense.  One, they could be operating on a loss because they wouldn't have -- cover their start-up costs.  So you would be asking them to operate, take a huge risk that no other resource would be taking.

And second, today, they are deemed to operate on an incremental energy cost, and it is assumed that they get their start-up costs recovered from the real-time GCG program.  So that is accounted in how they participate in the market.  So --


MR. ZACHER:  Sorry, and when you say "deemed," you're talking about contracts?

MR. YAUCH:  Contracts, yeah.

MR. ZACHER:  Okay.  So just leave that aside for a moment.

MR. YAUCH:  But that, you can leave the contract aside in terms of we don't need to talk about the contract.  But you can't leave to the side the financial incentive that the contract has, to them, in how they participate in the wholesale market.  It's a very important part of it.

MR. ZACHER:  Okay.  So step back for a moment.  You said that it wouldn't make sense to submit on an energy offer-only basis, because they wouldn't be able to recover their start-up costs and their speed no-load costs.  Right?

MR. YAUCH:  They would face a risk that they wouldn't recover it.

MR. ZACHER:  They would face a risk.  And so the purpose of the commitment and cost guarantee program is that it gives NQS generators the option of submitting three-part offers in exchange for which the IESO guarantees that they will be kept whole to their costs in the event that the market revenues that they earn are not sufficient to cover their costs.  Correct?

MR. YAUCH:  Their start-up costs.  Correct, yeah.

MR. ZACHER:  So that is an option that is available to NQS generators that is not available to any other generators.  Correct?

MR. YAUCH:  Yes.  No other generator has a similar cost structure.  That's why it was designed for them.

MR. ZACHER:  And that proposition is correct, today?

MR. YAUCH:  That they have this program that other people do not?

MR. ZACHER:  Yes.

MR. YAUCH:  Yes.

MR. ZACHER:  And that will be the case, going forward?

MR. YAUCH:  Correct.

MR. ZACHER:  Okay.  And again, this case is not about contract impacts.  But from a market perspective, going forward, NQS generators will in all time frames, day-ahead, pre-dispatch, have the option of submitting three-part offers in exchange for which they have -- they get a cost guarantee?

MR. YAUCH:  That's correct.

MR. ZACHER:  Or they can choose to submit energy-only offers, participate on the same basis as all other generators, in which case they won't get a cost guarantee.  Correct?

[Witness panel confers]

MR. YAUCH:  So, when you say "incremental energy offer only," are you saying just your marginal costs of a unit of energy or are you saying that they can participate today in an incremental energy offer that would include their start-up costs?

Because I think those are two different things.  In the IESO's evidence, they say:  Well, they can participate today; they can just include all their start-up costs in their energy offer, and they can be dispatched that way.

But that would put them at a severe competitive disadvantage, and it would totally misalign with how they are financially incented to participate in the contract.  So I think it is a very important distinction.  What you are asking is:  Are they just going to include their marginal costs of energy, in which case they would bear the full risk of recovering start-up costs through net market revenues, or are they going to include all that in their energy offers?

MR. ZACHER:  So I'm just using the words, Mr. Yauch, that you used yesterday.  I'm looking at page 120 of the transcript, line 20:
"An NQS generator typically participates on an incremental energy offer basis[..]"

So I take it that you knew what you were talking about when you used the term "incremental energy offer basis."

MR. YAUCH:  So, when I referred to "incremental energy offer," I'm referring to marginal costs --


MR. ZACHER:  Okay.

MR. YAUCH:  -- of a unit of energy, but, when the IESO in their evidence says they don't have to, they can include whatever they want in that bucket.  And I think that is a very clear distinction that we need to talk about because, had you included your start-up costs in your energy offer, you would have a much higher energy offer than --


MR. CHEE-ALOY:  Well, I think --


MR. ZACHER:  And all other, all other generators -- because your point is that NQS generators are treated differently.  All other generators submit energy-only offers, and they're responsible for ensuring that those energy-only offers are sufficient to recover all of their marginal costs; correct?

MR. YAUCH:  That's correct.

MR. ZACHER:  Sorry, what's the answer to that question?

MR. YAUCH:  When other participants, all participants put an incremental energy offer on the market, it is supposed to be reflective of their marginal costs.

MR. ZACHER:  Right.

MR. YAUCH:  In the IESO's reply evidence, it says:  That doesn't have to be the case; you can include start-up and speed-no-load.

The point we're making is to do that (a) would put you at a competitive disadvantage, and (b) would be severely economically disadvantageous because you're deemed to participate in the market --


MR. ZACHER:  So let's --


MR. YAUCH:  -- [audio dropout] --


MR. ZACHER:  -- [audio dropout]  Let's leave the deemed contract part of it out of it.

MR. YAUCH:  No, no, because -- you don't have to talk about the contract.  We have to talk about the financial incentives that you use to participate, the same way that, when you talk about hydro, there are things like hydroelectric incentive mechanisms.  They're important to understand that the way you participate in the market, there are driving, motivating factors.  And one of those is how the contract deems you to participate, so you follow that deemed structure in your energy --


MR. ZACHER:  Let's just --


MR. CHEE-ALOY:  If I may, the reality is, that's nonsensical from the IESO's point of view and for market efficiency.  I mean the cost program -- whether it's offer guarantee or cost guarantee, it's there to, one, schedule and commit NQS generators commensurate to their operational characteristics, as broken out by three distinct costs.

The calculation engines, whether it's day-ahead or pre-dispatch, real-time, optimize that for a least-cost solution.

If an NQS generator were to submit a one-part offer, they would naturally include all of their costs.  And that's my colleague's point, Mr. Yauch, pricing themselves out of the market potentially, especially considering in the Market Renewal Program in the day-ahead market.  Unlike today, imports can set price in the day-ahead.

MR. ZACHER:  Okay.  I understand the --


MR. CHEE-ALOY:  And, furthermore, we're going through this in real time right now.  I'm out in Calgary all the time because the Alberta system operator is restructuring their entire market, and they're actually proposing something similar to what you're postulating, and our math shows that it is going to be massively expensive to the Albertan customers.

So this whole optionality of a non-quick start generator having the option, sure, they do, but in practicality that's not the best solution, and that's why it doesn't really happen.

MR. ZACHER:  Okay.  Let's just break it down this way.  All other generators, as you say in your evidence, Mr. Yauch, submit energy-only offers; correct?

MR. YAUCH:  Correct.

MR. ZACHER:  And they're scheduled and dispatched based on that; right?

MR. YAUCH:  Correct.

MR. ZACHER:  And it's their responsibility to ensure their energy-only offers are sufficient to recover all of their marginal costs; right?

MR. YAUCH:  They're supposed to be reflective of marginal costs, correct.

MR. ZACHER:  And today and going forward, NQS generators if they want can compete on that same basis; they can submit energy-only offers in the day-ahead and the pre-dispatch time frame; right?

MR. YAUCH:  And they would take a financial risk to do so.

MR. ZACHER:  Right, but that's an option?

MR. YAUCH:  Your option is that, in the future, they can take an offer strategy that would be financially disadvantageous.  I'm sort of struggling why one would do that.

MR. ZACHER:  I'm just -- all I'm saying -- okay.

Last question:  Going forward, Mr. Yauch, in tomorrow's market, NQS generators can if they want in both the day-ahead and the pre-dispatch time frame submit energy-only offers, compete on that basis the same as other generators if they wish; right?

MR. YAUCH:  They could take a financially disadvantageous offer strategy, yes.  That is open to market participants.

MR. ZACHER:  Or, alternatively, they can submit three-part offers in both time frames, in which case they receive the associated cost guarantee, and that's an option that they can avail themselves of that is not available to other generators; correct?

MR. YAUCH:  They can recover -- three-part offers, yes, in the day-ahead and pre-dispatch.

MR. ZACHER:  Mr. Chee-Aloy, you were present yesterday, I believe, when Mr. Rubenstein questioned the IESO witnesses.  And -- is that right?

MR. CHEE-ALOY:  I was.

MR. ZACHER:  Okay.  And you recall when he took the IESO witnesses to the application paragraph 9 and went through the specific allegations that the MRP amendments would result in reduced commitments and lower cost guarantees, lower OR revenues, et cetera?

MR. CHEE-ALOY:  Correct.

MR. ZACHER:  And those are all issues that are addressed in Power Advisory's report?

MR. CHEE-ALOY:  Could I see the actual document?  Sorry, I don't have it in my binder.

MR. ZACHER:  Sure.  I mean, Mr. Yauch, if you want to address that --


MR. CHEE-ALOY:  No, I just want to remind myself of what the passage was, what the text was --


MR. ZACHER:  Okay.

MR. CHEE-ALOY:  -- before I answer.

MR. ZACHER:  Are you talking about the application or the --


MR. CHEE-ALOY:  No, you referred to Mr. Rubenstein referring to something from our application.  I think it was paragraph 9; correct?

MR. ZACHER:  Right.

MR. CHEE-ALOY:  I just want to see it.  I don't have it in front of me.

MR. ZACHER:  Sure.  Can we -- I don't know if --


MS. DJURDJEVIC:  While we are looking for that and once it's put to the witnesses, can we please make it an exhibit for identification purposes, just to keep track of it.  That is the NQS application.  We'll make Exhibit 3.1 for identification.

MR. DUFFY:  Well, sorry, that was actually part of the compendium we marked as an exhibit yesterday, so I am not sure that it needs to be marked separately, Ms. Djurdjevic.

MS. DJURDJEVIC:  No, it doesn't.  All right.

COMMISSIONER MORAN:  Is Mr. Chee-Aloy looking for the transcript or the application?  I’m not sure.


MR. CHEE-ALOY:  I think Mr. Zacher was referring to the application, paragraph 9 that's up there.  Is that correct?

MR. ZACHER:  That's right.

MR. CHEE-ALOY:  Thank you.

MR. ZACHER:  Thank you.  So you recall that Mr. Rubenstein took the witnesses to this paragraph and went through the harms that are, the alleged harms that are, itemized in paragraphs -- I think it is 9(a) through 9(d).

MR. CHEE-ALOY:  Yes.

MR. ZACHER:  Okay.  Just a question:  Did you help draft the application, Mr. Chee-Aloy, or did your firm?

MR. CHEE-ALOY:  No.

MR. ZACHER:  Okay.  And the alleged harms that are set out in the application, those are also included in your expert report.  I don't think we need to go to it --


MR. CHEE-ALOY:  Yes.

MR. ZACHER:  -- you've also said that the amendments will result in reduced commitments, et cetera?

MR. CHEE-ALOY:  Mm-hmm, correct.

MR. ZACHER:  And you will recall that Mr. Rubenstein also took the witnesses to the -- I guess it was the memo that documented the technical panel's endorsement, unanimous approval of the MRP rule amendment package?

MR. CHEE-ALOY:  Correct, yes.

MR. ZACHER:  And he noted that there were no expressions of dissent by any of the technical panel members or any qualifications with respect to the amendments being unjustly discriminatory or contrary to the purposes of the act.  Do you recall that?

MR. CHEE-ALOY:  I do.

MR. ZACHER:  And he asked the IESO witnesses whether those same sentiments with regards to unjust discrimination or the amendments being contrary to the purposes of the act wherever addressed as part of the technical panel or the broader stakeholder process, and Mr. Nusbaum said that that definitely was never raised and definitely not a material issue; do you recall that?

MR. CHEE-ALOY:  I do recall that.

MR. ZACHER:  Okay.  And you're aware that the IESO as part of its OEB licence application obligations is upon the filing of a market rule review required to file relevant documents relating to the underlying market rule amendment process; right?

MR. CHEE-ALOY:  Yeah, I'm generally familiar with that.

MR. ZACHER:  Okay.  And that includes -- and I'm just reading from the licence, section 6.3:
"All written submissions received by the IESO with respect to the market rule amendment process..."

You'd be familiar with that?

MR. CHEE-ALOY:  Yes.

MR. ZACHER:  And:
"Minutes, notes, and relevant materials from all stakeholder meetings, including all meetings of the IESO strategic advisory committee and all meetings of the IESO's technical panel concerning the market rule amendment proposal..."

MR. CHEE-ALOY:  Okay.

MR. ZACHER:  You're familiar with that?

MR. CHEE-ALOY:  Yeah.

MR. ZACHER:  "A list of all materials tabled before
the board of directors of the IESO in conjunction with the rule amendment process and a copy of all such materials other than those already captured above."

Yes?

MR. CHEE-ALOY:  Mm-hmm.

MR. ZACHER:  Thank you.  And you'll appreciate that nowhere in the hundreds or thousands of pages of materials filed by the IESO are any of the allegations that are featured in the application noted?

MR. VELLONE:  Can I interject briefly?  And I'm struggling, candidly, on the relevance of this line of questioning, given the IESO was fairly adamant that we not get into the process and stakeholder consultations and that entire process that led up to the approval of the market rule amendments.  I'm not sure why one set of rules applies to the applicant and a different set of rules on relevance applies so...

MR. ZACHER:  I agree in principle with Mr. Vellone's comment.  He is correct, and I do not intend to go through this in any detail.  I will very quickly get to the point which has to do with the substantive challenge to the rule, not process issues.

PRESIDING COMMISSIONER DODDS:  Is that acceptable, Mr. Vellone?

MR. VELLONE:  Keep it short.  I'm having a hard time on relevance here.

PRESIDING COMMISSIONER DODDS:  Thank you.  You may proceed.

MR. ZACHER:  I guess my question, Mr. Chee-Aloy, is that if the allegations of the NQS generators are that this entire market rule package, which has been stakeholdered and under consideration for five-plus years, is unjustly discriminatory, is there a reason that you're aware of, of why that was never raised with the IESO as part of the MRP rule amendment process and was only being surfaced for the very first time in this review proceeding?

MR. VELLONE:  I don't understand how that's relevant.

MR. ZACHER:  Well...

[Board Panel confers]

PRESIDING COMMISSIONER DODDS:  The Panel feels it does not need to get into the process.  And, Mr. Vellone, we will -- we don't need that for this particular proceeding.

MR. ZACHER:  Thank you, Mr. Chair.  Those are my questions for the Panel.  Thank you.  And those complete all of our cross-examination.

PRESIDING COMMISSIONER DODDS:  Thank you very much.  The School Energy Coalition, Mr. Rubenstein, are you  prepared?

MR. RUBENSTEIN:  I am.

PRESIDING COMMISSIONER DODDS:  Thank you.  You may proceed.
Cross-Examination by Mr. Rubenstein


MR. RUBENSTEIN:  Good morning, Panel.  Maybe the best place to start is if we could pull up your report at page 1, sorry, page 5.  This is the first page of the report.  You go to paragraph 1 which I think is a couple of pages back.  Just use that as a backdrop.

I just want to make sure I understand the task.  And as I understand your expert report and our discussions at the technical conferences and your discussions yesterday with my friend Mr. Duffy, you were retained by the NQS generators group to look at the financial harm to those companies, non-quick start natural gas generation facilities that would happen as a result of the MRP amendments; do I have that correct?

MR. CHEE-ALOY:  That is correct.

MR. RUBENSTEIN:  And by that, as I understand it, you looked at the situation of NQS generators under the current Market Rules and then you compared it to the market rule amendments implementing the Market Renewal Program; is that correct?  Do I have that right?

MR. YAUCH:  That's correct, yeah.

MR. RUBENSTEIN:  And I'm not sure if the report explicitly defines financial harm, but as I read it, you defined financial harm as the expected reduction in margin due to the implementation of the MRP amendments as compared to the current Market Rules; do I have that right?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  And more explicitly marginal cost of generation in the market as compared to the revenues it receives under --


MR. YAUCH:  Repeat that?

MR. RUBENSTEIN:  Sure.  And more explicitly it's looking at the difference between the marginal costs for NQS generators when they generate in the market as compared to revenues it would receive under the Market Rules.

MR. YAUCH:  Net margin would account for their marginal costs versus the revenues, so I think that's --


MR. RUBENSTEIN:  I think we're saying the same time thing.

MR. YAUCH:  I think so, yes.

MR. RUBENSTEIN:  Okay.  And when we talk about margin we're talking about profit; correct?

MR. YAUCH:  Correct.

MR. RUBENSTEIN:  And by your definition of financial harm, you conclude that NQS generators will be financially harmed by the amendments; correct?

MR. YAUCH:  Correct.

MR. RUBENSTEIN:  And by that you mean as compared to the current Market Rules, NQS generators' net margins or profit will be lower?

MR. YAUCH:  Correct.

MR. RUBENSTEIN:  And you also discuss in your report and places in your report how the amendments will cause greater harm or a risk of harm to NQS generators that are different than other generators; do I have that right?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  But with respect to that aspect of the report, you don't quantify the differences in harm, you just provide a qualitative assessment?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  Now, we talked about this at the technical conference, but you were not asked and you didn't opine on the justness, reasonableness, appropriateness of the MRP market rule amendments; correct?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  And you were not asked and you did not opine if the amendments were inconsistent with any purposes of the Electricity Act; correct?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  Now, this may be self-evident, but can we agree that the Market Rules govern how participants behave and how the IESO will administer the wholesale market?

MR. CHEE-ALOY:  Agreed, correct.

MR. RUBENSTEIN:  And we can agree, at a high level, that the purposes of the IESO-administered market, or really any electricity market, is to match supply and demand at the most efficiently and cost-effectively; correct?

MR. CHEE-ALOY:  Correct.

MR. RUBENSTEIN:  And when the IESO makes an amendment to its Market Rules, can we agree that it should be doing so in a way that furthers that purpose?

MR. CHEE-ALOY:  Correct, there are criteria.  Yeah.

MR. RUBENSTEIN:  And maybe with the exception of a market rule that addresses some type of administrator or reporting requirements, changes in the Market Rules will, or risks, having financial impact on some market participants; correct?

MR. CHEE-ALOY:  They can, yes.

MR. RUBENSTEIN:  And, in fact, some market participants will either be or have -- financially be or have a risk of financially being better off and some will be worse off by changes in the market rule amendments?

MR. CHEE-ALOY:  Correct.

MR. RUBENSTEIN:  And, in fact, it's not just it may.  I mean, by definition, any non-administrative or reporting will involve at least the risk of market participants being -- some being better off or some being worse off.  Fair?

MR. CHEE-ALOY:  That's fair.  I mean, obviously, electricity markets are extremely complicated.  The power system is extremely complicated.  In my experience, there is always -- not always, but a lot of the times there are unintended consequences.

MR. RUBENSTEIN:  Well, it may not be unintended; maybe it is an intended consequence.

MR. CHEE-ALOY:  At times, yes, to address a certain aspect.  I agree.

MR. RUBENSTEIN:  Some will financially benefit, some will financially be harmed.  Fair?

MR. CHEE-ALOY:  With some amendments, yes.

MR. RUBENSTEIN:  Well, can you think of any amendments that deal with the operations of the market that aren't in the administrative or, you know, reporting requirements, something like that, that there at least isn't the risk that that would happen?

MR. CHEE-ALOY:  Well, there is a lot of rules in Chapter 5 that deal with reliability of the power system.  And the IESO is also the reliability agent as a member of the Northeast Power Coordinating Council, or NPCC.  And there are rule amendments there that could have economic impacts, and it could actually help or hurt collective, specific classes as defined in the Market Rules of the market participants.  There are all sorts of ways that the rules can have implications.

MR. RUBENSTEIN:  And the market participants don't just include generators; they include loads, either those that --


MR. CHEE-ALOY:  Yeah.

MR. RUBENSTEIN:  -- are responsive to the market, or those that are dispatchable and those that are not.  Correct?

MR. CHEE-ALOY:  And transmitters and -- yeah.  Agreed.

MR. RUBENSTEIN:  And the magnitude may be different in this case, but the fact that some market participants may end up being better off or worse off under the Market Rules isn't specific to this application, correct, that idea?

MR. CHEE-ALOY:  Correct.

MR. RUBENSTEIN:  And if a change to the Market Rules couldn't adversely affect a market participant, then we wouldn't really have very many market rule amendments.  Fair?

MR. CHEE-ALOY:  Well, again, there is a whole other aspect to the market that deals with the power system, and there are a lot of rule amendments that deal with just that, without financially impacting a participant in the market.

MR. RUBENSTEIN:  But if we think of the major market rule amendments that have occurred in the last, let's say, decade, you would agree that if essentially the test was there could not be financial harm, we wouldn't have many changes to the Market Rules, any substantive changes to the Market Rules.  Fair?

MR. CHEE-ALOY:  I agree with your -- I agree, directionally.  Right?  I mean, I think it's very case by case.  I am not being elusive or defensive, just based on my experience that way, having gone through lots of Market Rules, it's not as clear cut as that.  But directionally, I understand.

MR. RUBENSTEIN:  And the Market Surveillance Panel and the Auditor General, if they have determined that there is a problem with the current Market Rules, if the rule was that if it adversely affected a market participant, we couldn't change the Market Rules, then really, most of its recommendations couldn't be implemented.  Correct?

MR. CHEE-ALOY:  Yeah.  They have a mandate to recommend changes to design rules.  Correct.

MR. RUBENSTEIN:  And so if the test was that there could not -- the impact of a market rule amendment could not financially impact or risk impacting a market participant, then most of their -- most of, and maybe all of their recommendations as it relates to the IESO market, could not be implemented.  Correct?

MR. CHEE-ALOY:  So yeah, I -- again, I agree, directionally.  When a case is made that a certain rule amendment is required, or a design change, and it results in a financial implication to a market participant, that certainly is part of what I think everyone understands.  Yeah.

MR. RUBENSTEIN:  Now, the report discusses at length compared to the existing Market Rules under the MRP amendments, NQS generators will receive less in guaranteed payments --


MR. CHEE-ALOY:  Mm-hmm.

MR. RUBENSTEIN:  -- as a result of the movement from the Real-Time Generation Cost Guarantee program to the new real-time generation offer guarantee.  Correct?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  And now, the existing Real-Time Generation Cost Guarantee program ensures that NQS generators who are committed in pre-dispatch do not lose money.  Correct?

MR. YAUCH:  It ensures they are made whole for their start-up costs.  Yes.

MR. RUBENSTEIN:  Is there a distinction that I have said?  Or?

MR. YAUCH:  That is how it is defined in the manual.  I just want to stick to that; that is the language, that it makes them financially whole to their start-up costs.

MR. RUBENSTEIN:  Well, I understand that's maybe what it says, but I am putting a proposition to you.  I just want to make sure that we're talking -- we mean the same thing.  Meaning that's the same thing, that they don't lose money on that --


MR. YAUCH:  Ostensibly, they would not operate at an economic loss under -- if they were fully recovered for their start-up costs.  Yes.

MR. RUBENSTEIN:  And as we -- I think you have discussed it recently with Mr. Zacher, that is a program that only exists for your NQS generators.  Correct?

MR. YAUCH:  Yes.

MR. RUBENSTEIN:  And as I understand the original history of the program, and I believe the IESO spoke a bit about this in its chief, was there were specific issues, post-market opening that, due to technical limitations of NQS generators, they needed a financial incentive to be available when the system needed them?

MR. YAUCH:  Yes.  Without -- I don't really -- we don't need to go into the history, but we will just leave it there, yes, on why the Spare Generation on Line program was created.  I don't know if you want more colour on it, but I think --


MR. RUBENSTEIN:  Well, generally, that's my understanding --


MR. YAUCH:  Generally, yes.

MR. RUBENSTEIN:  -- of the sort of how they -- how this all began.  Is that your understanding, as well?

MR. YAUCH:  Yeah.  They could suffer a loss, and so the Spare Generation on Line was there to make them whole for their start-up costs, to make sure they didn't suffer a loss when they started up.

MR. RUBENSTEIN:  Now the new real-time generator program is also available, only to NQS generators?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  And it will also ensure that NQS generators who commit in pre-dispatch do not lose money.  Correct?

MR. YAUCH:  They don't operate at a loss.  Yes.

MR. RUBENSTEIN:  And in your report, you reference that no other supply resources will face negative financial impacts of changes to the guarantee programs, like the NQS generators.  Do I have that right?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  But you would agree, no other resource has the program to begin with.  Correct?

MR. YAUCH:  I think the point of that comment is to suggest that no one else is facing a financial risk to a change in program that applies to their resource class.  So no one else is facing the similar financial risk in terms of how they are compensated in the wholesale market, today, compared to the future.

MR. RUBENSTEIN:  But just to what I said:  But you would agree, no other resource has such a program to begin with?

MR. YAUCH:  That's correct, yeah.

MR. RUBENSTEIN:  Okay.  Let me ask you about the move to the single-schedule market, which will involve the elimination of CMSC payments.  My understanding of your evidence is you will believe this will cause financial harm to NQS generators.  Do I have that right?

MR. YAUCH:  It's a financial risk, but we don't include it in our quantitative analysis.

MR. RUBENSTEIN:  And as I understand, it's not only NQS generators who will be scheduled via single-schedule market and the elimination of CMSC payments.  Correct?

MR. YAUCH:  Correct.

MR. RUBENSTEIN:  That applies uniformly to all supply resources.  Correct?

MR. YAUCH:  That's correct, and loads -- suppliers and loads.

MR. RUBENSTEIN:  And now, with respect to the market power mitigation framework, as I understand your view is that this will have a risk of a negative financial impact on NQS generators because the new ex-ante review that involves a review of wholesale -- a whole [audio dropout] financial and operational parameters.  Correct?

MR. CHEE-ALOY:  That's correct.

MR. RUBENSTEIN:  As I understand it, the ex-ante review is a review that occurs as part of either right before or part of the calculation engine, and that's not specific to NQS generators, correct?  All generators will have that review done.  Correct?

MR. CHEE-ALOY:  Correct.  All generators, yeah, are subject to market power mitigation, but dispatchable, once.

MR. YAUCH:  And just to be clear, there are multiple passes in the calculation engine, and one of them incorporates market power mitigation, which is where it occurs.

MR. RUBENSTEIN:  And as I understand, your view that this is unfair, this has a different impact on NQS generators because the number of parameters that is considered part, the ex-ante or ex-post review for NQS generators is larger and longer than for other resource types.  Correct?

MR. YAUCH:  We stated that it introduces a different financial risk for NQS generators, simply because it -- it gets at every single financial and operational parameter that they have is subject to mitigation.

And when we looked at other resources, particularly hydro, there is a number of operational parameters that it can include in the calculation engine that is not subject to mitigation.  That is essentially what is going on with the difference in financial risk facing the two.

MR. RUBENSTEIN:  And you would agree with me, as a result of the guarantee programs, the multiple-part offers that NQS generators are allowed to make, the technical limitations, MLP, and the minimum runtimes, there are more potential parameters that NQS generators can exercise market power with?

MR. CHEE-ALOY:  As defined in the IESO's market power mitigation framework, being the conduct impact test, yes.  But there are other aspects of market power that the IESO hasn't included in the market renewal program in the rules, to mitigate.

So Mr. Yauch had talked about the parameters that are being afforded to hydroelectric generation.  So I had mentioned yesterday that there are six parameters, five are new.  And understandably, I am not disputing this, that hydroelectric generators, they need to adhere to statute when it comes to water management and things like SEAL, standing for "Safety, Equipment damage, and violation of Applicable Laws."  But, in our view, there are certain parameters there that, if left unchecked, if potentially left unmitigated, could be used to the advantage for those hydroelectric generators to displace production from non-quick start generators and other generators that would be similarly priced in the market supply curve.

MR. RUBENSTEIN:  Just to back up to my question, just so I'm sure of your answer to my question:  Would you agree with me that, as a result of the guarantee programs, the multiple-part offers that NQS generators are allowed to make and the technical limitations that go with that MLP, minimum run times, there are more potential parameters that it can exercise market power with than other resources?

MR. CHEE-ALOY:  As defined in the rules, based on this specific framework the IESO chose, the conduct and impact test, yes; in terms of starts, energy offers, economic withholding, physical withholding, other parameters, yes.

MR. RUBENSTEIN:  Would you agree with me that NQS generators are often the price-setting supply?

MR. CHEE-ALOY:  Along with hydroelectric generation, the two.  When you go back in time, they're both significant.

MR. RUBENSTEIN:  Well, I think, Mr. Yauch, in the report you talk about it being primarily natural gas generators.

MR. CHEE-ALOY:  A higher percentage is natural gas, but there are certain times of the year, there are certain years, where there is more hydro on the margin than NQS generators.

MR. YAUCH:  I think, just to qualify, it is often a price-setting unit, but it often is the basis for other market participants who want to set price utilized in their opportunity cost offers.  So, even if it's not the actual price-setting unit in a given hour, other resources, particularly imports in the future storage and opportunity costs, hydro would utilize the margin costs of an NQS generator to set price.  So if -- we filed, I think in one of the undertakings -- I forget which one -- some of the price-setting units, the amount of hours a certain resource type sets price.  And gas is often 30, 40, 50 percent, but it is not -- there are other participants that also set price.

MR. RUBENSTEIN:  And would you agree with me that NQS generators are often the price-setting supply, especially in periods when there is highest system demand?

MR. CHEE-ALOY:  I don't totally accept that.  That's actually why I brought this out, because I might draw what a supply curve looks like and where hydro prices themselves in the market and in the market going forward, market renewal, where the imports will price themselves and where storage will likely price themselves.

MR. RUBENSTEIN:  And so your view on the hottest day in the summer, it's not natural gas -- it's not NQS generators that are --


MR. CHEE-ALOY:  The hottest day in the summer, everything is running.  I mean, in listening to the testimony provided by the IESO witnesses, they kept referring to NQS generators supplying at peak demand periods.  That certainly has been true, but that doesn't mean that they've been the only resources supplying energy in peak demand periods, and certainly, going forward, that's not necessarily the case.

Of recent history, based on our supply mix in the past, based on demand in certain parts of the year, then the way the market works right now in terms of its design and rules, right, often the IESO will need to manually constrain "on" a non-quick start resource in pre-dispatch to get ready for helping to meet that peak demand.

So, when you're driving in Toronto and it's a hot day and you see the Portlands Energy Centre operating, that's what it is.  But you're not seeing what the hydro may be doing to meet that need, especially depending on what its characteristics are at that point in time, during water availability, things like that.

MR. RUBENSTEIN:  And, while you say there is a risk of financial harm, as related to the market power mitigation framework, disproportionately to NQS generators, you didn't quantify that harm; correct?  We discussed that.

MR. YAUCH:  Correct.

MR. RUBENSTEIN:  So, for example, you didn't go back historically and look at one of your clients or one of the members of the NQS Generation Group and determine based on the new rules how often it may likely be that their bids would have been replaced by a reference point.  You didn't do that?

MR. YAUCH:  No, most of them on contracts are incented to marginal costs, so they wouldn't want to do that totally.  There are some NQS generators that aren't on contract, are maybe on a capacity payment, that may be more willing to participate in pricing opportunities.

MR. RUBENSTEIN:  Well, just to be clear, just back to my question:  You did not go to one of your members, one of the members of the group, and look through, similar to what you've done with other -- in the rest of your report, where you go look at historical data and say:  Well, with the new market power mitigation rules, your offer would have been replaced in this hour and with the reference price, and this is the impact of it?  You didn't do that?

MR. YAUCH:  We did not, no.

MR. RUBENSTEIN:  Why not?

MR. YAUCH:  It's commercially sensitive, for one, in that we wouldn't be able to include that in this report.  B, the group, as far as I can tell, competes against themselves, so I don't know which one of them would give us their offer data compared to others, so there is that issue.  And, C, historical analysis of a market power mitigation framework, that doesn't exist and no one else participates on that basis.  I'm not sure it would provide much utility, frankly, in this report, but that's why we highlight that, in the future, this is a risk.

I would add that we don't know a lot of market mitigation.  In fact, the IESO has not suspended it, but certain elements of it are not going to implemented on day one because we don't know.  So there is just a lot of uncertainty around how it is going to work in the past and in the future.

MR. RUBENSTEIN:  Sorry, just back up.  You didn't -- I think you said one of the problems with doing so is applying it to historic, I guess, bids would be -- wouldn't give you a fair reflection of what is going to happen.  Is that my understanding?

MR. YAUCH:  Offers.

MR. RUBENSTEIN:  Offers, wouldn't give --


MR. YAUCH:  Yes.

MR. RUBENSTEIN:  Sorry, I apologize.

MR. YAUCH:  I always say that because there is a distinction between bids and offers, and I don't want to --


MR. RUBENSTEIN:  No, no, no, that's -- it's proper that we use the proper terminology.

It's not appropriate because historic offers may not reflect how these generators may operate post-MRP?

MR. YAUCH:  Yes, I mean I think you could have gone back and said, okay, in these high-priced hours, here is the potential risk of mitigation.

MR. CHEE-ALOY:  But it's more complicated than that because, I mean -- not to belabour the point but just to get it on the record -- a lot of market power mitigation under the Market Renewal Program rules are triggered by the IESO defining transmission constraints.  And there are different time frames throughout the year where they are defining different types of constraints.  So the resource, for example the NQS generator or the hydroelectric generator, needs to be inside one of those IESO-determined transmission constraints.  And this is all inputs into the calculation engines where the ex-ante mitigation occurs.

So there is a lot more to it to do any sort of back-cast and to try to extrapolate what would happen, so I just wanted to make that clear.

MR. YAUCH:  I'll also add, too, that the reference levels are not determined yet.  They're still in dispute, or they're still working on them.  You would need to know what the reference level is to understand how you would be mitigated.  So we would have to then make a bunch of assumptions on how participants today with the IESO determine the reference level, what they agree to, and then go through all the transmission constraint analysis that my colleague is talking about.

MR. RUBENSTEIN:  Okay.  So market is a complicated place, and, going looking back at a historic period, that won't give you the correct picture.  Is that fair?

MR. YAUCH:  No.  You can use a back-cast analysis, as we do and as the IESO does in certain cases.  It can illuminate certain things.  But, when we're talking about market power mitigation, if you just went back and looked at prices, you would ignore some of the administrative elements that are very important to understand market power mitigation, i.e., reference levels, i.e., transmission constraints.  So we would then have to go through the whole exercise ourselves and say:  Here are the transmission constraints; here is how the IESO would do market power mitigation.  But we don't actually know how that is going to be today.  Then we would need to say:  Okay, here is how the IESO would set reference levels.

So I think you start to see that this is a very large administrative exercise.

MR. RUBENSTEIN:  So we can back-cast for some things; we can't for other things?

MR. YAUCH:  You can back-cast.  I am saying that I think the market power mitigation back-cast using just simple offers from one generator would provide you very limited value.

MR. RUBENSTEIN:  And now, as I understand from your application, the NQS Generation Group -- sorry, from your client's application, NQS Generation Group's application is made up of Capital Power, Thorold CoGen LP, Portlands Energy Centre LP dba Atura Power, St. Clair Power L.P., TransAlta (SC)L.P.; is that your understand as well?

MR. CHEE-ALOY:  Correct.

MR. RUBENSTEIN:  Now, in Appendix A you provided a list of NQS generators that are a part of that -- operated by those entities; do I have that right?

MR. CHEE-ALOY:  Correct.

MR. RUBENSTEIN:  And we had a discussion at the technical conference about why Brighton Beach, which is a generator owned by Atura Power, is not included in the group.  And you took an undertaking to check -- at least I thought you had, maybe it wasn't clear -- at the technical conference to check your list in JT2.6.  I won't bring it up, but your response is simply the facilities used in this report and the financial impact analysis are listed in Appendix A.  You didn't really explain why Brighton beach was not included there.  Can you assist?

MR. CHEE-ALOY:  So, before I answer that, I don't recall if an undertaking was recorded.  Could we get that clarified?

MR. RUBENSTEIN:  Sorry?

MR. CHEE-ALOY:  To respond to that.

MR. RUBENSTEIN:  I thought that is what JT2.6 was.

MR. CHEE-ALOY:  I'm not certain.  That's what I'm just seeking certainty on.  So, if there is already an answer, I would like to bring it up.

MR. RUBENSTEIN:  Can we bring up JT --

PRESIDING COMMISSIONER DODDS:  Can we go check?

MS. DJURDJEVIC:  We did have the document, IESO's responses to undertakings, which -- I don't have the exhibit list here.  I would pull it up.

MR. RUBENSTEIN:  And the reason I reference it, it was a bit unclear in the transcript and that's why I'm asking it again.  So, is there a reason why Brighton Beach, which is in my understanding and I may be incorrect, is owned by Atura Power is not on the list?

MR. CHEE-ALOY:  Well, the simple answer is we were told not to include it.  They do own it, but that's the truth.

MR. RUBENSTEIN:  Sorry, who determined Appendix A?  I thought it was you determined Appendix A.  Or was it your client who determined which facilities to include?

MR. CHEE-ALOY:  Well, in the sense that, again, going back to the retainer letter; right?  And with respect to this proceeding we're not talking about contracts.  Clearly we've been retained to assess the financial harm of the Market Rules for market renewal based on the wholesale market and also the contract.  And these contracts have been --

MR. RUBENSTEIN:  Sorry, let me just back up.  I'll let you have a chance to say what you want.  I just want to be clear.

MR. CHEE-ALOY:  Yeah.

MR. RUBENSTEIN:  Appendix A, was that a list you determined based on the entities or was that a list that was provided to you?

MR. YAUCH:  Portlands Energy Centre LP, in my understanding, does not actually include Brighton Beach.  So, if you look here Portlands -- Halton Hills, Napanee are owned by Portlands.  So, when you go to the licence application it is those three, not Brighton Beach.  That is just my understanding.  And that is why, when you go to the application, it lays out the NQS Generation Group and it says Portlands Energy Centre LP and those are the assets that are owned by it.

MR. RUBENSTEIN:  I'm sorry, Mr. Chee-Aloy just said, "we were told not to include Brighton Beach."  So --

MR. CHEE-ALOY:  Yeah, and I'm going to answer it; right?  Because as I was beginning to say, in our retainer letter we were also asked to look at the contract amendments.  As far as I understand it, those generators listed in the appendix are still in a process towards amending contracts.  Brighton Beach had a specific directive in terms of the Minister of Energy directing the IESO to negotiate the contract -- or renew the contract with Brighton Beach.  So, that is the one thing that I think stands out that is different to Brighton Beach.  So, for me that is probably the reason.

MR. RUBENSTEIN:  Okay.  So the reason is that there is something in the contract that makes them different?

MR. CHEE-ALOY:  That they've already renewed it.  So they are not -- in terms of the contract portion of our engagement, that's out of scope, Brighton Beach.

MR. RUBENSTEIN:  Okay.  But with respect to the rest, is it out of scope?

MR. CHEE-ALOY:  Yeah, no, they're in scope.  Yeah.

MR. RUBENSTEIN:  All right.  And can we go to Appendix A of your report.  I think this is page 57 of your report.  And you were asked about this at the technical conference.  Footnote 37 says York Energy Centre and East Windsor do not participate as NQS generators in the RT-GCG program?

MR. YAUCH:  That's correct -- well, today.  Some of them have -- East Windsor has participated in the real-time GCG program in the past and has unique characteristics being, essentially, a co-generation facility with a large load that is on or not on its site.

MR. RUBENSTEIN:  And so, as compared to the other facilities, they will be impacted less so by the market rule amendments?

MR. YAUCH:  It's not clear because I don't know when East Windsor, for example, did or did not participate in the real-time GCG program.  It doesn't today for its own reasons.  I don't know about the facility, but it has in the past.

MR. CHEE-ALOY:  Mr. Rubenstein, I can provide some colour to this; right?  So, I recall that when the IESO was creating the whole construct of cost guarantees and day-ahead commitment, decisions have to be made in terms of just definitions, in terms of what is a non-quick start, what is a quick start; okay?  And I'm saying this out of my experience because all these generators, when I was at the OPA; right?  We had procured them.  So, we had designed the contracts.

So, we know exactly what the configuration is of these facilities down to which turbines.  So, East Windsor and York Energy Centre are different to the others in terms of some of the attributes of the generation.  So, decisions were made by the IESO in terms of how do I classify them, in terms of the type of generator; okay?  Those decisions were made.

But those two generators, in terms of how they participate in the market right now -- and some of this is live still, in terms of market rule amendments in terms of market renewal -- because of their specific operational characteristics, they're still back and forth between these -- the applicable generators and the IESO in terms of how best can we make sure that we have rules around their operation.

So, all that is to say that they're on the outlier side or the far end of the spectrum in terms of the attributes and characteristics of the NQS generators; right?  So, it supports what my colleague Mr. Yauch has been saying yesterday and today -- and I know this isn't your question, but I'm making the point -- why a proxy generator made sense; right?  There is a spectrum to these generators.

MR. RUBENSTEIN:  So, just back to my question.  As compared to the others on this list, at least how you've gone around the analysis, those two generators will be less affected than the others after MRP?

MR. YAUCH:  York, yes.  East Windsor, that's I think less clear.

MR. RUBENSTEIN:  Okay.  And in now your financial analysis on the harm we've discussed in detail in Appendix B and C, it's based on the proxy generator idea?

MR. YAUCH:  Correct.

MR. RUBENSTEIN:  And it's not based on any actual data from any of your NQS Generator Group members and facilities' historic energy offers, start-up costs, and other parameters; correct?

MR. YAUCH:  Correct, it's approximate.

MR. RUBENSTEIN:  And as I understand, you did not ask for that information?

MR. YAUCH:  That is correct.

MR. RUBENSTEIN:  And you would agree with me if the parameters you used for the proxy generators don't reflect an approximation of the average NQS generator in your group, then the financial analysis will be wrong?

MR. YAUCH:  The analysis will be changed if you use, for example, a heat rate of 9 as opposed to a heat rate of 7.5, or a start-up costs of 8,000 MBTU or a MGBRT of 10, there is all sorts of characteristics.  They would change, but directionally it would be the same.  Yeah, the dollar would be different, but directionally the impact would be there.

MR. RUBENSTEIN:  Sure.  But the quantification will be wrong?  Be different.

MR. YAUCH:  Of course.  Every characteristic or plant will impact its financial revenues.

MR. RUBENSTEIN:  And I asked you at the technical conference how you determined what parameters are for the generators and Mr. Duffy asked you that yesterday.  And your response, and I'm paraphrasing here a bit, was, you know, we do a lot of work for gas-fired generators and we know what their average costs and parameters are; is that fair?

MR. YAUCH:  Yeah, we understand what a typical gas-fired generation facility may or may not be, recognizing things like Brighton Beach would be an outlier, it would be different.

MR. RUBENSTEIN:  But we, the Board members and the parties who are not the NQS generators, can't verify that.  We have no supporting information.  You have provided no supporting information.  We just have to trust you?

[Witness panel confer]

MR. YAUCH:  I believe you are asking us to provide the heat rate and MGBRT and MLP of each individual unit that would likely be commercially sensitive, so I don't think we could do that.

But the proxy unit characteristics were based on our understanding of the market, yes.  I can't point you to a particular datapoint that supports it, other than the fact that we have worked with most of them for many years.  Some of the people in our firm have actually worked in contracting, but I don't think I can give you the exact heat rate.  And I think the commercial sensitivity of that would be challenging.

MR. RUBENSTEIN:  So we just have to take your word for it.  Fair?

MR. YAUCH:  You have to trust our market insight in this case.  Yes.

MR. RUBENSTEIN:  And because you are using the proxy generator concept instead of looking at quantifying the forecast impacts on any specific NQS generator, all we have is the information based on that proxy generator idea?

MR. YAUCH:  Yeah.  And I would add, too, that the IESO did have reply evidence, and they could have provided a different unit and said "This is not a representative unit of the market."  And as far as I can tell, they have not taken that approach.  I don't know if that is an endorsement, but certainly it didn't seem to flag the IESO in being totally out of line.

MR. RUBENSTEIN:  Well, I'm not the IESO, so I can't speak to that.  But for the parties who are in this room, we just have to take your word for it is what I understand.

MR. YAUCH:  I don't think the IESO would have to take our word for it, frankly.  So that's why I am saying, I think if it was totally out of line, it would have been called out.  But I don't believe it is, given our market insight.

MR. RUBENSTEIN:  And we discussed with respect to the proxy generator that there are -- at least in your list, there were two facilities under your list; we talked about East Windsor and the York Energy Centre, that have different characteristics.  And they are different than the others.  Correct?

MR. YAUCH:  They participate in the market differently.  I think that's -- so right here, we say "Do not participate in the real-time GCG program."  So they participate different.  All the units have different characteristics, but those two participate in the market differently for their operational considerations, and maybe market considerations as well.

MR. RUBENSTEIN:  And you would agree that the impact on each NQS generator will be different?  They have different costs, different operational characteristics.  Right?

MR. YAUCH:  Yes.  Yeah, yeah.  Yeah.

MR. RUBENSTEIN:  And the NQS generator group doesn't represent all NQS generators?

MR. YAUCH:  No.  There are other NQS generators that are not included here, in appendix A.

MR. RUBENSTEIN:  Now let me just ask you a couple of questions about your analysis.  And if we can maybe go to appendix B.  As I understand for the purposes of calculating the post-MRP amendment market price, am I correct to use the historic PD-3 prices?

MR. YAUCH:  We use that as a proxy for the day, the DAM, the future DAM.  Yes.

MR. RUBENSTEIN:  And PD-3 is three hours before dispatch, correct? --


MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  -- when the market price is actually determined?

MR. YAUCH:  That's correct.  Yeah.

MR. RUBENSTEIN:  And those historical PD-3 prices are in the unconstrained market.  Correct?

MR. YAUCH:  Yes.  There are constrained PD prices, but these ones are the  unconstrained prices.

MR. RUBENSTEIN:  And as part of the post-MRP amendments, there will be a single schedule that will take into account constraints?

MR. YAUCH:  That is correct.

MR. RUBENSTEIN:  And so how --


MR. YAUCH:  They -- yes, the shadow price and in the future, it is going to be LMP, locational marginal price.

MR. RUBENSTEIN:  And there will also be locational marginal pricing, not just one specific price.  Correct?

MR. YAUCH:  There is an LMP for every node.  Yes.

MR. RUBENSTEIN:  And so how is an unconstrained price representative of  the -- how is an unconstrained price representative of what prices in a single constrained schedule are going to look like?

MR. YAUCH:  The point of the example -- the prices that are there really are representative.  They are there to highlight if prices were a certain way, here's how you could be scheduled and committed today, and here's how you could be scheduled and committed and settled in the future.

So you can replace these with shadow prices and do the exact same exercise and go through, "Here is the financial impact."  We thinks directionally it would be the same, because shadow prices, while they can diverge from HOEP, they are broadly aligned.

But the prices here are just representative, to show the difference in commitment, dispatch and settlement.  So you can highlight what happens today and what would happen in the future.

MR. RUBENSTEIN:  And just to be clear, you didn't look at the shadow prices?

MR. YAUCH:  You would have to pick a certain node, and then we would be back to what generator is representative.  So that was why we didn't do it.

MR. RUBENSTEIN:  Okay.  And you would agree with me that moving to a single schedule under MRP, market participants offer strategies -- I just stopped myself and said strategies -- would you agree that moving to a single schedule under MRP, all market participants, their offer strategies may also change?

MR. YAUCH:  I would suspect so.  Yeah, you will get places in the north today where you have prices of negative 2,000.  If you are financially bound to that, I suspect you wouldn't offer that.  So we think there will be some adjustment in offer and bid strategy.

MR. RUBENSTEIN:  So that to me is another reason, wouldn't you agree, that historic PD-3 prices may not be reflective of prices that generators will have, post-MRP.  Fair?

MR. YAUCH:  If you take the assumption that the market is perfectly competitive and everyone will offer their marginal cost, it would be generally the same; it would be representative of it.

And, in fact, the IESO has said in engagements when people have asked, what are future LMPs going to look like, they said go back and look at shadow prices, and that will give you an idea.  So I think the idea being yes, there will be some bid and offer strategy changes, but the marginal cost of units participating in the market does not actually change, going forward.

And these units in particular are mostly located in Southern Ontario, where there is much less transmission congestion and constraints.  Shadow prices tend to be more correlated with one another, and tend to be more correlated with HOEP.  Therefore, they are broadly representative of what prices might look like. But the future, there is a whole bunch of things changing the future.

MR. RUBENSTEIN:  Just to be clear, you didn't use shadow prices.  Correct?

MR. YAUCH:  We didn't, yes, because the point of the analysis was to take representative pricing and look at an impact.  If it's shadow prices, if they're broadly aligned with this, then they would be -- you would have a similar outcome.

MR. RUBENSTEIN:  And with respect to the analysis and the model that you use to actually get to the tables in your report, as I understand, you refused to provide that.  Correct?

MR. YAUCH:  Yeah.  We believe that is commercially sensitive.  Yes.

MR. RUBENSTEIN:  And so we can't verify the numbers in the calculation?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  So we've just, again, got to take your word for it that you didn't make any mistake?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  I want to just circle back to where we started the financial impact, and maybe we can go to appendix C.  Look at figure 22.

And as I understand, this sets out the financial impact for the proxy generator?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  And assuming we agree with your numbers, if the MRP amendments were in force between 2018 to 2023, that's -- in your view, it would have a net margin impact of about $21 million.  Correct?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  And then obviously you scaled that up to get to the $140 million for all facilities?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  And again, that's based on the proxy generator?

MR. YAUCH:  That's correct.

MR. RUBENSTEIN:  And when I look at the net margin, that is profit as we discussed earlier, for the proxy generator in the current Market Rules, would you take it subject to check that is a profit of 19.6 percent?

MR. YAUCH:  A profit reduction of 19.6 percent.

MR. RUBENSTEIN:  No, the net margin under the current rules.

MR. YAUCH:  Sorry, yes, yes.

MR. RUBENSTEIN:  It takes us to a projection -- 19.6 percent?

MR. YAUCH:  Yes, yes.

MR. RUBENSTEIN:  And would you take it, post-MRP, that drops to 17.6 percent?

MR. YAUCH:  Subject to check, but I am trusting your math.  Yes.

MR. RUBENSTEIN:  And so that's a pretty good -- that is still a pretty good margin.  Fair?

MR. YAUCH:  Is that your opinion?

MR. RUBENSTEIN:  I'm asking you.  It is putting a statement --


MR. YAUCH:  I don't own and operate a facility.  I don't know what their IRR is, their debt-service ratios, what their ROE assumptions are.  So I don't know what is built in to their financial models and the investment decisions they made when they decided to invest in the province, what an appropriate margin is or is not.

MR. RUBENSTEIN:  Thank you, very much, panel.  Those are our questions.

PRESIDING COMMISSIONER DODDS:  Thank you, very much, Mr. Rubenstein.

We'll take a break now, and reconvene here at a quarter after 11:00.  Thank you.
--- Recess taken at 10:59 a.m.
--- On resuming at 11:22 a.m.

PRESIDING COMMISSIONER DODDS:  Please be seated.  That brings up Staff.  Ms. Djurdjevic?

MS. DJURDJEVIC:  Thank you, Commissioner Dodds.
Cross-Examination by Ms. Djurdjevic

MS. DJURDJEVIC:  I just have one sort of topic and just a couple of questions about it.  Let's start by pulling up a document that was part of the IESO's licence filing.  Just for identification, I would like to make it a separate exhibit, K3.1, and it is the IESO technical panel minutes of meeting, dated September 10, 2024.
EXHIBIT K3.1:  IESO TECHNICAL PANEL MINUTES OF MEETING, DATED SEPTEMBER 10, 2024

MS. DJURDJEVIC:  This was the meeting at which the technical panel members discussed the remaining concerns they had about the final alignment batch of the MRP rules and then voted unanimously to approve the set of rule amendments that was then presented to the IESO board of directors.

I'd like to just look at, first of all, page 3.  Mr. Chee-Aloy, you were part of the technical panel, and you were part of these discussions.  So some of the questions at the technical panel meeting asked, and it's highlighted in the document on the screen.  You asked what the IESO's plans were for if additional market rule amendments were required after the IESO board approval of the final alignment batch and following testing.  And, in response, Ms. Candice Trickey from the IESO said, among other things, she reminded the panel that there is also the urgent market rule amendment process that can be utilized if required.

And also you asked, Mr. Chee-Aloy, for confirmation if market participants also had the right to raise issues through the technical panel or propose market rule amendments, themselves.  Again in response, Ms. Trickey confirmed this was correct.

So I am just putting that to you and whether you wanted to comment on that in terms of what your understanding and belief is about the market -- the final batch -- the market rule amendments that are now effective and the opportunity that market participants have to challenge them further or to ask for amendments if necessary, if something is going terribly wrong.  Would you agree?  You agree that opportunity is there?

MR. CHEE-ALOY:  I agree the opportunity is there.  Just to elaborate a little bit, I asked the question more so to better understand the process.  Because this is such a massive program, it will essentially fundamentally change the wholesale market design, as per the voluminous amount of rule amendments.

I was part of the market opening project, and I do recall that during the testing there were lots of rule amendments because you find out things as you're testing the machines and you're testing the systems, so sometimes the rules don't always actually do what was intended.

And then, after market opening, we have been talking about a little bit about offer behaviour and bidding behaviour.  Well, that's live, and then participants react to the economics of the market, and then that results in a lot of rule amendments.

So I just really wanted to know how the IESO would be set up to deal with that.

MS. DJURDJEVIC:  Thanks for confirming that.  I would like to pull up the transcript from yesterday, and, hopefully, it sort of explains why we ask these questions.  It was an exchange between Commissioner Dodds and the IESO witnesses.  The question, the issue that Commissioner Dodds was asking about was:  What happens if the implementation process does not go as planned?

Let me just give you -- and I know this is evidence given by another witness, and I'm not putting it to you to confirm or deny, but to give you an opportunity to respond in same manner.  So looking at the bottom of page 108, Mr. Matsugu is talking about after market renewal goes live:


“My team and I are very interested to monitor and make sure what we're trying to achieve plays out, and, if there are some unintended consequences or 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”, et cetera.


The point is Mr. Matsugu is responding to Commissioner Dodds that there are processes, such as further market rule amendments and urgent market rule amendments, to address any unintended consequences or problems with the implementation.

And he goes on.  This is also further on page 109.  Mr. Matsugu is responding that:
"On an ongoing basis, not just because of market renewal but because of the way that we administer the market, the market participants -- 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."

Okay.  So this was the discussion.  This was IESO's perspective on, you know, post -- like, go live, just before go live or after go live, something unintended or problematic happens, that there are mechanisms to correct those, the market rule amendments that have been approved by the IESO board.

So just a question to this panel:  If you have comments similar or wish to dispute what the IESO's witnesses said about this.

MR. CHEE-ALOY:  I don't dispute anything that Mr. Matsugu had said.  He's accurate in all of his points about market rule amendments and the potential for an urgent rule amendment.

My only thing to add to that would be, based on my experience, there will be lots of rule amendments because it's a complicated project.  Once when the market goes live, again that's when participants will react to the market.  Right?  Because, as of right now, there are a lot of theoretical things.  Right?  So, as we have said, a 27-hour look-ahead period, it sounds great theoretically, right, that I can optimize for 27 contiguous hours.  Most markets don't do that.  Maybe it's more efficient to have a shorter optimization, closer to the dispatch hour.  So that's a bespoke design feature, so we're going to find out what that really means when we go live.

My only other comment then would be:  I think materiality is going to a big thing.  The criteria for urgent rules, it's pretty high.  It's absolutely jeopardizing reliability and a certain materiality threshold in terms of economics and financial harm.  I'm paraphrasing, but it's in statute.  It's the time delay.

There are technical panel meetings, but there are not that many throughout the year.  When we were opening the market, the technical panel was meeting once a week and continued to do that after the market.  That's not the case right now.  I would argue that -- it was said yesterday that that was more complicated.  I think this is a way more complicated market, given the market power mitigation, the locational marginal pricing, the 27-hour look-ahead period, all the cost guarantee, offer guarantee programs, I should say, make-whole payments.  I think this is way more complicated.

So, if in fact there are outcomes that pose financial harm and then if those outcomes are realized and agreed to, there will be a time lag to which that would have been realized, assuming the market were to open May 1.  Right?  If it doesn't qualify as an urgent rule amendment, that is the only remedy, an urgent rule amendment, short of the market participant taking other action outside of the IESO-administered markets, through legal channels if they so chose to do so.

So those are my only comments [audio dropout]


MR. YAUCH:  Can I add one comment to that?  What we're talking about in the analysis that we provided here is not an unintended consequence.  I believe it's an intended consequence in terms of efficiency benefits.

So, if a market rule amendment is there to deal with unintended consequences, I actually don't think that it's captured in what we're talking about today in terms of our analysis because it's intended.

MS. DJURDJEVIC:  Well, thank you very much for your responses.  Those are all my questions.

PRESIDING COMMISSIONER DODDS:  Does that conclude the Staff questions?  Thank you.

MS. DJURDJEVIC:  It does, Commissioners.

PRESIDING COMMISSIONER DODDS:  Commissioner Moran.

Questions by the Board


COMMISSIONER MORAN:  Mr. Yauch, just a question to follow up.  Based on the analysis that you carried out, I think you have characterized the financial conclusions that you've reached as constituting a transfer of wealth from NQS generators to the customers; do I understand that correctly?

MR. YAUCH:  In some instances there are efficiency benefits from the reduced commitment dispatch.  I think the 1 in 6 that we talk about, the IESO's benefits, and then ours, the reduced number of hours.  Some of that would be an efficiency benefit that would flow to customers, but it's not a direct transfer of wealth.  Other things like the GCG payment and the change in the cost envelope would be more of a direct transfer from one customer -- one resource class to customers.

COMMISSIONER MORAN:  Right.  And as I understand your evidence, in doing your analysis, you didn't consider what the situation would look like if someone else gets dispatched in place of the NQS generator that you -- the proxy generator; right?

MR. YAUCH:  That's correct.  We -- yeah, that's correct.

COMMISSIONER MORAN:  In the event that in the real market, in the real world, not the notional proxy generator world, someone else does get dispatched, they -- obviously, the customer has to pay for that dispatch as well; right?

MR. YAUCH:  That's correct.

COMMISSIONER MORAN:  Okay.  And so, the net result might well be just an efficiency result that flows through to the customer if the dispatch is more efficient based on the Market Rules?

MR. YAUCH:  If it's an efficiency-related benefit that will flow through.  If it's -- some of the changes we talked about, guaranteed payments and things, it's more of a transfer of wealth.

COMMISSIONER MORAN:  All right.  Okay, thank you.

PRESIDING COMMISSIONER DODDS:  Thank you, Commissioner Moran.

Commissioner Zlahtic?  I have no questions.  Re-direct?

MR. VELLONE:  Only one question, Commissioner Dodds, if you will.  And to ask it perhaps we can pull up the IESO hearing compendium at tab 4 which is a Market Surveillance Panel report dated November 2016.  And this is PDF page 134 of 158 of the IESO compendium.

Re-Examination by Mr. Vellone

MR. VELLONE:  During the hearing my friend, Mr. Duffy, brought you to this recommendation of the Market Surveillance Panel and asked you -- I think he even read it into the transcript and asked you a few questions about it.  Do you recall that exchange?

MR. YAUCH:  I do, yeah.

MR. VELLONE:  Can we scroll down a little bit.  My friend, Mr. Duffy, didn't put this kind of paragraph immediately following the recommendation to you as witnesses.  And I guess my question is about the $40 million per year of benefit that's quantified there.  How does that relate to the analysis that you did in your report?

MR. YAUCH:  Yes, I went back and re-read this last night, unfortunately.  And in the analysis that the MSP does here, it says, okay, what if you actually calculated, used the broader envelope when you calculate the guarantee payments.  So, we know today it is only counted on revenues earned up to MLP across your MGBRT, we talked about it at length but under MRP that's going to change.  It's going to include your entire revenue envelope, including OR revenues, beyond MGBRT, above MLP.  And the MSP went back and did analysis and said, oh, if you did that, you would actually save $40 million per year in terms of the GCG payments.  And so this is, I think to Mr. Moran's comment, this is really a transfer because how the revenues are calculated in the real-time GCGs less of an efficiency benefit and more of a transfer payment that goes from NQS generators.  In this case it would go to customers.

In the $40 million per year, that's on the entire NQS fleet, so let's call it 8,000 or 9,000.  I don't know what it was in 2016, but it would have been around there.  So, our number is $21 million per year and that's 4100 megawatts.  Our number ends up being very close to this number.  And we've talked a lot about whether the proxy generator and the associated analysis is an accurate reflection, but we're now starting to get a lot of different data points on what the impact is of these changes.  The IESO has $190 million over 10 years -- or $19 million.  The Panel did analysis similar to ours and they are getting $40 million per year.  We have $21 million, but it's only accounting for just half the generators, give or take, that participate in the market.  So, I wanted to highlight the fact that there is a -- everything is triangulating around a certain number in impact that is reflected in our analysis as well.

MR. VELLONE:  Thank you very much.  Commissioner Dodds, that's my only question.

PRESIDING COMMISSIONER DODDS:  I would like to thank the witnesses.  I'm sure it's a daunting experience to be examined by lawyers, I appreciate that, but I believe you can step down.

Are there -- is FirstLight available?

MS. GOYAL:  Good morning, Commissioner Dodds.  It is Reena Goyal from FirstLight.  We do have our first witness available.  He wasn't expecting to be on before noon, so we would ask just for five minutes for him to get set up and logged in.  Is that possible?

PRESIDING COMMISSIONER DODDS:  Yes, we'll accommodate that.  Thank you.

MS. GOYAL:  Thank you.

PRESIDING COMMISSIONER DODDS:  What we'll do is we'll take another 10-minute break to give you time.  Okay.  We'll reconvene at 10 to 12:00.

MS. GOYAL:  Thank you.  Much appreciated.

PRESIDING COMMISSIONER DODDS:  Thank you.
--- Recess taken at 11:39 a.m.
--- On resuming at 11:55 a.m.

PRESIDING COMMISSIONER DODDS:  Is the witness for FirstLight ready?

MS. GOYAL:  Yes, I believe so.  I would just like to do a quick audio and video check.  Can the Commissioners both hear and see Mr. Mantha?

PRESIDING COMMISSIONER DODDS:  We can.

MR. MANTHA:  Good morning, gentlemen.

PRESIDING COMMISSIONER DODDS:  Before we start, Mr. Mantha, Commissioner Moran will swear you in.

MR. MANTHA:  Okay.

COMMISSIONER MORAN:  Mr. Mantha, you are about to give evidence in this hearing.  This Panel is dependent on your telling us the truth and the law requires you to do so.  Therefore, before you testify, I must ask you this:  Do you solemnly promise this Panel you will tell the truth, the whole truth, and nothing but the truth?

MR. MANTHA:  I do.

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

MR. MANTHA:  I understand that.  Yes.

COMMISSIONER MORAN:  Okay.  Thank you.
FIRSTLIGHT - PANEL 1
Marc Mantha; Affirmed


PRESIDING COMMISSIONER DODDS:  Thank you.  Ms. Goyal, you may proceed with your examination-in-chief.
Examination-in-Chief by Ms. Goyal


MS. GOYAL:  Thank you, Commissioners.  And I am cognizant of the fact that we are participating virtually, and so my face is probably larger than life size on the screen, there, which is something I will try not to think about for the next half hour or so.

Mr. Mantha, can you please state your full name for the record?

MR. MANTHA:  Marc Mantha.

MS. GOYAL:  And you are the vice president and general manager for the Canadian operations of FirstLight?

MR. MANTHA:  That is correct.

MS. GOYAL:  Okay.  Ms. Ing, can we please pull up Mr. Mantha's affidavit filed on December 28 onto the screen.  Thank you.

Mr. Mantha, you will see on the screen an affidavit that was filed in this proceeding on behalf of FirstLight.  Do you recognize that affidavit?

MR. MANTHA:  I do.

MS. GOYAL:  And you swore that affidavit on December 28.  Right?

MR. MANTHA:  That is correct.

MS. GOYAL:  And did you review this affidavit in preparation for today?

MR. MANTHA:  Yes, I have.

MS. GOYAL:  Okay.  And are there any changes or corrections you would like to make to that affidavit?

MR. MANTHA:  No changes or corrections are required.

MS. GOYAL:  Okay.  So with a view to paragraphs 1 and 2 of your affidavit, can you tell us a little bit about our professional background?

MR. MANTHA:  I am an electrical engineer by training.  I have been working in the industry approaching 44 years now, specifically managing hydroelectric facilities in Ontario, in the Ontario market since 2002.

MS. GOYAL:  Okay.  And how long have you been working at FirstLight?

MR. MANTHA:  FirstLight and its predecessor, H2O Power, since 2007.

MS. GOYAL:  Okay.  And can you tell us a little bit about your responsibilities at FirstLight?

MR. MANTHA:  At FirstLight, I oversee the operations of the two Canadian affiliates, H2O Power and Hydroméga, overseeing Opex, Capex, long-term planning, real-time operations, water management.

MS. GOYAL:  Okay.  And you mentioned Hydroméga.  Hydroméga owns the distribution facilities that are the subject of the proceeding for the purposes of FirstLight's participation.  Right?

MR. MANTHA:  That is correct.

MS. GOYAL:  Okay.  And Hydroméga is not a market participant.  Right?

MR. MANTHA:  It is not.  No.

MS. GOYAL:  Okay.  And FirstLight is also not a registered market participant.  Right?

MR. MANTHA:  No.  H2O Power is the registered participant.

MS. GOYAL:  Okay.  And are you responsible for H2O Power's operations and activities?

MR. MANTHA:  Yes, I am.  Those facilities are all transmission-connected.  We oversee the Hydroméga operations, providing direction and guidance on Opex, Capex and real-time operations.

MS. GOYAL:  Okay.  Sorry, I think there is some background noise there.

You mentioned that H2O Power has transmission facilities.  So can you tell us again a little bit more on what H2O Power's involvement with the Hydroméga facilities are?

MR. MANTHA:  So we are looking at from a real-time operations perspective providing direction and guidance as related to what we are seeing in terms of market pricing signals, things that are happening on the transmission side that will impact the distribution-connected assets.

MS. GOYAL:  Okay.  Can we talk a little bit about the distribution facilities themselves.  How many are there?

MR. MANTHA:  There are five in total in Ontario.  There are four facilities in the Kapuskasing area totalling 20 megawatts, and the fifth facility is located on the French River, south of Sudbury, and has an approximate 10 megawatt capacity.

MS. GOYAL:  Okay.  So that's about 30 megawatts in total?

MR. MANTHA:  That is correct.

MS. GOYAL:  Okay.  I think in FirstLight's intervenor request in this proceeding, it says that it is 50 megawatts, but it is not 50 megawatts.  It is closer to 30 megawatts.  Right?

MR. MANTHA:  It is 30 megawatts in Ontario.  Yes.

MS. GOYAL:  Okay.  And these distribution facilities, are they dispatchable or non-dispatchable?

MR. MANTHA:  They are non-dispatchable.  They basically operate at will, based on available water.

MS. GOYAL:  Okay.  And to your knowledge, how are these distribution facilities currently settled?

MR. MANTHA:  They are currently settled under the Retail Settlement Code, and settle against the hourly Ontario energy price.

MS. GOYAL:  Okay.  And to the best of your knowledge, how will these facilities be settled under the new Market Rules, after market renewal goes live?

MR. MANTHA:  It is our understanding that they will settle under the Retail Settlement Code, but referencing against the Retail Settlement Code price.

MS. GOYAL:  Okay.  Mr. Mantha, directing your attention back to your affidavit, if you could scroll down to page 3 of that affidavit starting at paragraph 7?

You describe an analysis that you conducted.  Do you see that there?

MR. MANTHA:  I see that.  Yes.

MS. GOYAL:  Okay.  And can I please ask Ms. Ing to pull up the spreadsheet that was filed on behalf of FirstLight on January 15?

Mr. Mantha, do you recognize that document?

MR. MANTHA:  I do.

MS. GOYAL:  And you prepared that document?

MR. MANTHA:  I did.

MS. GOYAL:  Okay.  And paraphrasing, this is essentially your work product in support of the analysis you talk about in your affidavit?

MR. MANTHA:  That is correct.

MS. GOYAL:  Okay.  Can you please walk us through your analysis here.

MR. ZACHER:  So --


MS. DJURDJEVIC:  If we are going to use a document, we need to make it an exhibit.  But I see Mr. Zacher reaching for his microphone, so...

MR. ZACHER:  Mr. Chair, we do have an objection to this being entered as an exhibit.  And I just want to preface that the IESO's position in respect to FirstLight's argument is that this is principally not that consequential an issue for this proceeding, because it is an issue that falls to be determined under the Retail Settlement Code, and that will be addressed in a separate OEB proceeding.

That all being said, there was also not much in the way to respond to in FirstLight's evidence because Mr. Mantha's opinion in paragraphs 8 and 9 of his affidavit is that he has undertaken an analysis, and that he thinks negative pricing may occur.  It suggests that certain weighted average price conditions may result in settlement implications, et cetera.  And there is no supporting analysis for it.

And so there was really no reason to respond to any of this.  And what Ms. Goyal, I understand, is now trying to do is to introduce the analysis, which should have been appended to the affidavit in the first place, which would have provided the IESO with an opportunity to respond.  They can't respond to this now.  This is being introduced for the first time.


So in my submission, and this is not a hill to die on, but this is not -- this is improper practice, and it shouldn't be allowed to be put to the witness now, and it shouldn't be entered as an exhibit.

[Board Panel confers]

MS. GOYAL:  Commissioners, do we have an opportunity to respond at all to Mr. Zacher's submissions?

PRESIDING COMMISSIONER DODDS:  Please do, Ms. Goyal.

MS. GOYAL:  Thank you.  The affidavit was filed on December 28, and a technical conference took place subsequently.  It was available to all of the parties at that technical conference to request a copy of the underlying analysis to that affidavit.  No such request was made, either at the technical conference or in writing by any party.

MR. ZACHER: Right.  It's --


PRESIDING COMMISSIONER DODDS:  Mr. Zacher?

MR. ZACHER:  Yes, the technical conference is to review and clarify evidence; it's not an opportunity to put in new evidence.  I mean there is effectively no analysis in the affidavit as served.  It just says:  I've done an analysis, and this may occur, and this may occur, and this may occur.

And what Ms. Goyal is trying to do now is to put in the actual analysis, and it's just improper.  This absolutely should have been included as part of the affidavit when it was delivered.  My clients can't respond to it.

And, frankly, the technical conference was after all of the evidence had been put in, so, even if Ms. Goyal is correct and questions could have been asked, the time had come and gone for responding evidence from the IESO.  This should have been put in earlier, and it shouldn't be available to Ms. Goyal to now put in evidence as to what the effects may or may not be on negative pricing going forward without any opportunity for the IESO to respond to it.

PRESIDING COMMISSIONER DODDS:  The Panel will confer.

[Board Panel confers]


PRESIDING COMMISSIONER DODDS:  The Panel will take a break to confer and come back with a ruling.  Thank you.
--- Recess taken at 12:07 p.m.
--- On resuming at 12:18 p.m.

COMMISSIONER MORAN:  The Panel notes your objection, Mr. Zacher.
ORAL DECISION


And, Ms. Goyal, our rules of practice and procedure are clear that when someone is going to file evidence, it has to be filed by its entirety by the Friday deadline.  That didn't happen in this particular case.  You filed an affidavit that referred to other evidence that wasn't filed when it should have been.  And it's also not clear what the relevance is of this analysis to the question before us.

We have ruled twice now on the scope of this decision, and having done that and really not having had a chance to understand what this analysis is about, it's not clear that it's within the scope.

We're going to let the document in.  The question of relevance can be addressed in argument, but we will let the document in for now, but not on the basis that it's in compliance with our rules of practice or anything, but just to get through this.  And at the end of the day, whatever weight it's entitled to, that's what we're going to get.

MS. GOYAL:  Understood.  Thank you, Commissioner.  And we understand that the Commissioners are using their discretion under the rules to extend any deadlines.  And Mr. Mantha will explain, but one of the reasons we did produce this analysis or these -- this work product when we did was because we were hopeful that the IESO would be producing its own forecast coming out of the technical conference.  Obviously we've heard at length that no such forecasting has come out of the technical conference or from the IESO otherwise, which is part of the reason why the analysis was submitted when it was.  But in any event, I understand and I'll keep it tight.

So, Mr. Mantha, can we please -- sorry, Ms. Ing, can we please pull up that spreadsheet back on to the screen there?

MS. DJURDJEVIC:  We'll make that Exhibit K3.2 for  identification.
EXHIBIT K3.2:  FIRSTLIGHT SPREADSHEET (FOR IDENTIFICATION)


MS. GOYAL:  Thank you.  And, Mr. Mantha, I think you said that you recognize this document and you prepared this document; right?

MR. MANTHA:  That is correct.

MS. GOYAL:  Okay.  Can you please walk us through your analysis?

MR. MANTHA:  Okay.  So, as Ms. Goyal indicated, we'd asked the IESO earlier for some forecast on what the Retail Settlement Code price would look like and they did not have or could not provide that to us.  They did indicate, however, if we could be using publicly available information that's on the IESO website that we could go back and do a back cast and see what it looked like in previous years.

So, using the IESO public reports website where they have all the demands published and what are termed as shadow prices for a number of nodes in the province, that is all published and publicly available.  We recreated what the Retail Settlement Code prices would look like for the period January 1, 2020, through to December 31, 2023.  As I said, the demands are all published as is.  Because there is no zonal pricing defined, we examined the various nodes within each zone and selected a number of them that appeared to be representative and used those to calculate an average zonal price.  There is very little difference between node to node, so it looked like a reasonable approximation to make.

Using the definition of the retail code settlement price where it's the load weighted average pricing for the province, it produces the hourly RSCP or OZP.

MS. GOYAL:  Thank you, Mr. Mantha.  And just so we're all clear and the Panel understands, did you use the shadow prices to calculate what the Ontario zonal price will be in the future or what it would have been between 2020 and 2023?

MR. MANTHA:  It calculated the prices for the period of 2020 to 2023.

MS. GOYAL:  Okay.  And based on your analysis, how often did negative price events occur?

MR. MANTHA:  So, we did a comparison between the HOEP construct and the RSCP construct.  Under HOEP in that four-year period, there was 434 hours of negative pricing.  Under the RSCP construct, there were 2650 hours, so six times more prevalent instances of negative pricing.  Zero-priced hours were approximately the same 2253 under HOEP, 2471 under RSCP.  One of the starker contrasts was in the most negative values of -- or the most extreme values of negative pricing.  The worst case of HOEP going negative was minus $4.51 under RSCP it goes to minus $367.25.  So, applying that to -- looking at a 1 megawatt, whether it be a load or, in our case, generation through that whole event period, it was for a generator applying the retail code settlement process where the contract rate minus -- or the absolute value of OZP or HOEP, depending on the time period, there was an impact that comes out to, on average, approximately $8,600 per year per megawatt.

MS. GOYAL:  And, sorry, that's per megawatts.  On an annual basis, what's the impact?

MR. MANTHA:  On an annual basis is $8,600 approximately on a per megawatt per year.

MS. GOYAL:  Okay.  And then you multiply that by 30 megawatts?

MR. MANTHA:  For in the case of our facilities, yes.

MS. GOYAL:  Okay.  And what do you get?

MR. MANTHA:  So, looking at a typical generator, a = capacity factor of 60 percent, that works out to $154,000 per year.  Over the balance -- remaining balance of our contract, that adds up to $4.6 million.

MS. GOYAL:  Okay.  And how would that $4.6 million harm, as estimated by you, impact H2O Power?

MR. MANTHA:  It limits the overall ability to fund op-ex and cap-ex and maintain the reliability of the facilities.

MS. GOYAL:  And finally, at paragraph 10 of your affidavit, we'll just give Ms. Ing an opportunity to pull the affidavit back up on the screen there.  Thank you.  If we could scroll down to paragraph 10, please.

Mr. Mantha, you'll see there that in paragraph 10 you state that:
"Hydroelectric generators will be particularly economically harmed by negative pricing events as compared to other types of generators."

Can you please explain why?

MR. MANTHA:  Hydroelectric plants particularly as smaller plants connected at a distribution level have very tight environmental restrictions associated with them.  Typically around the maintenance of the upstream level, or the head pond level, within a very tight band.  In some instances, it limits when spill can occur for non-mechanical failure incidents or non-natural incidents.  So, the ability to respond to negative pricing is particularly challenging.  In many cases it cannot and would be forced to run through negative pricing and absorb the loss.

MS. GOYAL:  Thank you, Mr. Mantha.  Panel, those are all my questions.

PRESIDING COMMISSIONER DODDS:  Thank you, Ms. Goyal.

Mr. Vellone, before we start, could we take our lunch break now?  Would that make sense?  Mr. Zacher?

MR. ZACHER:  Fine with me.  To the extent it's helpful, we don't have any questions for this panel.

MR. VELLONE:  Nor do I.

MR. ZACHER:  And I am not sure about the other parties.

MR. VELLONE:  Nor do you, nor do I.

MS. DJURDJEVIC:  Staff only has a couple of clarification questions to cover in five minutes, and then that's everything.  We could finish up and then go to lunch.

PRESIDING COMMISSIONER DODDS:  So then proceed.  Thank you.

MS. DJURDJEVIC:  Okay.
Cross-Examination by Ms. Djurdjevic

MS. DJURDJEVIC:  So in your affidavit, if we could put that up on the screen.  I think that's paragraph 7.  Is it?  No, paragraph 6.  You say:

“There is a fundamental difference between the calculation of the HOEP and the calculation of the RSCP.  The RSCP is a load-weighted average price of all zones in the province, whereas HOEP...is a single marginal price (for energy)."

I would just like to clarify some of the terminology that we are using here.  First of all, the term, RSCP, I believe you were using that to refer to the Retail Settlement Code price; is that right?

MR. MANTHA:  That is correct.

MS. DJURDJEVIC:  Okay.  But what is actually a more common term is the OZP, the Ontario Zonal Price, and that's a term that has been used in the Market Rules and other documents for what will be replacing HOEP, H-O-E-P, after the MRP implementation; is that correct?

MR. MANTHA:  That's my understanding, yes -- or one of them.

MS. DJURDJEVIC:  Okay.  And we heard some comments or questions about how the OEB has a process to deal with this pricing through its amendments to the codes.  And as you know, and I assume you agree, that you know the OEB is responsible for issuing codes such as the Retail Settlement Code and amending them.  Correct?

MR. MANTHA:  Yeah, that's correct, yes.

MS. DJURDJEVIC:  Okay.  And just to clarify, is FirstLight suggesting that the OEB is responsible for setting what you are calling the RSCP, but is the OZP in other references?

MR. MANTHA:  RSCP --


MS. GOYAL:  Go ahead, Mr. Mantha.

MR. MANTHA:  RSCP is effectively created by the IESO market.

MS. DJURDJEVIC:  Okay.  And so just to clarify, the amendments that the OEB may make to the Retail Settlement Code, they are just to reflect the change in the terminology from HOEP to the new terminology of OZP and the load forecast deviation adjustment.  So it is a change of terminology, basically.  Would you agree with that?

MR. MANTHA:  I don't.  RSCP --


MS. DJURDJEVIC:  As far as the -- sorry, I didn't mean to cut you off.  But in terms of what the Ontario Energy Board is doing to amend the code, you are not saying that the OEB is making the changes.  What we are doing then, they are being done as a result of the Market Rules amendments, just to clarify.  Is that your understanding?

MR. MANTHA:  Effectively, yes.

MS. DJURDJEVIC:  Okay.

MR. MANTHA:  The substitution of HOEP for RSCP is totally impacted by the market.

MS. DJURDJEVIC:  Thank you, for that clarification.  And just for the record, I wanted to put a document, an OEB document that is widely circulated.  We can put that up.  It's the guidance letter dated April 9, 2024, to everybody:  distributors, retailers, IESO, other parties.  And it is about anticipated code amendments associated with the planned implementation of the IESO's MRP.

I would like to make this document Exhibit K3.3.
EXHIBIT K3.3:  OEB GUIDANCE LETTER DATED APRIL 9, 2024

MS. DJURDJEVIC:  Then the paragraph 2, under "Background", the last sentence on that page, it says:
"OEB Staff anticipates that the proposed code amendments will be..."

Sorry, let me back up.  Go to the first paragraph, the second sentence:
"The purpose of this letter is to provide an advance overview of the code amendments that Ontario Energy Board Staff currently expects will need to be in place as and when the MRP Market Rule amendments take effect..."

Okay?  And then, in the second paragraph, we say that, you know, we anticipate these amendments will need to be made.  And, on the next page, under "Anticipated Code Amendments," the second paragraph says:
"The Codes will be impacted because the Hourly Ontario Energy Price is referenced in both" of the codes, “and it is to be replaced with the Ontario Zonal Price in the day-ahead market, plus the load forecast deviation charge under the MRP."

So I just wanted to put that on the record to make it clear, which hopefully the parties know that the OEB is issuing this, that it is commencing this code amendment process.

First if all, this is a guidance letter; the code amendment process will go later.  But it is solely in response to the MRP.  And I think you confirmed on the record, there is no suggestion that the OEB is actually setting these prices, but they are to be set by the market.

Have I summarized that correctly, Mr. Mantha?

MR. MANTHA:  I believe so, yes.

MS. DJURDJEVIC:  Okay.  And would you agree that the IESO's Market Rules state that the locational marginal prices and, consequently, the Ontario Zonal Price plus the LFDC, cannot go below minus $100 a megawatt-hour for settlement purposes?

MR. MANTHA:  I have seen that along the way, yes.

MS. DJURDJEVIC:  Okay.  And that's not accounted for in your --


MR. MANTHA:  No.

MS. DJURDJEVIC:  -- in the spreadsheet that was introduced this morning; is that right?

MR. MANTHA:  That's correct.

MS. DJURDJEVIC:  And just the last question:  In your introduction this morning by Ms. Goyal, I believe you said that FirstLight is not a market participant; is that right?

MR. MANTHA:  FirstLight is not, no.

MS. DJURDJEVIC:  All right.  And this may be a question for your counsel, so I leave it to her to jump in, or if she expects you to answer.

In this application under section 33 of the Electricity Act, the Panel has to determine whether the Market Rule amendments are inconsistent with the purposes of the act, or unjustly discriminate against or in favour of a market participant or a class of market participants.

For Ms. Goyal, I guess:  Given that FirstLight generators are not market participants or a class of market participants, would you agree that they don't have standing to argue unjust discrimination in this case?

MS. GOYAL:  No, we don't agree, and this will be elaborated on in our closing submissions.  FirstLight is the owner of H2O Power.  H2O Power is a registered market participant.

MS. DJURDJEVIC:  Okay.

MS. GOYAL:  And so our position is that we do have standing to the extent that the economic harms impact H2O Power.

MS. DJURDJEVIC:  Okay.  Well, thank you, for that clarification, because the transcript did read FirstLight is not a market participant.  So we wanted to clear that up.

Those are all my questions for you, Mr. Mantha.  Thank you, very much.  And that's it for me, Panel.

PRESIDING COMMISSIONER DODDS:  Thank you, Ms. Djurdjevic.

School Energy Coalition, Mr. Rubenstein?

MR. RUBENSTEIN:  We have no questions, thank you.

PRESIDING COMMISSIONER DODDS:  Commissioner Moran, Commissioner Zlahtic?  I have no questions.  You can redirect.

MS. GOYAL:  Thank you.  No questions by way of re-direct.  I only ask that the December 28 affidavit of Mr. Mantha be marked as an exhibit for identification, if required.

PRESIDING COMMISSIONER DODDS:  Thank you.

MS. DJURDJEVIC:  Let's do that, since we have been marking items introduced in the hearing.  So that will be K3.4.
EXHIBIT K3.4:  AFFIDAVIT OF MR. MANTHA DATED DECEMBER 28, 2024 (FOR IDENTIFICATION)

MS. GOYAL:  Thank you, very much.

PRESIDING COMMISSIONER DODDS:  Any further issues, Legal, for this proceeding?

MS. DJURDJEVIC:  Nothing on behalf of Staff.

PRESIDING COMMISSIONER DODDS:  That being case, this proceeding is concluded.  Thank you all.
--- Whereupon the proceeding concluded at 12:37 p.m.
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