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Electricity
Market Qperator

’M o Independent M ar ket Rule Amendment Submission

Please complete the first four parts of this form and submit the completed form by email or fax to the
following:

Email Address: Rule.Amendents@thel MO.com
Fax No.: (416) 506-2847 Attention: Market Rules Group

Subject: Market Rule Amendment Submission

All information submitted in this process will be used by the IMO solely in support of its obligations
under the "Electricity Act, 1998", the "Ontario Energy Board Act, 1998", the "Market Rules’ and
associated policies, standards and procedures and its licence. All submitted information will be
assigned the confidentiaity classification of “public” upon receipt. You should be aware that the IMO
will publish this amendment submission if the Technical Panel determines it warrants consideration
and may invite public comment.

Terms and acronyms used in this Form that are italicized have the meanings ascribed thereto in

Chapter 11 of the “Market Rules’.

PART 1 —-SUBMITTER’S INFORMATION

Please enter contact information in full

Name: Jason Chee-Aloy

(if applicable) Market Participant / Market Participant Class: IMO Staff
Metering Service Provider No. *:

Telephone: 416-506-2839 Fax: 416-506-2847

Email Address; Rule Amendments@thel MO.com

PART 2 — M ARKET RULE AMENDMENT SUBMISSION INFORMATION

Subject: IMO-Administration

Title: Proposed Local Market Power Rule Amendments

Nature of request (please indicate with X on theright): Alteration - X Deetion Addition
Clarification

Chapter: 7 & 11 (definitions) Appendix: 7.6 Sections

Sub-sections proposed for amending/clarifying : 1.3.3, 1.3.8, and 1.6.2t0 1.6.6

! Thisfield is restricted to a maximum of 12 characters and does not allow any spaces or underscore.
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PART 3 — DESCRIPTION OF THE | SSUE

Provide a brief description of the issue and reason for the proposed amendment. If possible, provide a
gualitative and quantitative assessment of the impacts of the issue on you and the IMO-administered
markets. Include the Chapter and Section number of the relevant market rules.

Appendix 7.6 provides the IMO with a framework to identify possible abuses of local market power
and mitigate abuses of local market power where transmission or security constraints on the IMO-
controlled grid create local sub-markets.

Where abuse of local market power has been determined, the IMO may limit the amount of congestion
management settlement credit (CM SC) payments to market participants or levy financial penalties.

CMSC payments are paid to market participants when the (constrained) dispatch schedule for a
registered facility deviates from the (unconstrained) market schedule (see section 3.5 of chapter 9). The
payment is based on the difference between the energy market price and the offer or bid prices for the
registered facility. Registered facilities that have local market power (in absence of any reliability
must-run contracts) may receive large CM SC payments through excessively high offer or bid prices.

The IMO’'s Market Assessment Unit, has identified three aspects of Appendix 7.6, which require rule
amendments to correct or streamline the process. These aspects are as follows:

1. Negative historical references prices used in the price screen evaluation

Section 1.3.8 describes how the IMO calculates the acceptable energy offer and bid price limits based
on reference prices and high end and low end factors. When a reference price is negative, application of
the high end and low end price limits resultsin the irrational result of the upper price limit being below
the reference price and the lower end limit being higher than the reference price. Therefore these ranges
are rendered ineffective when reviewing an investigated price (see sections 1.3.2 to 1.3.8). The
calculation of the upper and lower price limits are proposed to be modified to account for negative
reference prices. This proposed change would allow the IMO to properly apply the price limit screen.

An example of the problem isillustrated below.

If the reference price is -$40/MWh and the upper price limit (price duration) factor is 1.25, multiplying
the two values leads to an upper price limit of 1.25 * -$40/MWh = -$50/MWh, which is lower than the
reference price. Thus, if a market participant offered a price of -$40/MWh, equal to the reference price,
such a price would be higher than the calculated limit and could fail the price screen.

In such a case, a more appropriate calculation would lead to a price limit which is 25% above the
reference price, or in this case, -$30/MWh which is $10/WMh above the reference price.

Instead of applying the calculation:
RP* factor (1)

(where RP is the reference price), it is more reasonable to caculate the limit as.
RP + abs[RP] * (factor —1) %)

(where abs [RP] is the absolute value of RP, which is a positive number)

When RP is positive, equation (2) becomes equivalent to equation (1). However, when RP is negative
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PART 3 — DESCRIPTION OF THE | SSUE

Provide a brief description of the issue and reason for the proposed amendment. If possible, provide a
quditative and quantitative assessment of the impacts of the issue on you and the IMO-administered
markets. Include the Chapter and Section number of the relevant market rules.

eguation (2) will lead to:

i) upper ranges above the reference price, as the term (factor —1) will be greater than 1 since the upper
range factors are > 1; and

ii) lower ranges below the reference price, as the term (factor —1) will be less than 1 since lower range
factorsare <1.

2. Expanded inquiry details

It is proposed to expand section 1.6.6 to specify information requirements of dispatchable load facilities
(and exports) during alocal market power inquiry. The present local market power rules are silent with
respect to information requirements for these market participants once an inquiry has been launched.
The proposed informationa requirements should be similar to those aready specified for constrained
on generation units and constrained off generation units (see sections 1.6.3 and 1.6.4).

Section 1.6.3 implies that the IMO must perform the re-caculations of the price limits using the cost
components indicated. If any of these cost components are not provided, the only recourse for the IMO
isto refer the matter to dispute resolution (see section 1.6.2). It is proposed to provide the IMO with the
ability to perform the re-calculations, excluding any of these cost components not provided by the
market participant within at least three business days. This new provision would better streamline the
inquiry process.

Currently the IMO can request, but not compel, the market participant in advance of the inquiry
meeting to provide information as specified in section 1.6.2. It is proposed to make this request an
obligation for the market participant to provide this information to the IMO. Effectively, this new
obligation would better ensure that the IMO can review and evaluate materia in advance of an inquiry
meeting. This new provision would also better streamline the inquiry process.

3. Referenceto on-peak periods and off-peak periods

Some market participants have found the reference to on-peak periods and off-peak periods, as defined
in Chapter 11 and used in Appendix 7.6, to be leading to confusion and contracting difficulties in the
marketplace. The definitions in Chapter 11 are not consistent with the other industry and market
definitions or notions of what is on-peak and off-peak. Although the intended use of these termsin the
market rulesis only related to Appendix 7.6, this nevertheless can be mideading. In Appendix 7.6, the
terms are only used to establish two averages representative of afacility’s prices over the previous 90
days (see section 1.3.3). The averages are referred to as the on-peak historical reference price and off-
peak historical reference price. The on-peak valueis an average of prices accepted in the market
schedule during weekday hours — from 7:00 EST to 21:00 EST on business days. The off-peak
historical reference priceis an average of prices accepted during other or non-weekday hours. It is
proposed to change the terms “on-peak” and “ of f-peak”.
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PART 4 — PROPOSAL

Provide your proposed amendment. If possible, provide suggested wording of proposed amendment.

Listed below are proposed amendments for the issues identified.

Negative historical references prices used in the price screen evaluation

Amend sections 1.3.8.1 a. and 1.3.8.2 a. of Appendix 7.6 to reflect the new calculation:
RP + abs[RP] * (factor —1).

Inquiry details

Amend section 1.6.6 of Appendix 7.6, to indicate that the factors to be considered under an inquiry will
include lost revenues and values, opportunity costs and other costs, relevant for an inquiry for
dispatchable loads and exporting boundary entities. Also, modify section 1.6.6 to indicate how these
would be used to generate upper and lower price limits.

Amend sections 1.6.2 through 1.6.5 to alow the IMO to perform the re-calculations to the price limits
under the circumstance that the market participant under inquiry has not provided information.

Amend sections 1.6.2, by creating a new market participant obligation that information must be
submitted at least three business days in advance of the date of the inquiry meeting.

Reference to on-peak periods and off-peak periods

Replace the terms “on-peak” and “ off-peak” in section 1.3.3 of Appendix 7.6 and Chapter 11. The term
“on-peak” could be defined as a business day between the hours of 0700 to 2100 EST while “ off-peak”
would represent al other times.
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PART 5—-FOR IMO Use ONLY

Rule Amendment Submission Acceptance I nfor mation
MR number: MR-00200-Q00

Date submitted to Technical Panel:

Accepted by Technical Pandl as. Genera - X Urgent Minor Date: July 16, 2002
(please indicate with X on the right) ’

Criteriafor acceptance:
|dentifies errors or inconsistencies within the market rules;

Identifies impediments to, or means to enable, operations and market coordination with rules or
practices,

Identifies ambiguity or confusion within the rules that causes interpretation confusion and leads to
poor coordination of implementation or to future disputes;

Identifies ways to simplify the market and/or reduce participant or IMO costs; and

The expected or perceived benefits of the amendment exceed the expected or perceived costs of
implementation

Priority: High

Criteriafor assigning priority:

Pervasiveness of the problem and practical consequences

Not accepted (please indicate with X):

Clarification/interpretation required (please indicate with X):

Technical Panel minutes reference; IMOTP 109-1

Technical Panel Comments:
These market rule amendment submissions warrant further consideration.

Comments on these market rule amendment submissions should be sent to the IMO by August 7, 2002,
using the Written Submission form.
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