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OVERVIEW

1 What is Market Renewal

itIS a collective effort to enhance the electricity market address inefficiencies increase

downward pressure on electricity costs and lay a foundation that will ensure that the

province is prepared to meet future electricity needs

result in a more efficient marketplace introducing more flexibility and

competition

There is a potential for S34 billion in cost saving

Market Renewal is a collaborative effort between the IESO and sector participants including

consumers to pursue enhancements to Ontarios electricity market that will address known

inefficiencies put downward pressure on electricity costs and lay a foundation that will ensure

that the pro ince is prepared bisto meet future electricity needs as the sector evolves

The project will result in

more efficient scheduling of generators to meet demand 0

the introduction of annual capacity auctions to acquire ftFeeiiuiipeeotiueiieenergyirtore

competitively and flexibly and

changes to help meet emerging oli1KabiliiTneeds such as more frequent scheduling of

energy imports and exports

The draftlylarker Renewal benefits case report showspotential for 134 billion Ear in cost

savings that will be realized by both consumers and suppliers
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2 Why hasnt the IESO implemented Market Renewal sooner

Inc rerrientil n111 =irice market opened in 2002

1t supply o totitecis into the 2020s lesson learned from

other 15>Os that have undergorne chanu market inefficiencies ichnitified by stakeholder9

makes it an ideal time to undertake a more structural overhaul of the market

Since Ontarios electricity market opened in 2002 the sector has worked together to

incrementally evolve the initial design as well as to ensure effective integration of renewable

resources

With a stable supoly of elehlricity to meet demand into the 2020s an understanding of the

identified market inefficiencies and the benefit of the experience of other ISOs that have

undertaken such changes now is the tune to move forward with sgrne more strain

adjustments to the marketplace

When will Market Renewal be complete

Nlarkfst onewa I work 1119 begun
i>atex vo been finalized into 2019

Beyond that there are tentative deadlines so much depends on ongoing

stakeholder discussions and decisiems seen now and then

Consumers can expect to start te 2021

The IESO has begun working with industry wfl x ed eit5 an1 warkifg 041t4 stakeholders

on the plan to keydesign and implement eealiepbsfar the 4apiou9identi fled Market Renewal

initiatives Since many of the planned chart are significant it is expected througlAilthe

vork will last into 1019 441 7Timelines beyond 20172 have yet to be finalized and are subject

to change based <T19111tatiOrIS ondesigoamibimpksmentatkvideekskm44ebemadewith

stakeholders However it 19 expected that that con9umers could begin to realize saving in 2021

lop

COSTS AND BE

4 What are the benefits of Market Renewal

i kiFr3k0 F icRiTh

Changes will ensure a more dynamic marketplace

There will be lower costs for consumers and moreopportunities for market participants

2
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oilhonn
cornc with flettcr use of es ist ing assets greater competition reduced or

Jet4m of the current electricity market s illefficlIlt Market Renewal is creatingw414

ii<iiiitteasknowitroafWtineffiaienciaswittkonitetArkea141taticetaeaignantrlthe feuticiation lay he

fturdatis4n for a more dynamic environment whach wfl lend mrltplac in tly futur lerding

to lower costs for consumers and new opportunities for market participants

The a44Market potential for $34 billion in efficiencies that Formatted Default Paragraph Font

will be realized by both consumers and suppliers Cost savings are achieved through the more

et iN3 Ye befitfftie 414aatioaof existing assets greater competition among resources a reduced

or deferred need to build new resources and a more flexible procurement process that will

better reflect system needs

145 What is the cost of the Market Renewal proiect

$190 millionwith a net benefit of approximately $34 billion from 20212030

The dmftMartietRenewatbenefits case report estimates that the cost of implementing Market

Renewal could be around $190300million and would yield a net benefit of around $34

billion from 20212030 These estimates are draft and subject to change dependant 4adon the

design and implementation decisions that have yet to be made with stakeholders

6 How much will consumers save from Market Renewal

$3 billion for consumers from 2021

$34 billion in total savings

The IESO expects that the efficiencies from Market Renewal would save consumers about

billion dollars from 20212030

ehangefiweuldhavetopay

The exact timing and magnitude of cost savings will largely depend on the f3naltietai1e4 design

and implementation of the Market Renewal initifirivfsit projsxt

Additional information

The 1214at44y1ii4rintki1wwE4sivnefits Vee d estimates a baseline net savings of $34 billion

net present value over a ten year period from 20212030 These savings represent a net
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efficiency benefit meaning the total commodity cost of electricity ie energy Global

Adjustment and uplifts is reduced by that amount The majority of savings are expected to

flow to consumers while the rest would flow to other market participants

tAitwre will the cost savina come from

paaiiimd

iavirtss v111 corrte from

Bettor utilization ot

414`fitfir C9111p11itiem Uiviong resottros

1teduced or deferred Flood to build new resources

More flexible procurement process

tivavirtgs could come from capacity auctions

ThetimstilslarkAkAtnewatbenetlts case report
shows potential for cost savings that will be

realized by both consumers and suppliers Cost savings are achieved through the better

utilization of existing assets greater competition among resources a reduced or deferred need

to build new resources and a more flexible procurement process that will better reflect system

needs

Over half of those savings would come from using capacity auctions to procure new resources

while the remainder comes from lower production costs through the energy and operability

work streams

8 When will consumers start realizing the savings from Market Renewal

=>k on Market Renewal is mg fon

of the market changes will take until the end of 2018

to be realized in 2021

The IESO is working willwortiwith stakeholders on the first ship in the process key design

concepts49ftliefaRajeeilhis work is expected to last until the end of 2018 thmughout 2017

afterwhishths11c40willhe1446a464terundscstantriling444fttiiningHowever it is anticiiated

that consumers could begin to realize t14 tticttrty savings as early as io2021

9 Why is it taking so lone
This is a bigprolect

lhere have been onlv small changes made to the market since it opened m 2002

f Fomsatted
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IESO is working to ensure that all stakeholders have their voices heard

The Market Renewal proiect has a number of large initiatives under review it

some time to ensure that they are effec tkiely designed and implemented

Ills is a big nmiect

ake

The current market design was developed J1 the late 1990s and opened M 2002 Over the last

decades the IPSO and market stakeholders have made incremental changes but it is now

apparent that more fouridzAional market changes an necessary to meet the needs of a very

different market and prepare nr tomorrow s eiectricit3 marketplace

The 1E50 is working with market stakeholders representing a broad range of interests in order

reate a market that is open flexible transparent and cost effectite j will take some time to

ensure that the initiatives that are ii
nail of the Market Renewal plan are effectively designed

and efficiently implemented to meet the needs of sector stakeholders and ultimately

consumers

Top
THE MARKET NOW

10 What are the inefficiencies with the current electricity system

The Market Sunreillarice Panel the Electricity Market FOEUTII IESO studies and industry

stakeholders have identified market design inefficiencies

Examples Mc lude a

two schedule market that doesnt reflect real costs

market design that doesnt support new and emerging technologies

day ahead commitment process that produces results that are out of alizriment

with the outcomes of a realtime market

Small changes have been made over the years

Changes that are more substantial are now needed to address the changes in the

marketplace

Ineciencies will be addressed through scheduling chanws with canacity auctions by

addressing amerging9perabilitv needs

The Market Surveillance Panel the Electricity Market Forum FES° studies and industry

stakeholders have identified 44nefficiencies with the current market design ilravbeeff4deffithed

oveIlieyEarsiluoughAheweltkefSoine of inefficiencies include

The tUrralt two schedule energy market does 001 reflect the realities of the physical

transmission grid Which introduces significant Mefficiencies and often results in outol1

market pavments to account for the differences between the two schedu les

5
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6 The current market design doesnt support new and emerging technologies Them is

1i e ter technology research and development

j he existin4 dayahead commitment process introduces excess risk by excluding

economic dayahead export sthechi les and that creates results that are systematically out

ihorttnt with `rAkt

lopwsWhile the IESO anctisif stakeholders have worked together over the last decade to

incrementally improve different aspects of the market fNincittional

and <tnItlyra chanses n the ttirizon now IS the time to make

more landamenta

itensepemeeleetiiiittntteAvelpinsie

irnaiiiiiencie4344144a44iLvenxien4iiiiviiwitlbemichiessiviithva44044arifteshh4wweKbedtils

iresewseesbothadayaheatiaialiliiitreal tiimerafiwe4oslibirobitikeinapeti4ivesepaiiiityalctions

and by adsiresing ctrargirg iTcrabilit y reeds

311 The Market Surveillance Panel says there has been gaming of the market Has there

been gaming

Only two out of almost 30 reports have identified laroing activities

In both cases ID30 took immediate action to recover funds and in one case penalize the

company involved

The IFSOs Market Assessment and Compliance Division monitors the electricity market

syorks to ensure compliance with the market rules

tritirice and enforcarient function was stfCfsititf0 2014 with new market

ruLs 1154 has beefed up its Itiorcollol t t <Iccordinly

Of all of the Market Surveillance AReports that have been released over the yearsand there

have been close to 30 released to dateonly two have identified gaming activities In both

cases the IESO took the appropriate action to recover funds and in one case to penalize the

company responsible

In addition to supporting the work of the Market Surveillance Panel the IESOs Market

Assessment and Compliance Division monitors Ontarios electricity market on an ongoing

basis and works to ensure compliance with the market rules That compliance and enforcement

function was strengthened in 2014 with new market rules and the IESO has beefed up its

enforcement staff accordingly
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12 If Ontario benefits from a robust supply situation why is the IESO procuring more

resources 441
wf have a stable supplx However hainnuental supply need oxpected to

emerge in the early 2020s even with the resources gained with the greater use of

nmewable enerzy sotuves such as wind solar and biegas

Ag new SOUTCeS of energy online hme so

Ontario does currently benefit from a stable and reliable supply situation but incremental

supply needs are expected to emerge in the early 2020s despite arid thats includng the

resources gained through the currentfeedinTariff procurement Procuring and building new

resources takes imeaildiiitircorventiitabkRipplysitilatioriwillbeVM4iiiitainligiabilitylit

NiapeaanaiiBewsaaleplioneeeleafilse

Background

In September 2016 at the direction of government Tthe IESO suspended the Large Renewable

Procurement II IiitiliSilAtiniAwiiand in December of that year iiiiiiie4t4PtikweiRberceased

accepting applications under the Feed in Tariff programfit These decisions have reduced

Ontarios forecasted supply and the province now expects incremental supply needs to emerge

in the early 2020s

13 Why dont we cancel existing contracts since we have so much supply

Moro 44ttoiition that is ispecttsitt to last into the early 2020s

tint to vt SOUrCOS of electricity online so

Ontario currently benefits from a stable supply situation but incremental supply needs are

expected to emerge in the early 2020s However Ftrocuring and building new resources takes

time and our current stable supply situation will help maintain reliability in the shortterm

THE NEW ELECTRICITY MARKETPLACE

Commented AW3 May have changed the meaning

here
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414 How will the Market Renewal ensure tAlhatdeye44Meala s more efficient

scheduling of resources

For example a fimmially binding davahead market would lock in resources a day

ahead of need

A day ahead market would reale a f13cri certainty in the ability to meet resource needs

and for market participants lo the peration of their assets
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Currently the many resources are scheduled closer in realtime which can be inefficient

As an example Oone Market Renewal initiative involves implementing a financially binding

dayahead market This would lockin more resources a dayahead of need creating more

certainty for the IESO in the operation of the grid and for market participants in the operation of

their assets

Currently many of our resources are scheduled closer to realtime which can lead to inefficient

outcomes when we must react to realtime system changes such as larger than expected

fluctuations in supply and demand This can be inefficient if for example we need to start up
and compensate a generator for longer than it is needed

5 Will Market Renewal DoeAllismean more foreign private sector companies will be in

Ontarios electricity marketplace inOuterm4

foreignNot necessarilyl riea with private and4aublic companies
The charilftts would maintain the level playing field that currently exists

The changes that 1150 is implementing woiffelookiugolidont favour either the public or

private sector I I I deal
l
with private or public companies on a regular basis and

W144144play favourites The new rules would maintain the level playing field we

currently have

If Ontario is going not going to choose one form of energy over anothei

3stierdoesnt that mean we could see the return of coal

4 No

It has been illegal to use coal to generate electricity since 2015

Any use of coal would require legislative changq

In 2015 the Ontario legislature passed legislation banning the use of coal to generate electricity

in the province Any use of coal would require a change in the law

nted DIM I may have changed the m

617 If Ontario is tot going to choose one form of ertergv over another Butcould it mean Conwnented AV71 See comment above

wecould see more natural gas plants

Ontario now benefits from a stable supply situation that is expected to continue until at

least the early 2020s

We dont need any more generating capacity for the moment
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When that time comes we can say what type of resources would be a lart of the market

A capacity anc lion would operate within the policy requirement in place at that time

IFS0 doesnt donftexpect to need any additional generating capacity

until the early 2020s and it is too early to say what resources would participate And to be clear

a capacity auction Ron tn$31 initiatives would operate within whatever

policy constraints were in place at that time

For example a cap and trade emissions trading system is in place that has put a price on

emissions So any natural gas facilities will have to pay for any gthmhouse gas GlIG141`44s

they emit and the governments ClimateChange Action Plan commits the province to

gradually reduce overall emissions of GHGs in the future

Fomsatted Defauk Paragraph Font

Capacity Auctions

PHowWh will atacecapacity auctions help improve the market

CcItv mstkois will help create a level playing field

a mon dynamic market increased transparency and allow for greater

arkLiorks

t11101eratom efikAmtiv rixrld to caws m demand year over year

SupOiigsto oi7orato n an onY1rorlmont whore filinv is a stable and transparent

mechnnism to provide revenue

Systeirt operators to secure resources at the lowest cost

Annual capacity auctions would wilii4t144anendoiingFneeltanisnthatcreatet a level playing

field for all stokoholfters resoarcesto compete to make ensure Ontario has the suerees
it needs to meet demand all year round Capacity auctions result in a more dynamic market

increased transparency around the cost of capacity and allow for greater innovation in the

electricity sector

Additional information

The province currently secures capacity by signing longterm contracts with generators This

approach has been instrumental in changing our supply mix and ensuring reliability over the

I ESON0019526



years However longterm contracts alone cannot provide the flexibility needed to match

changes in demand and supply year over year

Jurisdictions around the world have implemented open auctions that allow all types of

resources to compete and meet the year round demand for capacity and with much success In

these markets system operators typically secure resource needs for shorter periods and in a

more flexible manner than long4 emt contracts This approach provides more flexibility

allowingvstern operators to efficiently respond to changes in demand year over year For

suppliers it means there is a stable and transparent mechanism ill tiler

busine6stoppev44wsiewitlfi4efiRee44tarieLsiiee4irFor consumers it ensures that resources

are being secured at lowest cost

19 flaw will capacity auctions be implemented
a Starts with inland response auctions

a The deraand msponse auction was first introthwed in 2016 and successieelyproduced

lower costs XX

a 51trports mclode inch 111ig13voltinu transmission connected industrial commercial

dnd o srs tribution companies and consumers whose facilities an

voltage triLui int vstn1 and we cialthabtathani anllnanaatd by

an aggruzator

The IESO recently introduced an annual demand response auctions 3sthishas a really a

precursor to a capacity auctions The IESO worked with demand response providers to

transition them from contracts into the market to help drive down costs and better integrate

demand response into our resource mix

The first auction took place in 2015 and was a very successful with great participation and low

cost results The prices for the second auction in 2016 were 12 to 17 percent lower than those

achieved in 2015

Proponents included high volume transmission connected industrial commercial and

institutional users as well as local distribution companies and consumers whose facilities are

connected to lowvoltage distribution systems and whose contributions are managed by an

aggregator

10

Commented AW8 FYI this answer was originally part

of the question Why hasnt the IESO implemented MR
sooner It didnt really add anything to the answer to the

original question but it made for a good new question
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For the first time residential homeowners participating through an aggregator were eligible to

take part in the auction and were successful in being selected

Could you use capacity auctions to replace nuclear plants

The IESO intends to implement a capacity auction for incremental needs that may arise in the

early 2020s

Contracts

Commented AW9 Questions and answers dont matdi

ycy Formatted Default Paragraph Font

721 The government has said that it will refinance the global adjustment over 30 years to

more accurately reflect the lifespan of generating assets Should the wevilenil contracts

be extended as well

a Such a move would not benefit consumers

While Ontario is currently in a good position with respect to 511oply future needs are

uncertain

a Lockingin well ahead f time may appear to have some benefits it may conic at a cost

to cons nrier9

tk Locking in resources will stifle market innovation and impact savings that will cornea

with the more flexible marker system an outcome of Marker Renewal

A recent IESO evaluation determined that extending contracts would result in an overall loss of

value to ratepayers Ontario currently benefits from adequate supply but future needs are

uncertain Locking in resources for the longterm and ahead of when they are needed can

appear to initially provide reliability benefits and planning certainty but may actually come at a

cost to the consumer Locking in resources will not only stifle innovation in the sector for years

to come but also will result in foregoing cost savings that arise from meeting our system needs

in a more flexible manner through greater competition

bOrrnegtion

The IESO is currently working with stakeholders to design and implement a capacity auction to

meet Ontarios future incremental capacity needs Capacity auctions have been implemented by

many jurisdictions around the world with much SUCCeS9 allowing all types of suppliers to

11
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compete to provide capacity aorlwisikimoela9iitliietlfIn these markets system operators

typically secure capacity for shorter periods relative to longterm contracts This approach

provides more flexibility to respond to changes in demand For suppliers it means there is an

enduring and transparent mechanism to get paid for capacity they can supply to the

market For consumers it ensures that capacity is secured at lowest cost

822 Should we have extended contracts instead of refinancing the global adjustment

Would that have allowed the costs to be shared by future ratepayers while costing less

overall

Same answer as above

23 So there would be no cost savings if contracts were extended

lhere would be neagibk cost savirws while there would be sigrutk<Int nAs

Based on existing experience tiltomgliwith contract negotiationsrp4ifoioartiIPOaikaIyfii

current forecasts of system need and the evaluation of current drivers of electricity system

costs t14TFS0 fotETEd would be

ewst9avin while the risks and future opportunity loss would be significant

If pressed to provide more detail on our analysis

The IESOs analysis included a number of assumptions and estimates However results

indicated the potential cost reduction would be around 12 per ceni or $10 sto$20 million per

year on fta ion ard could likely increase

overall total cost to consumers

24 Why would there be no savings

MiArkk1 9takehohkrs

W1 beCounterpart1wou44likelyurdikely not entertain any proposal

unless there is additional value beyond What is already provided in the contracts After

factoring in negotiating costs the potential savings would be negligible and likely increase

overall total cost to consumers

25 Is there a chance we will be paying for resources twice Wouldnt that happen if at the

same time as a generators contract expires they are then successful in capacity auctions4

while we are also still paying through the refinancing of the global adjustment

12

nted AWN May have changed the meaning
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Current global adjustment costs that are being refinanced include the cost of establishing the

clean and reliable system we have today as well as the cost of establishing a culture of

conservation in the province New clean generation needed to be built and suppliers were

compensated accordingly The culture of conservation we have established will similarly

continue to pay dividends into the future

Ontario now benefits from a stable supply situation that is expected to continue until at least the

early 2020s Eventually capacity auctions will provide a transparent enduring and competitive

platform for all resources to compete to meet Ontarios incremental capacity needs For

example these needs could be met by new entrants demand response storage imports better

utilization of existing assets or traditional resources It is too early to speculate the timing of

future resource needs and which resources will meet those needs

If pressed

Current global adjustment costs and future capacity auction costs are for two different things

The global adjustment currently reflects the costs required to incent new clean generation to be

built in addition to fuel and operating and maintenance costs Global adjustment costs will now

be paid for over a longer period of time it also reflects investments made to establish a culture

of conservation in the province

1026 Did the IESO consider extending contracts as part of the governments rate mitigation

effort

Yes the IESO provided its analysis to the gnvernment

Top
NlARKET RENEWAL AND GOVERNMENT

flow does Market Renewal ref ate to the governments current

prices with Ontarios Fair Hydro Planl

Ilsey are not at all related

One is shortterm time frame for cost saving for consumers while the other is about

mak zng yssternic changes that will benefit consumers in the longterin beginning in

App roximatelv 2021

They are not related at all The government has made a strategic decision to temporarily reduce

electricity bills for residential customers small businesses and farms by an average of 25 per

cent as of fuly 1 2017 Prices will not increase beyond the rate of inflation for four years

13
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The iiiSYs
fin electricity marketplace

crst hi 11pIct

while the cosi benefits study looked at 10 year Mutt t rime itu c

to benefit well past 2030

What do stakeholders mean when they say they want less political interference

decboions

Stakeholders want government to commit to capacity auctions

F ted

Stakeholders and their investors have expressed that they want greater transparency and more

certainty when making business decisions Market Renewal be w4444m4uiteevolving the

wholesale electricity market and adopting new procurement practices through the introduction

of an incremental capacity auction to competitively and efficiently acquire resources

Stakeholders have suggested that they are looking for commitment fromacovernment toosing

capacity auction fi as an enduring mechanism This provides them with morecertainty

as they make investment decisions

Anthesernintarisepariaualrsa4ionspixovidotToa4erfloxibiiityyLin mesittrigsystawneedsaniikiAp

avoid the cost and mk of locking in reseurces for extensive rnrieds when they might riot be

PCtelt31MA

29 Has the governments procurement methods under the Green Energy Act been a failure

The electricity mOrLK Ksigned in the late 1990s and introduced in 2002 at a

timewhen the electricity landscape looked very different from today

Gnoen 1nerzy Act helped change that electricity marketialree with elimination of

coal integration of renewable increase distributed resol et and evolution of the role

of the consumer

Ontarios electricity market was designed in the late 1990s and introduced in 2002 when the

electricity landscape looked very different from today The Green Energy Act was one of several

key policy measures that helped eliminate coal integrated renewables increase distributed

resources and evolved the role of the consumer These policies have dramatically changed the

dynamics of Ontarios electricity system

14
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Ontario is now in a stable supply situation that is expected to continue until the beginning of

the next decade making this an opportune time to evolve the way we procure resources to

drive the best value for consumers

311 Is Market Renewal the result of government direction

=> I he Renewal is an initiative of the IPSO alongwith sector participants to

ddr2s1 ineffidolcks and nut downward pressure on electricity costs

Market Renewal is an IESO initiative to prepare Ontario for the electricity sector of

tomorrow To accomplish this the IESO and its stakeholders are pursuing fundamental and

enduring changes to Ontarios electricity market that will address known inefficiencies and put

downward pressure on electricity costs

Background

Ontarios electricity market was designed in the late 1990s and introduced in 2002 when the

electricity landscape looked very different from today The elimination of coal integration of

renewables increase in distributed resources and growing role of the consumer has

dramatically changed the dynamics of Ontarios electricity system

Inefficiencies have been identified over the years through the work of the Electricity Market

Forum the Market Surveillance Panel IESO studies and stakeholder input The IESO and its

stakeholders have worked together to improve different aspects of the market but more

fundamental changes are required to address remaining inefficiencies

Ontario is now in a stable supply situation that is expected to continue until the beginning of

the next decade making this an opportune time to consider and implement needed market

design changes

30

In the past there was some concerned about the ntin and mplerneMation of large

energy rtfra$Irticht re proiects includino iincompetiti ye pricing and the integration 4
beit4enedcomm uni ty concern
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What does the Minister mean when he said there was suboptimal siting and uncompetitive

pricing and heightened community concern

that would increase the community involvement in the siting and planning

of energy facilities the need for

SttHe riv with local 1Yov4mtrmits

and the ptilaU

Prwiding local lovernments and kmitnttnities agre3ter vcice and resprnJibility in

pianniTtg ATId 9i ti LIZ

1nsuring that ministries involved in planning are well coordinated

lieMinifite44i44nalepEnot441e46S0414412443rweniiackseviiPa1

igeeininleodiationf4tha4wfA1144iotifethetitnoFnmoiliyinvelveinenstiothesitintranii

pkInrting of energy and the governrwrt all of ahr

16
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