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“ Ieso Market Rule Amendment Proposal

Power to Ontario.
On Demand.

PART 1-MARKET RULE INFORMATION

Identification No.: MR-00341-R00

Subject: Enforcement

Title: Revise Non-Compliance Level Descriptions and Inocage Compliance Sanctioning
Guidelines Framework

Nature of Proposal: X Alteration [ ] Deletion X Addition

Chapter: 3 Appendix:

Sections: 6.6

Sub-sections proposed for amending:

PART 2—-PROPOSAL HISTORY

Version Reason for Issuing Version Date
1.0 Issued for Technical Panel Review and Comment pril A5, 2008
2.0 Published for Stakeholder Review and Comment y M&008
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Approved Amendment Publication Dat

Approved Amendment Effective Date:
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

Provide a brief description of the following:

* The reason for the proposed amendment and the trapabelESO-administered markeifsthe
amendment is not made.

» Alternative solutions considered.

* The proposed amendment, how the amendment addtess@sove reason and impact of the
proposed amendment on lEESO-administered markets

Summary

The amendment proposes to include in the markes tihle framework used by the Market Assessment
and Compliance Division (MACD) to establish a fioah penalty greater than $10,000. This
framework is currently found in the MACD sanctiogiguidelines. In addition, this amendment
includes revisions to the descriptions of the nomygliance levels in section 6.6.3.

The additions and modifications to the existingesuwlvould give market participants a greater degfee
certainty about when they might be subject to faiampenalties greater than $10,000, what factors
would be considered and the gradations up to $iomil Furthermore, the amendments to section
6.6.3 add clarity and transparency to better reflee factors considered by the IESO when
determining a level of non-compliance for penaltipso $10,000.

Background

In November 2006, the IESO Board approved MR-0028%clude Reliability Impact as Criterion for|
determining Financial Penalties. The amendmergsrerthat breaches of the market rules that have an
impact on reliability are treated consistently witieaches that have an impact on market operations.
Furthermore, the introduction into the rules of aximum financial penalty ($1 million) addressed
stakeholder concerns regarding the previous urdiiiability facing market participants for breashe
of the market rulés

On December 11, 2006, Hydro One filed an applicatiith the OEB under subsection 33(4) of the
Electricity Act, 1998or a review of market rule amendment MR-00284 e TBESO and Hydro One

agreed to settle the application and outlined ¢hes$ of the settlement in a letter of understanding
dated January 11, 2007. MACD addressed this dbgeby establishing a stakeholder forum to consult
on the development of the sanctioning guidelineklvhddressed stakeholder concerns. As of June
20, 2007, the sanctioning guidelines were effeciive were publishéd

! For more information on MR-00284, please visit sineendment archive page
(http://www.ieso.ca/imoweb/amendments/amendArchgme)a

% The guidelines are available on the IESO publib-si¢e at the following link:
http://www.ieso.ca/imoweb/pubs/consult/se34/se3372620-Sanctioning-Guidelines.pdf
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

In addition to the sanctioning guideline consutiatithe letter of understanding required MACD to
introduce market rule amendments which would inccafe the sanctioning guideline principles in t
the rules. The rule amendments would be usedrijuootion with the sanctioning guidelines. The
IESO committed to bring such amendments forwardiwithe 12 months following the letter of
understanding. There was agreement that the peblisanctioning guidelines could be applied before
the market rule amendments were approved.

\=J

The IESO has yet to apply the sanctioning guidslamthere have been no circumstances warranting
their application.

For further information on the compliance sanctgnguidelines, refer to MR-00341-Q00.

In addition to the above issue, there have beeerakinstances where misunderstandings and

disagreements have arisen between the IESO andkatrparticipant regarding the appropriate non
compliance level for a non-compliance event. Alttjo these disagreements have been resolved, the
IESO believes clarification of the non-complianeed| descriptions is warranted to avoid future
misunderstandings and disagreements and to incireasparency on how the IESO determines nop-
compliance levels.

Discussion
Sanctioning Guidelines

This amendment proposes to include the framewaek by MACD to establish a financial penalty
greater than $10,000 but up to $1 million. Thidifdn would give market participants a greater

degree of certainty about when they might be saibgefinancial penalties greater than $10,000, what
factors would be considered and the gradations &1 tmillion.

This framework starts on page 7 of this proposglaasof section 6.6.6A through 6.6.7 in chaptef 3
the market rules. Sections 6.6.6A.1 through 6.616#ere previously section 6.6.13. This sectios wa
moved before the sanctioning guideline insert imvfand ease of reading with the rest of sectién 6
The non-compliance level table and the establishimietihe penalty ranges within that table are taken
directly from the published MACD sanctioning guidels.

Clarification of Non-Compliance Level Descriptions

In addition, this amendment clarifies the desooipsi of the non-compliance levels, as the existihgsr
have caused confusion amongst market participdrts. clarity provided by this amendment would
improve transparency and remove ambiguity.

The revised descriptions of the non-complianceltestart on page 4 of this proposal in sections
6.6.2A and 6.6.3. The second bullet in section?2@\@s a new authority added to allow MACD to
establish appropriate non-compliance levels wherugistances do not fit any level definition or when
times to remedy non-compliance events are unrebmndhe levels themselves are rewritten for
clarity.

Additional Factor to Consider when Determining Penéy Amounts

The IESO also proposes adding an additional faoteection 6.6.7 for voluntary repayment of any
benefit obtained as a result of a breach. Thi®fas currently considered as an action in faétér7.5
(an action of the market participant on becomingr@awf the breach). However, for transparency, the
IESO proposes adding voluntary repayment by th&etguarticipant as a separate consideration
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PART 3—EXPLANATION FOR PROPOSEDAMENDMENT

factor.

These factors are seen in section 6.6.7, staringage 8 of this proposal. The IESO also proptises
addition of factors 6.6.7.12 and 6.6.7.13, whiahtaken directly from the published compliance
sanctioning guidelines. This addition is parttef thcorporation of the compliance sanctioning
guidelines into the Market Rules.

Furthermore, the revised wording for factor 6.680Axas stakeholdered for the compliance sanctioning
guidelines. The revision was to include the wdedtual or potential” to describe the impact of the
breach. The wording of factor 6.6.7.9 was revigeble consistent with factor 6.6.7.10, as the inten
the same.

PART 4 — PROPOSEDAMENDMENT

6.6 Non-compliance Letters and Financial Penalties

6.6.1 This section 6.6 sets forth the manner ircivitihel ESOwill pursuant to section
6.2.7 issue non-compliance letters and fix finanoénalties to be imposed on
market participantgor breaches of themarket rules

6.6.2 Where théESOhas determined that it is appropriate to issiedtarlof non-
compliance under 6.6.5 or impose a financial pgnaitder section 6.6.6 upon a
market participantthelESOshall:

6.6.2.1  determine the level of non-compliance ntlarket participanin
accordance with section 6.6.3;

6.6.2.2  determine the rate of recurrence of nonptamce by thenarket
participantin accordance with section 6.6.4;

6.6.2.3 based on the determinations made in accoedaith sections 6.6.2.1
and 6.6.2.2, determine whether to issue a non-aangd letter or impose a
financial penalty; and

6.6.2.4  where a determination is made to imposeaadtial penalty, fix the
amount of the penalty in accordance with secti@ne6.

6.62A3 When determining the particular level of non-coraptie referred to in section
6.6.2.1, thdESOshall establish:

* whether all of the conditions for a level have bewst; and

Page 4 of 11 Public IMO-FORM-1087 v.11.0
REV-05-09



MR-00341-R00
IESOTP 213-5b

» that the manner and time, proposed by the markétipant, within which

the non-compliance event will be remedied are nealsie under the
circumstances.

If a market participant

* meets some but not all of the conditions of anyglsitevel; or

e proposes a manner and time in which the non-comggi@vent will be

remedied that are not reasonable under the cireummoss in the opinion of the

IESQ

then the ESOshall assign what it considers to be the apprtmnan-compliance

level.

6.6.3 ThelESOshall determine the level of non-compliance ref@rto in
section 6.6.2.1 as follows:

6.6.3.1- Level “L1” shall apply where thmarket participant

6.6.3.2-

(i) failed to comply, in part, with the requiremsmf amarket rule
and

(i) on its own initiative informed thEESOon a timely basis of:

e the reasons for the non-compliance, and
* the manner and time in which the non-compliancé hvail
remedied.

Level “L2" shall apply where thmarket participarnt

6.6.3.3

(i) failed to comply in whole with the requirememisamarket rule
and

(i) on its own initiative informed thEESOon a timely basis of:

» the reasons for the non-compliance, and

* the manner and time in which the non-compliancé bl
remedied.

Level “L3"” shall apply where thmarket participart

(i) failed to comply, in whole or in part, with thequirements of a

market rule
(ii) did not on its own initiative inform thEESOon a timely basis of

the non-compliance; but

(ii) did inform, at thelESOs request and within the time specified in]

the request, thE=ESOof:

e the reasons for the non-compliance, and
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* the manner and time in which the non-compliancé bl
remedied.

6.6.3.4 Level “L4” shall apply where thmarket participant

(i) failed to comply, in whole or in part, with thequirements of a
market rule

(ii) did not on its own initiative inform thEESOon a timely basis of
the non-compliance; and

(iii) did not inform, at thdESOs request and within the time specified
in the request, thEESOof:

» the reasons for the non-compliance, and
* the manner and time in which the non-compliancé vl

remedied.

6.6.4 TheESOshall determine the rate of recurrence of non-d@mnge referred to in
section 6.6.2.2 based on the frequency and duratitmwhich themarket
participanthas been found by tHESOto be in breach of thmarket rules
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6.6.5 Where théESOhas determined, based on the determinations nratés u
section 6.6.2 and the provisions of the chart@ehfin section 6.6.6, that the
applicable sanction is the issuance of a letteroofFcompliance, thESOshall
issue a letter of non-compliance to tharket participant.

6.6.6 Where théESOhas determined, based on the determinations nratkr u
section 6.6.2, that the applicable sanction igrtigosition of a financial penalty,
thelESOshall, subject to section 6186A, consider the factors listed in section
6.6.7 andmposea financial penaltyn themarket participanwithin the ranges
set outin the following table

Level of Non-Compliance Range of Sanctions
L1 Non-compliance letter or up to $2,000.00
L2 Non-compliance letter or up to $4,000.00
L3 Non-compliance letter or up to $6,000.00
L4 $1,000.00 to $10,000.00

[{%)

6.6.6A ThelESOmay impose on market participant financial penalty in excess of th
amount otherwise provided for in section 6.6.6 aadjreater than $1,000,000 p¢
occurrence, where:

D
-

6.6.6A.1 theamarket participanhas breachedraarket rulewhile a declaration
that thelESO-controlled grids in an emergency operating state or a high-risk
operating state was in effect;

6.6.6A.2 thamarket participanbreached aarket rulewhile a declaration that
market operationsave been suspended was in effect;

6.6.6A.3 thdESO Boarddetermines that the impact of ttmarket participans
breach of anarket ruleon either theESO-administered markets thereliability
of theintegrated power systeis particularly severe; or

6.6.6A.4 the rate of recurrence of non-compliang¢hle market participant
with themarket ruleds of such frequency or duration as to warrantimgosition
of a higher financial penalty.

6.6.6B Where at least one of the conditions of6\Gre met and thEESOhas
determined that the applicable sanction is the Bitfpm of a financial penalty,
the[IESOshall, consider the factors listed in section®d&hd impose a financial
penalty on thenarket participanwithin the ranges set out in the following table.
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Non-Compliance Level
(Severity and Breach History)

Impact Low Moderate High Severe
Level Range Limit Range Limit Range Limit Range Limit

Min Max Min Max Min Max Min Max
Low $2,000 | $10,000 | $2,000 | $13,000 | $3,000 | $15,000 | $5,000 | $25,000
Little or
None
Medium | $2,000 | $30,000 | $4,000 | $100,000 | $6,000 | $200,000 | $10,000 | $335,000
Material
High $4,000 | $125,000 | $8,000 | $300,000 | $12,000 | $625,000 | $20,000 | $1,000,000
Severe

ThelESOshall establish the penalty range at the intei@®cif the determined
impact level and non-compliance level in accordamitke the applicablenarket
manualwhich includes:

« ThelESOshall determine the impact level by examininglad impacts of the
breach under investigation and selecting an apai@pmpact level.
e  ThelESOshall determine the non-compliance level by examibreach

history contributions, severity, and any aggravabn mitigating adjustments.

6.6.7 In fixing the amount of the financial penalighin the ranges described in the
tables set forth in sectian6.6.6and 6.6.6BthelESOshall have regard to:
6.6.7.1  the circumstances in which the breach oedur
6.6.7.2  the severity of the breach;
6.6.7.3 the extent to which the breach was inaduernegligent, deliberate or
otherwise;
6.6.7.4  the length of time the breach remainedsgived;
6.6.7.5 the actions of thearket participanbn becoming aware of the breach;
6.6.7.6  whether thmarket participandisclosed the matter to thHeSOon its
own or whether it was prompted to do so;
6.6.7.7  any benefit that tmearket participanbbtained omay have obtained
as a result of the breach;
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6.6.7.8  any previous breach by tharket participanbf themarket rulesor of
the conditions of itéicence

6.6.7.9  theactual or potentidgmpact of the breach on othmarket |
participants

6.6.7.10 thectual or potentidgmpact of the breach on thESO-administered |
marketsas a whole;

6.6.7.10A the actual or potential impact of thedoteon theeliability of the
integrated power system

6.6.7.11 any sanctions that may be imposed oiE8©by astandards
authorityas a result of the breacmd

6.6.7.12 such other matteras thdESOconsiders appropriate

6.6.7.12 the immediacy of the threat that the ¢dhigases to theesliability of
theintegrated power systear thelESO-administered market

6.6.7.13 presence and quality of tharket participans compliance program;

6.6.7.14 on its own initiative, market participanteasonably compensates th
IESO-administered mark&r the value of any benefit it obtained as a htesfu
the breach; and

D

6.6.7.15 such other matters as B8O considers appropriate.

6.6.8 Where Appendix 3.1 provides for the impositod a formula-based penalty in
respect of the breach ohaarket rule the[ESOmay issue a letter of non-
compliance pursuant to sections 6.6.2 and 6.6impose a financial penalty
upon themarket participantthe amount of which shall be determined by the
application of the following formula:

P=DxTxC
Where:
P = the amount of the financial penalty, in dollars

D = the deviation from the applicable obligatiortive market
rules expressed in terms of MW, MVAR, kV, power factor
other determinant, as specified in Appendix 3.fegpect of the
particularmarket rule

T = the duration of the breach, expressed in houfsactions of
hours
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C = the amount determined in accordance with se&i6.9 in
respect of the particulanarket rule

6.6.9 The amount C referred to in section 6.6.8 Sieadetermined, in respect of the
breach of a particulanarket rule by multiplying themarketprice prevailing at
the time of the breach by an amount determinedh®iBSOhaving regard to the
criteria set forth in section 6.6.7 and to thedastoted in sections 61&6A.1 to
6.66A13.4, where applicable.

6.6.10 Where Appendix 3.1 specifies more than ametson in respect of the breach of
a particulamarket rule thelESOmay impose all of the sanctions so specified on
themarket participanprovided that no financial penalty may be impoised
respect of a breach for which teSOhas issued a letter of non-compliance
pursuant to section 6.6.5. Nothing in this sec6dh10 shall prevent tHESO
from imposing a financial penalty for failure byrarket participanto remedy a
breach in respect of which a letter of non-comméhas been issued or if there is
any repetition or continuation of such breach.

6.6.10A Inrespect of a breach of section 7.5.8€lbépter 7, théESOmay:

6.6.10A.1 issue a letter of non-compliance or ingp@ginancial penalty upon the
market participanpursuant to sections 6.6.2, 6.6.5 and 6.6.6; and

6.6.10A.2 adjussettlement amounisaid or payable to iegistered market
participantsuch agransmission rightpayments, congestion management
settlementredits or othesettlement amounthat theregistered market
participantreceived or avoided due to an act or omissionawuase of conduct
of either theregistered market participargione or theegistered market
participantby agreement or arrangement with one or more otiagket
participantsthat led to the breach of section 7.5.8A of Chapter

6.6.11 Nothing in this section 6.6 shall preclugelESOfrom making an order under
one or more of sections 6.2.7.1, 6.2.7.2, 6.2.7@27.6 in respect of a breach of
the market ruleswith respect to which a sanction has been imppsesuant to
this section 6.6.

6.6.12 [Intentionally left blank]
6.6.12.1 [Intentionally left blank]
6.6.12.2 [Intentionally left blank]

6.6.13—[Intentionally left blank]
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6.6.14 No additional financial penalty may be imgubgn respect of a breach of the
market ruledor which a financial penalty has already been isgabpursuant to
this section 6.6 provided that nothing in this s#t6.6.14 shall prevent tHESO
from imposing a financial penalty for failure byrarket participanto remedy a
breach in respect of which a financial penalty @sn imposed or if there is any
repetition or continuation of such breach.

6.7 Officers and Agents

6.7.1 If any director, officer, employee partnemagent of anarket participantoes
any act or refrains from doing any act which if dar omitted to be done, as the
case may be, byraarket participanwvould constitute a breach of thearket
rules, such act or omission shall be deemed for theqaap of this section 6 to be
the act or omission of thearket participant
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