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1. Summary

Starting in 2009, the AESO will initiate consultation with Stakeholders regarding
the import and export capabilities of existing inter-ties in Alberta. The legislative
guidance provided in Appendix 1 forms the basis for this work and the related
consultation. Outcomes of this initiative will provide long-term guidance on the
treatment of the existing inter-ties.

In recognition of this upcoming broader consultation, the AESO intends to
conclude the consultation (done primarily through the ILRAS Working Group,
since late 2007) respecting measures focused on increasing only the import
capability of the Alberta-BC inter-tie.

After consideration of the views expressed by Stakeholders in this regard, the
AESO has developed a proposal to address import capability in the near-term,
while the broader initiative is being worked on.

This recommendation paper provides a brief background of the issue, a summary
of views expressed by Stakeholders, and presents recommended next steps.

The AESO will be holding an ILRAS Working Group session on December 12,
2008. Stakeholders are encouraged to provide their comments regarding the
proposal recommended in this document at the meeting. The AESQO’s intention
is to finalize the next steps shortly after this meeting, and, as noted above,
subsequently end the ILRAS Working Group.

2. Background

Since 1998, an Interruptible Load Remedial Action Scheme (ILRAS) has been in
place to facilitate imports over the Alberta-BC inter-tie. The scheme effectively
enables import levels to exceed 450 MW by ‘arming’ some loads to be
interrupted in the event of a contingency on the inter-tie. The current and sole
ILRAS agreement is between FortisAlberta, an electricity distribution facility
owner, and the AESO.

For a number of years, there has been concern that FortisAlberta customers face
a greater risk of interruption relative to other load customers in Alberta due to this
arrangement. To partially address this concern, the ILRAS contract was altered
in January, 2007 such that ILRAS is now only enabled for imports during energy
supply shortfall events, rather than for all imports including those that are ‘in-
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market’. This has had the effect of significantly reducing the number of hours
FortisAlberta customers are at risk of interruption due to the ILRAS arrangement.

In late 2006 the AESO initiated a competitive procurement process for ILRAS
that would be used for supply shortfall events and for ‘in-market’ imports;
however, the Expression of Interest (EOI) failed to attract sufficient interest to
allow termination of the ILRAS arrangement.

In October 2007, the AESO issued a Discussion Paper which proposed that
eligible distribution companies provide ILRAS service during energy shortfall
events and also to enable ‘in-market’ imports, on a mandatory, regulated basis.
Stakeholders expressed concerns related to the proposal, and the ILRAS
Working Group was subsequently established to further review the issue.

In April 2008, the AESO confirmed that an LSR service (Load Shed
Requirements, having a slightly slower required trip time compared to ILRAS)
could be used in place of ILRAS, and the working group recommended an EOI
be issued for LSR. The AESO issued an EOI for LSR in June 2008, but it also
failed to attract sufficient interest to allow for the replacement of ILRAS.

3. Summary of Working Group Input
Below is a summary of some of the feedback received from Stakeholders.

Please refer to the AESO website for complete documentation related to the
ILRAS consultation: www.aeso.ca > Tariff > Current Consultations > ILRAS
Procurement.

« The AESO should competitively procure as much of the necessary
services as possible;

. Concern about the AESO suggestion to regulate (i.e. make mandatory
with AUC approval) all or a portion of the requirements, even after
attempting to procure the service competitively;

« Concern with the AESQO’s potential pricing mechanism for a regulated
service;

. The views of some Stakeholders were conditioned on whether the
necessary services were being used to facilitate imports during energy
supply shortfall events or during normal conditions;

. Concern with imports being price takers and the potential distortion this
creates in the market;
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« Questions regarding whether the necessary service is an ancillary service.
If it is not an ancillary service, then should importers bear the cost?

. Concern that a distinction was being made to procure [ancillary] services
to accommodate Alberta generation versus imports; and

« Symmetry should apply to measures that were taken with regard to other
steps to facilitate imports and exports.

4. Proposed Near-Term Next Steps

After consideration of the views expressed by Stakeholders, the AESO has
developed the following proposal which it recommends be implemented in the
near term, and allow for the broader consultation process to take place with
regard to the existing inter-tie capabilities.

1. Continue with the ILRAS agreement with FortisAlberta in order to facilitate
imports for energy supply shortfall events only, until such time the service is
no longer required (see further steps below).

Rationale:

ILRAS is an effective tool for ensuring reliable operation of the electrical
system. Continuation of the current arrangement is reasonable given that the
infrastructure is in place, ILRAS has only been armed for five hours during the
past year, and no interruptions to service occurred.

2. The AESO will run an RFP for competitive procurement of LSR and Fast
Ramp services to be used for reliability and/or ‘in market’ imports. The volume
(MW) solicited would be less than the volume that was identified as available
in the 2008 EOI - in an effort to facilitate a contestable outcome - but at least
70 MW (which is the minimum effective amount).

The counterparties who are currently contracted to provide Load Shed
Service (LSS) would be eligible to participate in the RFP and would be
allowed to terminate their LSS contracts without penalty if chosen as LSR
providers.

Potential LSR and Fast Ramp suppliers and AESO would need to agree on
terms and conditions for the service to ensure it is operational and effective.

If there is not sufficient interest in the RFP to provide a contestable outcome
and fulfill the minimum effective requirement, no further competitive
procurement attempts for LSR and Fast Ramp will be conducted and the
AESO will defer implementation of solutions until consultation on the broader
inter-tie initiative is concluded. On the other hand, if some service providers
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are established after the initial RFP, the AESO would attempt to re-run the
RFP in the future in order to attempt to grow the market.

Rationale:

Allows for the development of a competitive market for LSR and Fast Ramp,
should there be sufficient interest in providing this service. Conversely, it
does not make it mandatory for load customers to accept the need for and
costs of increased capability for in-market imports if there is no voluntary
market for the associated service.

3. Oncel/if LSR services are contracted, review whether it is possible to reduce
the MW'’s provided under the ILRAS agreement or terminate the ILRAS
agreement altogether. LSR could potentially replace some or all of the ILRAS
service if the following conditions are met:

e LSR service would be effective during supply shortfall events;

e LSR suppliers and AESO can agree on terms and conditions for applying
the service in all supply shortfall events; and

e |tis possible for the AESO to efficiently operate during supply shortfall
events, with a combination of ILRAS and LSR services.

Rationale:

To the extent possible, this may allow the MW’s provided under the ILRAS
agreement between FortisAlberta and the AESO to be reduced or allow for
termination of the agreement altogether, thereby lowering or removing the
incremental risk of involuntary interruption to those FortisAlberta loads.

Lastly, the AESO proposes the cost of the services for both energy supply
shortfall events and for ‘in market’ imports should continue to be recovered
through the AESO tariff as ancillary services costs. This is consistent with the
treatment of ILRAS and LSS today and over the last number of years. Should
alternatives be identified through the broader consultation on the inter-tie, these
will be considered as part of that initiative.

5. Conclusion

The AESO proposes to implement an interim solution to address import
capability of the Alberta-BC inter-tie, with a focus on developing a competitive
market to supplement and/or replace ILRAS service provided through
FortisAlberta.

An ILRAS Working Group session will be held on December 12, 2008 to provide
Stakeholders the opportunity to comment on this proposal. Following the ILRAS
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Working Group session, the AESO will confirm the approach to be taken, and
intends to conclude the ILRAS Working Group.

With a view to longer term solutions, the AESO will be consulting with industry on
the broader initiative aimed at the import and export capabilities of existing inter-
ties in Alberta beginning in 2009.
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Appendix 1:
Legislative Guidance for Broader Consultation

This appendix outlines the legislative guidance that will be considered as part of
the consultation process on restoring Alberta import and export capabilities.

In November 2003, Alberta Department of Energy published a Policy Paper
entitled “Transmission Development, The Right Path for Alberta which reached a
set of conclusions intended to guide transmission development in the Alberta.
On these conclusions stated the following;

“Transmission internal to Alberta should be reinforced so that under
normal conditions, the existing inter-ties can import and export power on a
continuous basis, in accordance with their design capability.”

The discussion associated with this conclusion stated:

e “Under normal conditions, the Alberta transmission system should be
reinforced so that the BC Inter-tie is capable of transferring about 1,000
MW for exports subject to availability of generation RAS schemes and
about 800 MW for imports subject to suitable load RAS schemes.”

e ‘“Inter-ties are an essential part of a competitive market both as a means to
import power when needed, and to export surplus energy and to support
effective functioning of the wholesale market.”

e “Since the ability of inter-ties to exchange electricity in both directions (i.e.
import and exports) is essential to a robust wholesale market and a
reliable electric system, the cost for internal reinforcements and RAS
arrangements to allow the inter-ties to function as designed will be
allocated to load.”

In June 2005, Alberta Department of Energy published a Policy paper entitled
“Alberta’s Electricity Policy Framework: Competitive — Reliable — Sustainable”
which stated the following;

“Transmission interconnections with neighbouring jurisdictions are
essential to a well-functioning power market as they support reliability,
price stability, generation development and continued economic growth in
Alberta. Albertans benefit from these interconnections by having the ability
to import or export power as needed.”

The Transmission Regulation, which was amended in 2007, also addresses the
Alberta-BC inter-tie. Section 16 of the Transmission Regulation states that
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“ In making rules under section 20 of the Act, and in exercising it duties
under section 17 of the Act, the ISO must prepare a plan and make
arrangements to restore each inter-tie that existed on August 12, 2004 to,
or near to, its path rating.”

The Transmission Regulation states that:

“...In exercising its duties under section 17 of the Act, the ISO
must...taking into consideration the characteristics and expected
availability of generating units, plan a transmission system that ...is
sufficiently robust so that 100% of the time transmission of all anticipated
in-merit electric energy referred to in section 17(c) of the Act can occur
when all the transmission facilities are in service...”

While Section 17 (c) of the EU Act states that the ISO has the duty

“...to determine, according to relative economic merit, the order of
dispatch of electric energy....in Alberta and from scheduled exchanges of
electric energy ,...between the interconnected electric system in Alberta
and electric systems outside of Alberta, to satisfy the requirements for
electricity in Alberta;”

In conjunction with the direction provided above on inter-ties, any AESO action
must also consider the following:

The Electric Utilities Act, S.A. 2003, c. E-5.1, (EUA) in section 16 states
that the AESO “must exercise its powers and carry out its duties,
responsibilities and functions in a timely manner that is fair and
responsible to provide for the safe, reliable and economic operation of the
interconnected electric system and to promote a fair, efficient and openly
competitive market for electricity.”
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