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2.0 & 3.0

Purpose, Introduction
	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power questions the need to implement a Short Term solution. Our strong preference would be to focus on a sustainable Long Term solution. 

AESO has existing administrative processes in place to address supply surpluses. The central issue that arises from their anticipated greater use is not their effectiveness but rather that their administrative nature results in inefficient and unfair outcomes. In our view, while changing these procedures may result in different outcomes, at their core, the need remains for directing participants to take actions that are not in their interests and that they would not otherwise take. Different administrative procedures are unlikely to be “fairer” or measurably more efficient. Our focus and recommendations therefore are directed at facilitating the market’s ability to voluntarily clear.
	The AESO is working on the short term and long term solutions simultaneously.  
The short term solutions proposed in the discussion paper (no exemption for wind and co-generators) are necessary updates to the existing procedures to ensure that there is a level playing field for all competitors.  Short term solutions are necessary to manage the increase in $0 energy that the system could see in the next year.
The short term solutions proposed in the discussion paper, specifically the voluntary generator curtailment request and exports within T-2 options are aligned with comparable steps in the supply shortfall procedures.  

The long term solutions proposed in the discussion paper, specifically market rules for wind generation, are more complex and require more coordination and consultation with stakeholders.  The strategy is to create short term solutions that are compatible with the longer term solutions so that the final design is fair, efficient and openly competitive.
As stated within the discussion paper under supply surplus principle a), competitive outcomes are preferred over administrative outcomes.  

	IPCAA
	IPCAA’s perspective for resolving supply surplus conditions is similar to those expressed for wind integration and OR re-design: the AESO should always look to market options first, and only in the event that a market option is not available should the AESO consider an imposed or Rule-based solution.

The AESO, in its review of supply surplus options continues to view the problem as a reliability issue. As such, negative or anti-FEOC solutions rather than positive or “let the market sort it out” solutions have been considered.

It is difficult to imagine how a supply surplus condition can be considered as a reliability threat. Clearly too many generators are offering supply at $0.00 because they need to run, the solution is to determine the price at which they would choose not to run. 

This is the under-lying principle of the single-price merit order, but in reverse. Typically, the price is driven up the merit order to a level at which some loads choose not to consume. In supply surplus conditions, the price should be driven negative to a point at which some generators choose not to operate.

In the absence of a negative price in the merit order, generators should be allowed to offer a price at which they will be dispatched off. Other generators who choose to operate should pay this cost. This would essentially be a form of negative uplift.
	Please refer to AESO’s response to ATCO Power within this section.

The AESO agrees that market options should be considered first and that a level playing field is necessary for all competitors.

The proposed options in the supply surplus discussion paper are aligned with the duties of the ISO as per the EUA.  
The AESO system controller must maintain supply-demand balance in order to maintain reliability on the AIES.  If not dealt with properly a supply surplus will result in interties being off schedule and possibly an increase in system frequency or both impacting neighbouring jurisdictions.  Each balancing authority has the responsibility to prevent such occurrences.
Even though supply surplus creates reliability issues the AESO seeks to resolve the issues though market solutions and in a manner that is fair to market participants with the least amount of impact on the normal functioning of the market.

The AESO has proposed an option within the discussion paper, described as the voluntary generator curtailment program, where generators could submit an offer to curtail for a price, when the SMP is zero.  All generators that remain on line during a supply surplus condition would compensate one or more generators who would curtail on their behalf.  

	MEG Energy 
	MEG Energy Corp. (“MEG”) agrees with the premise that it is possible that supply surplus events will occur with greater frequency over the next 10 years relative to the past 10 years. The AESO’s current interconnection queue indicates that there are applications for 13,467 MW of generation capacity connection between 2010 and 2017 of which 10,497 MW may elect to operate as price takers.  This increase in supply capacity should be considered within the context that the peak load-to date is 10,246 MW and the lowest level of demand in 2009 was 6,454 MW.  If peak load was to grow by an aggressive 5% per annum, peak load in 2017 would have increased by 4,171 MW.  Even assuming wind energy is 0 MW during the peak load hour in 2017, the AESO connection queue suggests that new supply will outpace peak load growth.
	The numbers in the queue have changed significantly over the summer and the AESO expects that the queue could continue to change as market conditions and economics change.  Nonetheless a robust rule is necessary during emergency conditions.  The supply surplus rules should allow, to the extent possible, pool participants to respond to market conditions and AESO intervention should be kept to a minimum. 

	Nexen
	While the AESO was seeking comments on both the short term and long term options proposed in the paper, Nexen’s comments will focus on the proposed short term solutions.  Nexen may comment on the long term considerations when they are discussed in the future.
	Acknowledged.

	Suncor
	As reflected in the “Market Initiatives” stakeholder session held on May 27, 2010, there were concerns raised about the meaning of a “short term” vs. a “long term” solution. Suncor’s recommendation is that anything which is classified as “short term” should be considered experimental / a pilot project with specified start and end dates. When the AESO proposes to formally adopt the short term solution as a long term solution, stakeholders should be re-consulted to review lessons learned from the implementation of the pilot project. The AESO should make a clear commitment in regards to this recommendation.  
	Please refer to AESO’s response to ATCO Power within this section.

	TransAlta
	The intent of the rule is to ensure that the situation of $0 pool price is managed and that there is no bias in dispatching generation of various fuel types at a $0 pool price.  

There are differences between different generating units such as location which provide for operation of the power system and the AESO must have flexibility in choice of units dispatched to provide for operation of the power system. For example, voltage support or efficient operation such as to minimize losses.  

To be clear the issue dealt with is within the T-2 timeframe where the bid price and volume are fixed and can not be varied except for a suitable operational reason.  Also to be clear, it is the choice of the bidder that they bid their generation in at $0 and so accept the consequence if in fact the clearing price in the pool is $0.  They could have chosen to bid a different offer price than $0 and perhaps if the frequency and duration of $0 hours increases then bidding behaviour may change.

While much of the discussion seems to be focused on wind it should also be acknowledged that other fuel types do offer in at $0 most significantly base load units and cogeneration units.
	Analysis, found in the discussion paper, has shown that there is capacity within the $0 offer block that is above minimum stable generation levels.  This data does not include wind generation, as wind generators do not submit an offer at this time.  The MSG level for an asset is submitted to the AESO by the participant.  Refer to section 5.1 of the Supply Surplus Discussion paper for further information.   


	TransCanada
	Primarily TransCanada believes that, at this time, the AESO should not expend further time and/or energy on short-term solutions to this situation but instead should continue to utilize the current processes. This would allow the AESO to focus on and expedite the implementation of long-term solutions. As pointed out in the Paper, there have been a number of instances where Supply Surplus has transpired and the current AESO process has been able to handle it. While the frequency and duration of these instances may increase in the short-term they will still be manageable with the current process, provided longer term solutions are pursued expeditiously.

Overall, in TransCanada’s opinion, addressing the root cause for 2/3 of the energy supply offers in the market being priced at $0 is a more practical way to address the future surplus supply situations than what is proposed in the Paper. 
	Please refer to AESO’s response to ATCO Power within this section.




4.0 Supply Surplus Principles

· Are there any principles that are missing, that should be included? Please include reasons why.

· Are there any principles listed that should not be included? Please include reasons why.
	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power believes that the following principle should be changed: 

b) Supply surplus rules should be drafted so that they facilitate competition and reduce undue barriers to entry; 
Competition is the result of a variety of factors and it is outside of the AESO’s mandate to look for ways to increase competition. The obligation on the AESO is to ensure that there are no undue barriers to competition. 

In the comment on principle d) the AESO limits the scope of this consultation by stating that Market redesign is not part of the scope of this project. 

ATCO Power agrees that expanding the range of potential solutions beyond those that would address the core issue – how to balance load and supply – does not appear to be justified. Potential solutions should reasonably include both administrative procedures and use of the EMMO. 

Resorting to administrative procedures should be a distant second choice to use of the EMMO. The basis for this discussion is AESO’s anticipation that absent change, it will be increasingly necessary. In ATCO Power’s view, neglecting to properly consider how we might avoid the need to do this is a significant deficiency of the discussion paper. 

Expanding the offer floor and thereby allowing participants greater flexibility in their offers should not be viewed as a prohibitive market re-design. If they do not wish to take advantage of that flexibility, they can simply choose not to. 
	The AESO agrees that principle b) should be changed to use the term “facilitate” instead of “encourage”.
As part of the AESO’s mandate to promote a fair, efficient and openly competitive market for electricity, market based solutions are preferred over administrative solutions for managing supply surplus in a FEOC and reliable manner.
Please also refer to AESO’s response to ATCO Power in section 2.0 & 3.0.
The discussion paper is premised on the need to manage supply surplus in a FEOC manner while maintaining grid reliability.
As stated in the discussion paper, Negative pricing is not a preferred option.  Please refer to section 9.1.3 of the discussion paper and AESO’s response to ATCO power within section 9.1.3 of this comment-response matrix for further explanation.

	Capital Power 
	Currently the ISO has three papers out for consultation with three different sets of principles. We recommend that the ISO endeavor to create a consistent set of high-level principles that are used to assess potential market solutions or market rules. The high-level principles should be general enough that they can be applied to different policy issues in different contexts and that can be used as the basis for future pieces of work.
Minimizing the impact on neighboring jurisdictions is not an appropriate principle for evaluating market rules in Alberta.  Rather a principle that captures the much broader objective, to ensure the safe and reliable operation of the bulk electric system, should be adopted. We recommend the following wording: c) Any potential suite of market rules must ensure the safe and reliable operation of the bulk electric system.

Capital Power recognizes that the ISO faces IT limitations and challenges but encourages the ISO to make continuous improvements to the IT system such that most appropriate market solutions can be implemented. Limitations of the ISO’s current IT system in and of themselves should not dictate the market design and solutions that are pursued.
	Acknowledged. 

IT systems in and of themselves do not dictate the market design and solutions that are pursued, however, the public interest must be considered in the implementation of appropriate market solutions to ensure that factors such as cost, benefit, and time are assessed.  

	ENMAX
	Regarding (b): This rule should be restated as “Supply surplus rules must be drafted to support a fair, efficient, and openly competitive market,” to make it more consistent with the wording in the Electric Utilities Act.  

Regarding (d): ENMAX accepts that, with respect to supply surplus principles in the short term, market redesign is not part of the scope of this project.  That does not imply that market redesign may not be appropriate in the future.  
	Please refer to AESO’s response to ATCO Power within this section.
The AESO is continually reviewing the current rules to ensure that they are relevant under the current market design and working as intended.   

	IPCAA
	The most relevant principle is the first listed: “a) Competitive outcomes are preferred over administrative outcomes” – the remaining principles are simply justifications for not choosing the market alternative.

It is hard to contemplate that the AESO considers IT complexity as an excuse for not implementing a market solution. If the AESO with its massive IT budget cannot be responsive to market needs, then let some other entity provide the market solution. Market design is not complicated – and market implementation is not complex.

Principle f) should not be a consideration. All types of generation are different in purpose and operating ability and the AESO needs to recognize this. This principle is a direct contradiction of what is being proposed for wind integration – and the carrying of extra reserves to support reliability impacts.
	All principles outlined within the discussion paper are aligned with the AESO’s duties as set out in the Act and its responsibilities as a balancing authority.  
Please refer to AESO’s response to Capital Power within this section.

The AESO recognizes that all types of generation have different characteristics, and that rules should consider these different characteristics without unduly favoring one type of generation over another.  This is supported by government policy under section 4.4.11 of the Alberta Electricity Policy Framework.  The wind integration proposals also consider a level playing field for all competitors – further detail is provided in the AESO comment-responses on the short term wind integration discussion paper.


	MEG Energy 
	MEG agrees that AESO’s identified supply surplus principles need be incorporated in developing both short-term and long-term initiatives:

· Competitive outcomes are preferred over administrative outcomes;

· Supply surplus rules should be consistent with the existing market structure and support the existing energy only real-time energy price signal;

· Supply surplus rules should encourage competition and reduce barriers to entry;

· The market price signal should be visible and transparent to all competitors;

· A level playing field for all competitors that accommodates the unique characteristics of each generation type;

· Supply surplus rule changes must balance design complexity and implementation simplicity; and,

· Impact on neighboring jurisdictions should be minimal.

MEG would add three more principles: 

· Supply surplus rules should be consistent with other rules.  Specifically, in MEG’s stakeholder comments to TCM: Rule 9.4 AUC Re-Filing Proposal Paper, MEG identified that transmission congestion management is essentially supply surplus on a regional basis.  MEG strongly encourages the AESO to ensure consistency of definitions, and of principles for management, under TCM and supply surplus.  For instance, current management of supply surplus relies on EMMO prior to considering pro-rata dispatch amongst $0 offers.  Management of TCM should similarly rely on EMMO prior to considering pro-rata dispatch amongst $0 offers.

· Management of supply surplus, in real time, should not cause a participant to be in violation of its environmental permits (e.g. NOx permit) or health and safety guidelines, adversely impact equipment reliability or increase risk of damage to other operations and assets.  The term Minimum Operating Level has been defined in the comments to section 8.0; and,

· Management of supply surplus, in real time, should not cause an adverse impact on the facility owner’s processes (e.g. loss of bitumen production).

 MEG requests that AESO confirm the addition of these three principles in the management of supply surplus whether it be on a regional basis (transmission congestion management) or province-wide basis.
	The AESO agrees with MEG that supply surplus rules should be consistent with other rules.  Supply surplus proposals are consistent with comparable rules under supply shortfall procedures.  
While there may be similarities, there are significant differences between transmission congestion management protocols and supply surplus, mainly that transmission congestion management protocols are designed to deal with transmission constraints in an area that could cause surpluses or deficiencies and supply surplus is multiple $0 offers, in which there is more supply than demand on the entire AIES.  
The AESO acknowledges MEG’s concerns regarding “an adverse impact on a facility owner’s processes”.  As discussed in the paper, legislation requires that consideration should be given to electric energy produced and consumed on site.  These MW are exempt from supply surplus procedures.  However, while steps are taken to avoid impacting these operations, electricity not produced and consumed solely on site must be subject to the appropriate rules and procedures, similar to other competing generators.  It should also be noted that under supply surplus procedures, assets with inflexible $0 offers greater than their declared minimum stable generation levels will be directed to their declared minimum stable generation levels, further reducing the impact on a facility owner’s processes.  Again, the only MW impacted are the MW that flow onto the system as MW produced and consumed on-site are exempt under legislation, meaning that generators will not be curtailed below 0MW net to grid.
Ultimately, as stated in principle f of the discussion paper, rules should consider, and to the extent possible, accommodate, the different characteristics of each generation type, without unduly favoring one type of generation over another.   



	Suncor
	Suncor agrees with most of the principles listed in the Supply Surplus paper except for “Impact on neighboring jurisdictions should be minimal”. It is Suncor’s opinion that until the interties are decongested to allow export, which would relieve supply surplus scenarios, that imports should be 100% curtailed in the scheduling hour and current hour prior to all inter-Alberta generators.
	The curtailment of imports is a step in the current procedure and proposed procedure as importing is an opportunity service.


	TransAlta
	Principle F:  Although this principle is focused on not unduly favouring one type of generation over another there needs to be consideration of the location of the generation and the impact on the system of the generating unit operating or not operating, e.g. voltage control or losses.
	Acknowledged.

	TransCanada
	The principles should acknowledge that co-generation facility process requirements are the

primary reason these facilities were built, and even though the merchant electricity generation is dispatched off, some electricity generation may simply be an unavoidable by-product of the facility.

Similarly there is no principle to support treating any facility connected to the grid more favourably than others. If the site is a net consumer but has generation, the AESO has the right, responsibility and obligation to apply reliability rules to that facility in a manner that is comparable to other co-generation sites.
TransCanada disagrees that “Impact on neighboring jurisdictions should be minimal” should be a principle. TransCanada notes that cutting schedules as a relatively early step in the process while a reasonable step and an accepted practice already, appears to violate the principle. TransCanada believes that the issues the AESO is attempting to resolve are likely to occur in adjacent Balancing Authorities as well and suggest that the AESO collaborate with those entities on solutions as it is entirely possible that reciprocal agreements between jurisdictions could lead to mutually beneficial outcomes.
	Principle f) acknowledges that there should be a level playing for all competitors.  
The AESO recognizes that co-generation facility process requirements are the primary reason that these facilities were built and legislation requires that consideration must be given to electric energy produced and consumed solely on-site.  However, while steps are taken to avoid impacting these operations, electricity not produced and consumed solely on site must be subject to the appropriate rules and procedures, similar to electricity produced by other generators, to protect the system and to be fair to all other competitors in the market.  
Currently, import is an opportunity service and as such it is curtailed prior to the curtailment of intra-Alberta generation.  The curtailment of importers within supply surplus procedures is comparable to the curtailment of exporters in supply shortfall procedures.
In the AESO’s view, the curtailment of importers during supply surplus conditions does not violate the principle. During a supply surplus condition, the system controller must maintain supply-demand balance.  If there is excess supply, and appropriate rules are not in place for managing these conditions, the MW will flow onto the tie lines.  As a result, the AESO may be subject to control area violations.  Each balancing authority has the responsibility to maintain interconnection steady-state frequency within defined limits by balancing real power demand and supply in real-time as described in Alberta Reliability Standard BAL-001-0a.  Curtailment of intertie schedules is one methodology used to remain within the defined limits.


5.0 Supply Surplus Conditions – contributing factors

5.1 Historical Analysis

5.2 Upcoming Considerations

· Are there any other factors that are not mentioned or considered in the paper that may contribute to or exacerbate supply surplus conditions? Please include reasons why.

	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power believes the current misalignment between settlement and dispatch to be one of the contributing factors to supply surplus conditions. The current compensation methodology dilutes the value of the SMP signal by averaging the price over the one hour settlement interval. This results in the reasonable expectation of suppliers that they will actually receive a positive price for their electricity which reduces the signal to curtail generation voluntarily. The alignment of settlement and dispatch should therefore be considered as one of the options and could further be used in combination with other solutions. 

ATCO Power would like to reiterate that the AESO should deal with situations that have the potential to exasperate current issues around supply surplus during the planning stage to the extent that they are foreseeable. 
	The AESO understands the issues that ATCO has set out regarding the alignment of settlement and dispatch, however, that issue is beyond the scope of the supply surplus initiative.

	Capital Power 
	The ISO analysis suggests that 51% of the capacity offered at $0 is considered dispatchable, that is, the volume offered at $0 exceeds the declared minimum stable generation levels (MSG).  Furthermore, the ISO has indicated that the dispatchable capacity offered at $0 would be enough to manage supply surplus conditions. The ISO analysis does not attempt to ascertain why market participants are incented to offer such large volumes of dispatchable generation at $0. It is difficult to assess the appropriateness of the supply surplus solutions proposed, or if the current definition of MSG is robust enough to reflect all physical constraints that force market participants to offer volume at $0, without understanding why market participants are offering such large volumes of apparently dispatchable capacity at $0. The ISO’s first priority should be a review of the market rules that

potentially create incentives for market participants to offer dispatchable capacity at $0. This information is necessary since ultimately solutions implemented to contend with supply surplus events should be closely linked to the known causes.
	There are many reasons that participants offer their energy at $0 just as there are for offering at any other price.  Under the current market design offer price is the choice of the participant.  Examples of reasons for offering at zero include participant’s desire to be a price-taker, minimum run obligations, (both volume and time) and to best accommodate their associated processes.  
In section 8.1 of the paper, the AESO acknowledges that the current definition and application of minimum stable generation may benefit from some refinement to reflect the minimum level of stable operation more appropriately. The AESO has established a work group to outline requirements for the revised definition and application of minimum stable generation.  Participants have the opportunity to comment further on this topic within this forum. 


	ENMAX
	ENMAX notes two other things that could exacerbate the supply surplus situation: (a) British Columbia’s plan to become a green energy exporter coupled with an increase in BC-to-Alberta transmission capacity; and (b) the coming massive increase in transmission charges that may drive a significant number of large consumers off the grid.  
	The intent of the supply surplus discussion is to find a solution that will appropriately manage all supply surplus situations regardless of the cause.

	IPCAA
	Letting wind on to the system in the absence of a requirement for firm offers will tend to exacerbate the potential for supply surplus conditions. If wind generators are made responsible for firm offers, then they can manage the supply shortfall risk by entering positive offers and accepting dispatch down risks.
	Managing and integrating wind generation is being considered as part of the wind integration consultation.  It should be noted that all AESO initiatives such as wind integration and supply surplus are being coordinated to ensure consistency and compatibility.  


	MEG Energy 
	MEG believes that the following factors could result in increasing frequency of supply surplus events:

· A projected increase of wind generation capacity. Currently 7,626 MW are in the connection queue; if only 25% of this capacity proceeds to commissioning, the resultant 1900 MW of wind capacity represents 20% of Alberta’s peak load and potentially more energy than both the minimum stable generation and the dispatchable capacity from gas co-generation and hydro combined as shown in Figure 2 of the supply surplus discussion paper.

· The commissioning of large base-load generators.  There are currently 6 thermal generation projects in the interconnection queue with a capacity of 340 MW or greater, in aggregate representing 3,370 MW. Any one of these projects, during commissioning when not under the must offer, must comply obligation, could cause a supply surplus situation.

· The aggregate impact of the critical transmission infrastructure transmission projects, the regional transmission infrastructure projects, the upgrading of the interties and the transmission projects currently under construction have a high probability of tripling transmission tariffs.  It is quite plausible that industrial operations exercise the option of serving on-site load thereby simultaneously avoiding the transmission tariff and reducing their carbon footprint.  Such a scenario could result in increased supply to grid without an offsetting increase in load thereby increasing the probability of supply surplus events.  

· The pool rules that do not require wind energy to must-offer, must-comply but require wind energy to offer at $0.  The market and the system controllers do not have visibility to wind energy and cannot adopt mitigating action prior to a supply surplus event.  Wind generation may prefer to offer in at a non $0 price and be dispatched down in advance of a supply surplus event.

· The pool rules that prohibit imports from offering in at a non $0 price.  Imports may prefer to offer in at a non $0 price and be dispatched down in advance of a supply surplus event.

The pool rules that require supply offers to be firm at T-2; within the dispatch hour, suppliers can respond only to dispatch and not to price.  Suppliers may prefer to be dispatched down in advance of a supply surplus event.
	Market rules for wind generation and non $0 offers will be explored as part of the wind integration consultation.

Non-zero dollar offers for importers will be addressed within the intertie framework consultation.
MEG states that the pool rules that require supply offers to be firm at T-2 are a contributing factor to supply surplus conditions. The Voluntary Generator Curtailment Request option presented in the supply surplus discussion paper allows the participant to dispatch down within T-2 (and subsequently restate their offer) once this step is reached in the procedure.  The AESO has also conducted a review of ISO rule 3.5.3 (Offers) as part of the Quick Hits 6 month review and continues to monitor these rules as the market evolves. Further information on the review can be found on the AESO’s website by following the path www.aeso.ca > Market > Market Policy Implementation > Quick Hits.  
The AESO recognizes that an important enabler for allowing the market to respond to supply surplus conditions on its own without AESO intervention is information.  Similar to the approach taken with the supply adequacy report, the AESO intends to provide the market with an indication of supply surplus events prior to real time so that participants can respond to market signals and adjust accordingly.  


	Suncor
	As stated in Section 5.2: 

The AESO System Controller (SC) manages supply-demand balance on a continuous basis considering load forecasts, operating uncertainties (i.e. unit de-rates, outages, and load variations) using current rules, policies, and procedures. When wind suddenly ramps up or down, generating resources (predominately coal, gas, or hydro-electric) must be immediately dispatched to offset the imbalance.

Suncor agrees that there will always be specific limitations and operational uncertainties at any given time on the AIES. It is Suncor’s recommendation that these uncertainties should be better managed by utilizing more precise forecasting techniques, by investing in infrastructure to decrease congestion, both internally and at the interties, and by developing a broader set of market based, system services (e.g. incremental ancillary services) that can be employed to manage supply surplus situations and wind ramp up and down rates. 
	A clear and fair methodology for managing supply surplus situations that is transparent to participants and can be carried out consistently by the system controller is required.

The AESO agrees that there are many ways to manage supply surplus conditions and consultations on many of the suggestions that Suncor has made are in progress.  
The AESO is currently involved in developing a centralized wind power forecast for Alberta.  The details can be found on the AESO’s website at www.aeso.ca and by following the path: Market > Market Policy Implementation > Wind Power Integration > Wind Power Forecasting Services. 

Additionally, the Wind Integration Recommendation paper, currently on our website, provides the phase one implementation plan for wind integration using operating reserve, wind power management (WPM) and energy market merit order (EMMO) dispatches for ramp rate.  
Intertie management is being consulted on as part of the intertie framework.  

	TransAlta
	The current market rule does not allow for restatement within the T-2 window except for AOR causes.  

A specific example is cogeneration facilities.  The Minimum Stable Generation of these facilities is subject to change due to on-site steam load demand changes.  Unlike other generation facilities this requires a variable MSG.  TransAlta believes that market rules currently restrict generators from restating down the minimum block within T-2, thus keeping prices down for longer periods of time. This restriction occurs when there is a change in generator conditions which would otherwise allow for a lower minimum stable operating level but which cannot be reflected in the zero block offer. Thus there is excess energy unnecessarily priced at $0. If the min block can be restated down instantaneously along with the AC within the T-2 window when there is an acceptable operational reason, then this would alleviate the problem.


	The AESO recognizes that there is a need to change the rules for MSG.  The AESO is considering changes to the application of MSG.  The AESO has established a work group to outline requirements for the revised definition and application of MSG.  Participants have the opportunity to comment further on this topic within this forum. 



6.0 Current Supply Surplus Rules
6.1 Market Participation Rules

· Please provide comments on the rule assessment.

	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power’s preferred option to address supply surplus conditions is the introduction of negative pricing. To the extent that administrative solutions are still required at the new price floor we support the listed rules and OPPs assuming the $0 price is replaced with the new market price floor and the following additional comments. 

1. ATCO Power believes it inappropriate for flexible blocks to carry a greater burden than inflexible blocks. To the extent that the pro-rata curtailment of flexible blocks results in individual curtailments in excess of the size of inflexible blocks, those blocks should be included in the curtailment. 

2. ATCO Power agrees with the AESO that dispatch compliance is enforced separately and does not have to be a step within the supply surplus rules. 

3. Agreed 

4. ATCO Power believes this step to be unnecessary. If negative pricing is properly implemented participants have the opportunity to differentiate between minimum stable and otherwise inflexible generation and the AESO should treat any remaining inflexible blocks at the price floor as such. ATCO Power believes that a (time-based) pro-rata curtailment for these blocks is appropriate. 

a) ATCO Power believes that general exceptions are undesired and potentially counter to FEOC. On the other hand we recognize that the current rules do not properly allow market participants to price their operational constraints. ATCO Power’s preferred solution would be to institute negative pricing to let the market clear (Principle a). Until such time ATCO Power believes that administrative rules are required that do not unduly disadvantage facilities with differing operational constraints. Given the complexities around cogeneration facilities a blanket exemption might be the best solution in this case (Principle g). 

b)  b) Similar to a) above except that ATCO Power can not comment on the complexities surrounding wind generation facilities which might allow for a more refined inclusion in the rules in case negative pricing is not adopted. 

c) ATCO Power believes that the AESO should not curtail intertie transactions based on a forward view of price. If a supply surplus situation occurs it is appropriate that the AESO curtails imports in realtime. 
	Please refer to AESO’s response to IPCAA in section 2.0&3.0 with respect to negative pricing.
The short term solutions proposed in the discussion paper (no exemption for wind and co-generators) are necessary updates to the existing procedures to ensure that there is a level playing field for all competitors which means that rules should consider and, to the extent possible, accommodate the different characteristics of each generation type without unduly favoring one type of generation over another.  In the AESO’s view, allowing a blanket exemption for one generation type will not accomplish this.  
The AESO recognizes that generators have operating constraints and therefore we are reviewing the application of minimum stable generation.  A MSG workgroup has been established to outline the requirements for the revised application and definition of MSG.  Participants have the opportunity to comment further within this forum. 

Market rules for wind generation will be explored in the long term wind integration paper.
The current procedure considers that import interchange transactions will be denied if it is anticipated that system supply will exceed demand and it consists of only $0 offers during the next scheduling hour.  Similar to supply shortfall procedures, it is intended that the AESO’s actions do not affect the pool price whether they are taken in advance or in real-time. 

Flexible blocks are curtailed prior to inflexible blocks because flexible blocks can be partially curtailed, whereas inflexible blocks cannot.  Participants have the ability to indicate their asset flexibility through their offer submissions.  


	Capital Power 
	Capital Power agrees that it is necessary to define criteria to be used for prioritizing equal dollar offers. The current rule refers to applicable constraints that are considered by the system controller when assessing which offer to dispatch, however, these

constraints are not defined in the rule. The rule should be redrafted such that it clearly defines the criteria that the system controller will consider. Furthermore, the current rule indicates that the offers will be dispatched in a manner determined appropriate by the ISO. The rule should be redrafted such that the process and procedure that the ISO will follow is clearly articulated and transparent to the market.
We agree with the ISO’s assessment that the rule should be updated to include the procedures that will be applied when issuing a supply surplus directive and that there should be one rule that contains all relevant information.
	The AESO agrees that the current supply surplus rule requires further clarity and transparency.  
Under the current format for rule 6.3.4 and 6.3.8 and OPP 103, market rules and operating policies and procedures are separate and the manner determined by the ISO is then detailed within OPP 103.   

The Transition of Authoritative documents (TOAD) initiative will result in consolidated market rules and procedures.  Further information on the TOAD initiative can be found on the AESO’s website under Rules and Standards.

	MEG Energy 
	MEG suggests that in the application of Rules 6.3.4 and 6.3.8, the system controller consider factors, beyond minimum stable generation as currently defined, such as violation of environmental permits and disproportionate economic hardship in terms of the primary business of bitumen production resulting from curtailment of a cogeneration unit.
	The AESO acknowledges that all generation types have unique characteristics.  The AESO has committed to reviewing the definition and application of MSG.  
The AESO has established a work group to outline the requirements for the revised definition and application of MSG.  Participants have the opportunity to comment further within this forum. 

	Suncor
	Suncor supports the prorata application of generation curtailment as described in section 6.1.1 and also primarily agrees with the Rule Assessment provided in 6.2.2, that ….”it may be more appropriate to include it [the curtailment of flexible and non-flexible generators together] as Step 1, and updating the step to reflect all assets (flexible and non-flexible blocks).”  
	Acknowledged.

	TransAlta
	TransAlta believes that there should be clarification regarding the procedures/market mitigation mechanisms mentioned in the assessment. The description in 6.3.4 b) “in a manner determined appropriate by the ISO” is vague and thus should be defined or elaborated on as to what is and is not “appropriate”.


	Please refer to AESO’s response to Capital Power within this section.  The AESO does not have market mitigation mechanisms.  


6.2 Operating Policies and Procedures

· Please provide comments on the rule assessment.

	Stakeholder
	Stakeholder Comment
	AESO Response

	Capital Power 
	We agree with the ISO’s assessment that the rule should be updated to include the procedures that will be applied when issuing a supply surplus directive and that there should be one rule that contains all information pertaining to supply surplus.

Once the procedures have been defined they should reside in an ISO rule and the rule should be drafted in accordance with the ISO TOAD principles.
	Acknowledged.

	ENMAX
	The AESO states (p. 12) that “the use of pro rata allocation provides generators a fair and efficient mechanism to compete for system access.”  Pro rata curtailment is not economically efficient because it ignores the relative cost of curtailing one unit compared to another.  This is one reason market-based approaches are generally preferable, though admittedly the cost of a market-based solution might outweigh the benefits when the problem to be solved occurs very infrequently.  
	The AESO dispatches assets based on relative economic merit.  The offers in the merit order are submitted by participants and within the limits allowed by the price cap and floor can reflect the economics associated with the generating unit.  In a supply surplus situation all in merit offers are $0 and therefore using pro-rata curtailment as part of the supply surplus procedures is a fair method of curtailment. 

	MEG Energy 
	MEG recommends if the system controller anticipates a supply surplus situation at any time during the next 24 hours, the system controller send a notification to all participants to advise of the possibility, and time, of a supply surplus situation.

MEG reiterates that transmission congestion is a regional form of supply surplus and therefore both should be treated consistently.  As such, MEG agrees that in the event of either congestion or supply surplus, the system controller should dispatch down based on the merit order and only when $0 supply remains, and all market based mechanisms have been employed, resort to pro-rata dispatch as one of a number of tools to manage the event.

MEG supports an update to the rules to permit wind generation to must offer, must comply and be curtailed if necessary during a supply surplus event.

MEG suggests the following steps be taken, in real time, to balance system supply and demand during supply surplus  anticipation and events:

· If supply surplus is anticipated within the next 24 hours, an ADAMS message is sent to all participants to advise of the possibility, and time, of a supply surplus event.

· During a supply surplus event:

· Suspend the allowable dispatch variance rule.

· Dispatch down generators that are operating above their dispatch levels to their dispatch levels.

· Maximize posted export ATC limits and permit intra-hour exports.

· Curtail imports.  Imports are an opportunity service.

· Release all suppliers from the T-2 price/quantity lock-down allowing intra-Alberta supply to respond to the $0 SMP.

· Curtail flexible blocks of $0 offer on a pro rata basis.

· Curtail intra-Alberta supply on a pro-rata basis to minimum operating levels.  (Minimum operating level has been defined in comments to section 8.0)
	The AESO recognizes that information is an important enabler for allowing the market to respond to supply surplus conditions on its own without AESO intervention.  Similar to the approach taken with the supply adequacy report that is currently on the AESO website, the AESO intends to provide the market with an automated indication of supply surplus events prior to real time so that participants can respond to market signals and adjust accordingly.  
Additionally, the system controller will be using the AIES event log to inform participants when supply surplus procedures are invoked.
Please refer to AESO’s response to MEG Energy in section 4.0 on transmission congestion.
Please refer to AESO’s response to IPCAA in section 5.0 on market rules for wind generation.


	Suncor
	1) Related to section 6.2.3, Suncor is suggesting that import interchange transactions should be should be 100% curtailed within the scheduling hour prior to flexible and inflexible blocks being curtailed. In the situation where supply surplus occurs within the current hour, Suncor agrees that intertie imports should be 100% curtailed as the first step and prior to the prorata curtailment of inflexible and flexible generation.

2) Section titled: “Exemptions under the current OPP 103”.  Suncor does not agree with removing the current exemption for wind and cogenerators in OPP 103. Within the Suncor ISD, power that is created is normally produced to meet steam requirements and oil production. This means that megawatts curtailed can directly impact the production of oil. This impacts Suncor’s rights assigned under its Industrial System Designation. 

Concerning the removal of wind from the OPP 103 exemption, Suncor is recommending that more time is required to refine wind forecasts, refine wind technical standards and to make improvements to wind technologies before the exemption is removed. This would give the system and wind generators time to respond with the appropriate technologies and market solutions to ensure that supply surplus is managed. In the meantime, Alberta can enjoy the environmental benefits of wind and contributing to the development of renewable technologies. 

Further, Suncor recommends that more investment is required in intertie congestion to free up capacity for exports.

3)   Concerning section d) and the following statement:

Import interchange transactions within the scheduling hour are deemed to be inflexible blocks and will be curtailed, if required, before directing assets with inflexible $0 offers to their minimum stable generation levels when system supply exceeds demand and consists of only $0 offers.

Suncor recommends that import interchange transactions (considered opportunity services) should be 100% curtailed within the scheduling hour prior to flexible and inflexible blocks being curtailed. Suncor also recommends that in the situation where supply surplus occurs within the current hour, that intertie imports should be 100% curtailed as the first step and that step should occur prior to the prorata curtailment of inflexible and flexible generation. 
	The proposed procedure in the discussion paper considers curtailment of imports prior to intra-Alberta generators as import is an opportunity service.  
With respect to exemptions in OPP 103 please refer to AESO’s response to ATCO Power under section 6.1.


	TransAlta
	TransAlta agrees with the rule assessment for the operating policies and procedures on points 1 - 4. 

Exceptions under the current OPP 103 should be re-examined to comply with FEOC. 

a) TransAlta believes that the thermal requirements for processes at cogen facilities should be considered in determining if the cogen electrical output can be curtailed during supply surplus events. However, some cogen facilities do have the ability to meet some of these thermal requirements via alternative methods that are typically less efficient and /or convenient. Although these alternative methods are not preferred for economic reasons, any such volumes should be considered in the supply surplus rule.

b) TransAlta agrees that wind generation should be included in the dispatch down protocol.

c) TransAlta agrees that imports are an Opportunity Service and thus should be denied when it exasperates the supply surplus situation.

d) TransAlta agrees imports should be curtailed if system supply exceeds demand and consists of only $0 offer.

e) TransAlta agrees that these rules are still relevant.

f) TransAlta agrees that these rules are still relevant.
	The AESO agrees that the exceptions under the current OPP 103 should be re-examined to comply with FEOC.
Please refer to AESO’s response to ATCO Power under section 6.1. 



	TransCanada
	Requiring that only the inflexible Minimum Stable Generation (“MSG”) or Minimum Operating

Level (“MOL”) be allowed to be offered in at $0 would be a minor revision to the market framework that would have very limited impact on participants, provide considerable improved clarity in the market and enhance the ability of the AESO to manage supply surplus. All other energy, including flexible and inflexible blocks of energy which participants wish to run as “price takers”, wind generation and imports would be offered in at a higher price (i.e. $0.01).

TransCanada agrees with the AESO that there is no need for both MSG and MOL and would encourage the AESO settle on only one of those terms and provide further clarity and definition around it.

Based on this, the procedure would be:

Step 1: Current hour import transactions (offered at $0.01) will be curtailed, as required;

Step 2: Flexible blocks (offered at $0.01) will be dispatched for partial volumes on a pro rata

basis; and

Step 3: Inflexible blocks from generators operating at their MSG/MOL (offered at $0.00) will be dispatched off.

Step 2 proposed in the Paper, dealing with units with highest dispatch variance should be removed. In a supply surplus situation the AESO System Controller will not have the time to determine these variances and in any event, there is no need, given the revised ISO Rule 6.6.
	While easy to implement from an IT perspective, requiring only inflexible minimum stable generation to be allowed to offer at $0 is likely a significant market rule change that would impact the behavior of participants and needs to be consulted on. 
The AESO has observed participants changing their offer behavior in this manner (i.e. changing zero dollar offers to non-zero dollar offers in supply surplus conditions, or potential supply surplus conditions).  Participants have the ability to offer their energy in a non-zero dollar block outside of T-2, in accordance with market rules.  Alternatively, they will have the opportunity to change their $0 offer to a non-zero dollar offer in supply surplus conditions under the voluntary generator curtailment request, which is described in section 9.2 of the discussion paper.   

The AESO agrees that current hour import transactions should be curtailed as a step in the procedure.
The AESO agrees that flexible blocks should be curtailed before inflexible blocks at least to the declared MSG.



7.0 Supply Surplus Workgroup results

	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power would like to provide the following comments on the recommendations: 

1. Including wind power and cogeneration facilities in OPP 103 without allowing for an adequate way to reflect their economics disadvantages these facilities. 

2. See 3 

3. It is ATCO Power’s belief that in essence all constraints are effectively economic constraints. Instead of creating an artificial and overly complicated set of rules to determine which constraints are more operational than others the AESO should allow participants to price their constraints and let the market determine the outcome. 

4. See 3 

5. ATCO Power does not believe that it is useful to create a definition for different grades of flexibility. It is more useful to allow for proper price differentiation. 

ATCO Power believes it to be to premature to discuss details of a curtailment protocol. 
	As stated in the discussion paper, negative pricing is not a preferred option.  Please refer to section 9.1.3 of the discussion paper and AESO’s response to ATCO Power within section 9.1.3 of this comment-response matrix for further information.

Creating a level playing field for participants is key to having a fair, efficient and openly competitive market. The inclusion of wind and cogen in the supply surplus procedures, and exploring market rules for wind are part of creating that level playing field.

In the AESO’s view, it is necessary in this market to define and make allowances for operational constraints for generators and this has typically been a significant component of the market rules.  Updating the MSG definition to account for the characteristics of co-gen facilities therefore seems appropriate.
The AESO believes that revisions to the minimum stable generation rules are necessary for a number of reasons including supply surplus and that this should be achievable without requiring an overly complex solution.  

	MEG Energy 
	MEG believes that the Market and Operational Framework for Wind Recommendation Paper provided a number of recommendations that merit further participant discussion and possibly implementation.
	The AESO has considered the information in the market and operational framework for wind recommendation paper within the supply surplus discussion paper.  In addition, stakeholder comments on the MOF for wind recommendation paper indicated that further and broader consultation was required as supply surplus conditions affect all generators.  
The recommendations within the MOF that have been consulted on as part of the supply surplus initiative are summarized below:
· Inclusion of wind power facilities and co-generation facilities in OPP 103 procedures.

· Establish a minimum operating level, and where possible, assets should not be dispatched below their MOL.  The definition for MOL includes new constraints not included in the minimum stable generation definition.

· Develop a mechanism for participants to submit the MOL, and define the frequency of declaration.
· Providing a market indication of supply surplus conditions

	Suncor
	1) Suncor comment on statement 2: MOL should be treated equal to MSG generators, in that generators would not be asked to reduce below their stated MOL. Suncor considers MOL to be equal to MSG. Additionally, Suncor would like to have the chance to review the workgroup results and definitions of MOL. This was not provided as part of this discussion paper and Suncor is unable to locate the workgroup definition (described to be in Appendix A).
2) As related to Step 3, Suncor recommends that a DTS ratchet be waived in a Supply Surplus scenario for generator(s) and their associated loads who are asked to curtail energy. The AESO Tariff should be revised to reflect this scenario and allow the forgiveness of a ratchet.
	1) The AESO is proposing that the current definition and application of MSG be updated.  The AESO does not see the need for both an MOL and MSG as they are both physical operating limits, determined by the participant.  Section 7 of the Supply Surplus Discussion Paper includes the supply surplus workgroup recommendations, as listed within the market and operational framework (MOF) for wind recommendation paper.  The Supply Surplus Workgroup recommendations included in the MOF for Wind Recommendation paper can be found on the AESO’s website at www.aeso.ca, by following the path Market > Market Policy Implementation > Wind Power Integration > Implementation of Market and Operational Framework. 

The definition for MOL, as listed within the MOF for wind recommendation paper, is included in the supply surplus discussion paper under section 8.1.  
2) The AESO agrees that the DTS ratchet be waived in a supply surplus situation (only when the supply surplus procedures have been invoked).  There is currently a process for customers to submit a DTS waiver for AESO approval, subject to Article 16 of the AESO Tariff.  The AESO does not see a need to revise Article 16 to allow for this specific scenario.  In the AESO’s view, a supply surplus situation would qualify under the current tariff.    


8.0 Comments on MOF Recommendation paper for Wind

	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power would like to reiterate that effectively all limitations are economic and as such participants just need the ability to properly price them to solve the issue. Barring this the AESO should recognize that participants face different economic constraints and exemptions might be an appropriate way to handle these. 
	Please refer to AESO’s response to ATCO Power in section 6.1

	Suncor
	Suncor supports the expansion of the MSG definition to include the suggested MOL aspects, as seen in section 7.
	Acknowledged.


8.1 Minimum Operating Level and Minimum Stable Generation

· Is it appropriate to implement MOL when we already have MSG? Please provide reasons why or why not.

· Please provide comments on possible modifications to the existing MSG definition and its’ application.
	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	See comments on 8.0 
	Please refer to AESO’s response to ATCO Power in section 6.1

	Capital Power 
	Although the ISO has suggested that minimum operating limit (MOL) is not an economic limit, the Supply Surplus Protocol Work Group Recommendation Paper identified a number of examples that were in fact economic limits. The examples provided included hydro facilities that must either pass water through the generators or waste it and contractual provisions that specify a particular level of output. In either case there is no physical risk to the facility for reducing output; rather there is a financial incentive to produce at a higher level. Economic incentives should not preclude units from being curtailed to MSG in a supply surplus event. Therefore, it is appears unnecessary to create a MOL. If however, these economic MOLs are currently being characterized as MSG, it may be necessary to create a separate category to differentiate economic limits from physical limits. However, during supply surplus conditions all generators generating above the physical operating limit (MSG) should be eligible for curtailments.
As indicated in our comments above in order to determine if the current definition of MSG is robust enough to capture operational considerations that force market participants to offer volume at $0 we require more information from the ISO as to why market participants are in fact offering such a large portion of dispatchable capacity at $0.
	The AESO is proposing that the current definition and application of MSG be updated.  The AESO has established a work group to outline requirements for the revised definition and application of MSG.  Participants have the opportunity to comment further within this forum. 

The AESO does not see the need for both an MOL and MSG.  
The AESO agrees that MSG should be a physical operating limit, not an economic limit.  The AESO also agrees that all generators should be subject to supply surplus procedures.  

There are many reasons that participants offer their energy at $0 just as there are for offering at any other price.  Under the current market design offer price is the choice of the participant.  Examples of reasons for offering at zero include participant’s desire to be a price-taker, minimum run obligations, (both volume and time) and to best accommodate the external processes associated with their generator.

	ENMAX
	A single minimum operating level (“MOL”), which reflects the physical capability of a unit and which may therefore vary over time, should be used.
	Please refer to AESO’s response to Capital Power within this section with respect to MSG and MOL.

	MEG Energy 
	Minimum Stable Generation (MSG) is a unit’s minimum generation level as submitted to the energy trading system, at which an asset can be continuously operated without becoming unstable. The MSG is submitted by the owner except in the case of the power purchase arrangements (PPAs) wherein MSG is established by the owner but submitted by the PPA buyer. The AESO accepts, but does not test for validity, the MSG data.

The following examples highlight the need for either a change in the definition used in managing both congestion management and supply surplus (i.e. MSG) or for a new definition such as minimum operating level (i.e. MOL).

· A notional 400 MW coal-fired generating unit may be able to generate continuously, without risk of instability, at 150 MW.  However, due to economic concerns with managing fuel security at 150 MW (i.e. loss of coal fuel feed and expense of gas feed), the unit’s MSG is set at 350 MW.

· A notional 280 MW coal fired unit, under PPA, may be able to generate continuously at 150 MW but the owner who is not disadvantaged from advising a MSG higher than 150 MW, advises the buyer that the MSG is 250 MW. The buyer is obliged to submit a MSG of 250 MW.

· A notional 80 MW gas fired co-generation unit may be able to generate continuously, without risk of instability at 10 MW. However, generating at 10 MW may cause it to exceed its NOx environmental limit.

MEG suggests the following definition be used in managing congestion management and supply suplus: The Minimum Operating Level is a physical operating limit (not an economic limit) for an asset constrained by legal/regulatory, environmental, health and safety, equipment reliability, operating level required to dispatch ancillary services or operating level required to prevent adverse impacts on other operations and assets.
	Please refer to AESO’s response to Capital Power within this section.  Participants have the best knowledge on minimum and maximum operating characteristics of their assets.  MEG has noted a number of items that warrant further consultation.  

If a variable MSG is implemented there will be an effect on market operations since the MSG plays a part in congestion management as well as supply surplus.  Inherent in any changes to MSG will be appropriate changes to compliance monitoring to allow the AESO to test the validity of the values submitted. 


	Suncor
	Suncor does not have enough information to support the implementation of MOL.  This requires more stakeholder discussion and review.
	Please refer to AESO’s response to Capital Power within this section.

	TransAlta
	TransAlta believes that the MOL should be used instead of the MSG. The only place the AESO currently uses MSG is for DDS. The MSG is static and does not reflect the real time constraints that units operate under. TransAlta would prefer only MOL to be used since it better reflects facilities real time operations.
	Please refer to AESO’s response to Capital Power within this section.


9.0 Supply Surplus Rule Options

	Stakeholder
	Stakeholder Comment
	AESO Response

	ADC
	The ADC submits that any option pursued should not be a cost to load.  A suggestion to consider is that if a generator has a physical agreement registered with a load participant, that those scheduled MW are exempt from being dispatched offline.  This encourages forward contracting.    
	The AESO dispatches the merit order based on where supply meets demand.  The SC will not have visibility of any physical agreements that the generator has registered with a load participant in real time.  

At present there are no proposals within the supply surplus consultation that would place additional operating costs on load.  Any capital costs required to set up supply surplus procedures will be recovered by the AESO in the appropriate manner.  


	ATCO Power
	ATCO Power believes it to be inefficient to have both a Short Term and a Long Term rules consultation. The AESO has not justified a need for an accelerated process and as such it is appropriate to just look at proper long term solutions. 


	Please refer to AESO’s response to ATCO Power in Section 2.0&3.0

	Suncor
	See attached (Appendix A). This is Suncor’s stakeholder comments provided on the “Short – Term Wind Integration” discussion paper, released on May 7, 2010. Suncor has submitted its comments to Kris Aksomitis and has attached these comments.
	Acknowledged.


9.1 Long Term Options

	Stakeholder
	Stakeholder Comment
	AESO Response

	ADC
	Another option worthy of consideration is a demand response program to increase load.  For example, where it is forecast that a supply surplus is going to occur consumers could schedule additional production runs to shift their load to these hours.  They would need appropriate notice to plan for this.  An opportunity service rate such as DOS would need to be available to allow customers to avoid demand ratchets.  Even though the cost of energy may be $0/MWh, delivery costs are still incurred.    
	The AESO recognizes that information is an important enabler for allowing the market to respond to supply surplus conditions on its own without AESO intervention.  Similar to the approach taken with the supply adequacy report that is currently on the AESO website, the AESO intends to provide the market with an automated indication of supply surplus events prior to real time so that participants can respond to market signals as they choose.
The AESO agrees that the DTS ratchet could be waived in a supply surplus situation (only at the point when the supply surplus procedures have been invoked).  There is currently a process for customers to submit a DTS waiver for AESO approval. 

	ATCO Power
	In addition to the listed Long Term options ATCO Power would suggest to pursue the alignment of settlement and dispatch as this prevents the market price signal from being diluted. This would address other concerns as well. For example the complicated Quick Hits rules around payments to suppliers on the margin would become superfluous and price sensitive loads would see a clearer price signal. This option should be pursued in addition to other long term options. 
	Please refer to AESO’s response to ATCO Power in section 5.



	IPCAA
	The AESO should focus on the long-term solution.

Even in the short-term, we need to establish fair principles. Temporary solutions have an uncanny way of becoming long-term solutions, and as such we should not settle for another market band-aid when it comes to supply surplus.
	Please refer to AESO’s response to ATCO Power in section 2.0&3.0.


9.1.1 Market rules for wind generation

	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power agrees with the AESO that ISO rules must treat generators fairly regardless of their fuel type. An important measurement of fairness is to ensure that the negative effects on all generators are comparable. As such equal treatment does not necessarily equate to fair treatment. Rules for wind generators should be carefully examined with this in mind. 
	The AESO agrees that equal treatment does not necessarily equate to fair treatment.  The supply surplus and wind integration proposals have been considered with this in mind.  

	Capital Power 
	Capital Power agrees that wind volumes should be included in the merit order and that the ISO rules should treat all generators fairly and consistently regardless of their fuel type. Capital Power looks

forward to participating in the ISO’s consultation on the wind integration program and sees this as an integral step in dealing with supply surplus issues.
	Acknowledged.

	ENMAX
	ENMAX agrees that wind must be included in the merit order.  Wind generators should be required to offer energy into the market on the same basis as other generators which, among other things, means in compliance with must offer must comply.  This will require wind generators to make backstop arrangements with dispatchable generators or to have access to energy storage.  It is not clear to ENMAX at this stage whether “must forecast must comply” would put wind generators on an equal footing with other generators.  
	Market rules for wind generation and a wind firming service will be examined in the wind integration consultation.

	MEG Energy 
	MEG supports requiring all generators, including wind generators, to have an obligation to offer and to comply.  The AESO has engaged a wind forecasting service to provide an aggregate wind power forecast based on a facility by facility roll-up.  Each wind generation facility now has the information to forecast and to create any necessary commercial arrangements to offer and to comply.
	Market rules for wind generation will be examined in the wind integration consultation.
Further information on the wind forecasting service can be found on the AESO’s website at www.aeso.ca and by following the path Market > Market Policy Implementation > Wind power integration > Wind power forecasting services.

Wind technical rules are being consulted on as part of the rules consultation process.  Details of the consultation process and rule provisions can be found on the AESO’s website at www.aeso.ca and by following the path Market > Market Policy Implementation > Wind Power Integration > Wind Facilities Technical requirements

	Suncor
	See attached (Appendix A). This is Suncor’s stakeholder comments provided on the “Short – Term Wind Integration” discussion paper, released on May 7, 2010. Suncor has submitted its comments to Kris Aksomitis and has attached these comments.
	Acknowledged.

	TransAlta
	TransAlta believes that wind substitute for MOMC is wind forecasting which is currently in place.  Wind should not be required to make a zero offer to the AESO.   This creates an unnecessary administrative burden.  The AESO has all the information it needs to make wind generation more visible to participants if required.  If wind were to offer in at zero they would simply be restating every minute due to changes in Wind based on their current output values.  This would not improve the reliability of the pool price.  The AESO has access to this information today through Wind’s AGen that is collected through SCADA.

Can the AESO further clarify how Wind in the merit order will help to manage the supply demand balance properly and ensure a reliable pool price?  Is this the only alternative the produces the desired result or are there others? 
	The AESO is not looking to create an unnecessary administrative burden.  Excess $0 supply leads to supply surplus situations.  Visibility of all generation volumes will help in managing supply surplus conditions.  Wind in the merit order is one option that will allow the visibility of all generators over 5 MW in relative economic merit and provide a fair mechanism to curtail all generation in a supply surplus situation.  In the absence of wind in the merit order it is difficult to treat wind like any other dispatchable generator.  
Market rules for wind generation will be explored in the wind integration consultation.

Other options for integrating wind will also be explored in the wind integration consultation.

	TransCanada
	TransCanada prefers market rules being applicable across all types of generation. As noted later in the Paper, other markets, such as Australia, have successfully implemented rules requiring wind Generators to submit offers. Therefore, TransCanada questions the exemption of wind generators from Must Offer Must Comply rules.
TransCanada supports this as it is the most fair to all participants and has been proven in other

markets.
	Market rules for wind generation will be explored in the wind integration consultation.
It should also be noted that there are significant differences between the Australian and Alberta markets that would need to be examined before their wind rules could be adopted.  Such a change is beyond the scope of this initiative.


9.1.2 Voluntary Generator Curtailment Program (VGCP)

	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	In ATCO Power’s opinion a VGPC program would create perverse incentives that would aggravate the original problem. Low priced generation would see an incremental revenue opportunity by offering additional generation at $0 to then become eligible for an out of market payment. In addition, just like any administrative solution, a VGCP would result in inefficient outcomes, a transfer of wealth, and disturb the investment signal. As such ATCO Power opposes this option. 
	The VGCP is a market based solution in that participants could voluntarily enter an offer to curtail. The VGCP would be activated when the SMP is $0 as a step in the supply surplus procedure.  The incentives to participate in a VGCP market should not outweigh the benefits of participating in the energy market.  
Generators would be required to make their VGCP offer on a time-ahead basis to prevent gaming in real time. 
All generators that remain on line during a supply surplus condition would compensate one or more generators who would curtail on their behalf.  Requiring generators to pay for the VGCP is aligned with current requirement of loads paying for curtailment services in supply shortfall procedures.  In the AESO’s view, this requirement could also:

· incent generators to offer at higher prices in the energy market, and may prevent supply surplus conditions

· incent generators that have the ability to curtail to not be on-line during a supply surplus condition in order to avoid payment to other generators that curtail under the VGCP, which will also help alleviate the supply surplus condition.  

	Capital Power 
	It is not clear how the Voluntary Generator Curtailment Program (VGCP); a solution where generators submit offers to curtail for a price is different from the Dispatch Down Service (DDS) product that was designed to offset the impacts of Transmission Must Run (TMR).
Capital Power has raised numerous issues related to the current implementation of the DDS market and the adverse impacts that DDS (and the Reference Price) is having on price fidelity. It is inappropriate to take DDS offers from the lowest priced energy block since the most competitive DDS provider is the in merit unit with the highest variable costs (or the lowest opportunity costs). As a result, by taking DDS offers from the lowest priced offer block ($0) the ISO creates an incentive for potential DDS providers, units with the highest marginal costs, to price their entire DDS offer volume (in addition to their MSG volumes) at $0, thus exacerbating conditions that contribute to supply surplus events. Given that DDS is a contributing factor to supply surplus it does not seem practical that a Voluntary Generator Curtailment Program (DDS) be recommended as a solution. Until such time the ISO is prepared to address the issues associated with DDS, Capital Power will not support DDS or VGCP as a market solution to any energy market issues.

Furthermore, the adoption of VGCP may create perverse incentives for market participants to offer even more volume at $0 in order to get paid for curtailing, rather than curtailing in response to prices greater than $0 that would be considered uneconomic for them to generate at.
	There are differences between the DDS and proposed VGCP market.

DDS is dispatched below the reference price, when there is a TMR dispatch (also taking into consideration constraints), and its’ purpose is to offset the impacts of the TMR dispatch on SMP. Offers are discounted to SMP.  

VGCP does not consider TMR or a reference price, and would be dispatched when the SMP is at $0, under a supply surplus condition.  

It is noted that for both DDS and the proposed VGCP markets, participants would voluntarily enter an offer to curtail.

Please refer to AESO’s response to ATCO Power within this section.

	ENMAX
	Dispatchable generators should not have to pay to allow wind generation to remain on line.    
	VGCP is a market based solution that allows generators to voluntarily enter an offer to curtail.  All generators (including wind) that remain on line during a supply surplus condition would compensate one or more generators who would curtail on their behalf.  Therefore, if a generator does not wish to pay the cost of compensating other generators to curtail, they should not be on-line during a supply surplus condition (if they have the ability to dispatch down).  The VGCR, which will be a step in the supply surplus procedure, will allow generators to change their offer within T-2 to allow the generator to dispatch down.  It should be noted that if VGCP is implemented, wind generators would not be eligible to participate in the VGCP unless they enter an offer in the energy market similar to all other generators.  Additionally, the procedure within section 9.2 of the discussion paper proposes that wind generators will be curtailed prior to inflexible generation.
Please refer to AESO’s response to ATCO Power within this section with respect to payment of VGCP and note that market rules for wind will be explored in the wind integration consultation. 

	IPCAA
	This is an acceptable solution, with the exception that imports should not be forced to be curtailed first. Importers should be allowed to offer to not be curtailed, the same as other generation. This situation will be an issue if importers are paying for firm transmission from another jurisdiction.
	Currently, import is an opportunity service and is therefore curtailed prior to intra-Alberta generation, comparable to the curtailment of export in supply shortfall procedures. 


	MEG Energy 
	MEG supports the principle that loads should not be compensated for not consuming during periods of supply shortfall nor should supply be compensated for not supplying during periods of supply surplus. 
	Acknowledged.  

	Suncor
	Suncor supports the implementation of a VGC Program
	Acknowledged.

	TransAlta
	Voluntary Generator Curtailment is a viable option but TransAlta would like to further explore this option.  The pro-rata approach doesn’t allow for facilities to choose which units can most efficiently take the curtailments. TransAlta believes that market participants should be allowed to choose which of their facilities take the curtailments and the sharing of the amount of curtailment for each facility.
	The voluntary generator curtailment program does not contemplate pro-rata.  Curtailment under the VGCP is determined based on a merit order.  The VGCP is a market based proposal in that participants could voluntarily enter an offer to curtail. The VGCP would be activated when the SMP is $0, as a step in the supply surplus procedure.


	TransCanada
	Despite a general preference for market based solutions, TransCanada does not support this

proposal on a principled basis. The forecast of supply surplus situations becoming more frequent

is primarily the result of subsidized supply (imports, wind, Medicine Hat, government impacted) that are not subjected to the same AESO rules as other generators. For a generator to further compensate its competitors to accommodate public policy objectives that are counter to its interests would not be fair. This would not be an issue if this compensation was a system cost.

In addition, TransCanada believes this approach could cause reliability concerns and create vastly different market outcomes. It is currently relatively common for generators to be operated at a loss for short periods on the basis that the losses are small and opportunities for profits will be missed if a unit is off-line. If supply surplus situations cause new costs for generators, these decisions would be affected and long lead time units may be off-line when needed by the system.

Finally, voluntary curtailment payments would be another instance of generators paying other generators not to run which TransCanada notes can be misused. As seen with the current

Dispatch Down Service (“DDS”), pricing signals are not transparent and abuse can be too easily achieved in these situations. TransCanada is concerned that the existing problems with DDS have not been resolved and opposes introducing a proposal that could replicate those problems.

As stated above, TransCanada is opposed to this in principle and in practice and believes it could lead to unintended negative consequences.
	Please refer to AESO’s response to Capital Power within this section.

As discussed in the paper, a combination of factors result in supply surplus conditions.  These include, but are not limited to: 
-low levels of demand 

-high levels of baseload generation

-high levels of imports

-low levels of exports

-high levels of wind generation

-increased hydro generation during spring run off

Further, market rules for wind generators will be explored in the wind integration consultation, and market rules for imports will be addressed within the intertie framework consultation.  

Requiring generators to pay for the VGCP service is aligned with current requirements of loads paying for curtailment services in supply shortfall procedures.  

The AESO recognizes that an important enabler for allowing the market to respond to supply surplus conditions on its own without AESO intervention is information.  Similar to the approach taken with the supply adequacy report, the AESO intends to provide the market with an indication of supply surplus events prior to real time so that participants can respond to market signals and adjust accordingly.  




9.1.3 Negative Prices

	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power prefers an introduction of negative offer prices to address supply surplus issues. Since the sentiment of the paper and the feedback from the AESO during the stakeholder session discourage this option we would like to discuss this in greater detail. 

The first argument concerns the increased frequency of negative prices in Ontario since 2006. 

• There is no right number of negative price hours but instead the number is determined by market conditions. As such ATCO Power questions why this presents an area of concern to the AESO. 

• The AESO states that the generation mix in Ontario is different than in Alberta and that off-peak demand has decreased, while off-peak supply has grown. Given these circumstances the high number of negative prices is to be expected. The reduction in off-peak demand signals that less baseloaded supply is required on the system. This is contrasted by the presumably baseloaded supply that was added to the system (increase in off-peak supply). This miss-match between required and installed supply-mix should result in a high number of negative hours. Given that the frequency of negative prices in Ontario has been aggravated by generators incented by their contract design to produce in all hours, regardless of market conditions and that Ontario manages their long term adequacy issues through programs to attract generation by providing standardized prices through multi-year contracts it is not unlikely that regulatory bodies incented the wrong generation mix and that the increase in negative pricing is a direct consequence of this. None of this should be an issue in Alberta’s electricity market. 

The AESO cites that there has been a decline in average electricity prices in the past couple of years due to factors like a decline in the economy and gas prices. The AESO then continues that a further reduction in average prices due to negative pricing could cause long term adequacy issues. ATCO Power believes that the underlying logic (lower average prices = lower investment = adequacy concerns) is flawed. 

· If the economy declines electricity demand decreases and electricity prices fall. This is a direct consequence of the increased oversupply which obviously would not result in adequacy concerns. 

· A decline in gas cost – just like any other change in costs for individual generation types – results in a different optimal supply mix. In this case the market should contain more gas plants than currently installed and the reduced prices will send exactly this signal. There is no reason to believe that this would have an impact on long term adequacy. 

· Negative pricing by its nature effects only plants that are still running when prices today would hit the $0 floor today. These inflexible or baseloaded units are the only ones affected. In esssence the market sends a signal that the current supply mix contains too many of these plants at the moment. The long term outcome would not be a reduction in overall supply but a change in the supply mix. 

The AESO further voices the concern that instead of addressing the problem the result of a negative price floor might be that all the current $0 volume would move to the new price floor creating no additional separation. While this is a possible outcome, the likelihood would be directly dependent on the new floor level. It is ATCO Power’s understanding that current wind generators actually have a true negative variable cost in the -$15 range. Given our understanding of the flexibility of these units ATCO Power would expect even a moderately negative floor to already separate out these units. A further decrease in the floor for example up to the negative equivalent of the price cap (-$999.99) should result in increasing separation which should alleviate the AESO’s concern. 

The AESO presents further cons of a negative pricing solution in the table in section 9.3. As the comment matrix does not include a comment section for this we are including our comments in this section. 

• Imports – Currently imports just like exports are price takers and as such are priced at the floor/cap respectively. Decreasing the floor to include negative pricing would not change this and importers would offer at the new floor. In addition to sending a stronger and better signal to importers in supply surplus situations this would also levelize the risk exposure of importers and exporters. 

• Implementation Practicality – While ATCO Power recognizes that there are costs to implementing a negative price floor we do not believe the initial costs to be significantly higher than the cost for other solutions. In the long run ATCO Power would expect a market based solution to be significantly cheaper than an administrative solution. 

• Price Boundaries – While ATCO Power considers it worthwhile to evaluate all price boundaries we believe different boundaries to have separate effects. For example the price floor affects only the supply mix while the price cap only affects long term adequacy. As such we do not foresee a reason to delay the implementation of negative pricing due to other pricing boundaries. 
	In the AESO’s view, negative pricing is not a preferred option for managing supply surplus conditions.  A negative price floor may simply move the high level of equal price offers to a new floor thus moving the supply surplus issue to a new price, potentially affecting the price and long term investment signal - Alberta’s wholesale market for electricity relies on investor response to the Pool Price. 
The AESO acknowledges that there is no right number of negative price hours.  The AESO has included information on Ontario for comparison purposes.  The information cited is Ontario’s view of negative pricing within their jurisdiction, and, as a result is a concern for the AESO.  It would be prudent for the AESO to review other markets and benefit from their learnings before consideration of implementation in Alberta.
ATCO Power suggests that negative pricing will result in a change in the supply mix.  In the AESO view, it is not FEOC to implement solutions without ensuring all generators are on a level playing field and subject to the same rules to the extent possible.  The inclusion of wind and cogen in the supply surplus procedures, and exploring market rules for wind and import and exporters should be pursued prior to implementing solutions that may not be required if all types of generation were on a level playing field.
ATCO Power also suggests that importers could offer at the negative price floor.  Currently, importers are price takers and offer at $0.  If a negative price floor is implemented, it would be comparable to having importers offer price above $0.  Therefore, in the AESO’s view, a negative price floor cannot be implemented in isolation.  
The AESO does not believe it is fair to consider changes to the price floor without consideration of changes to the price cap.  All price boundaries need to be reviewed and consulted on if considered.  
The idea of negative pricing has received mixed if not limited support from stakeholders.  Also with the actual amount of supply surplus events an unknown at this time a solution of this complexity is not warranted.


	Capital Power 
	Capital Power shares the ISO’s concerns regarding the use of negative pricing in a wholesale market for electricity that relies solely on investor response to the Pool Price. Unless we can be certain that all investors are responding solely to Alberta’s energy-only price signal when making decisions about investing in potential projects, allowing the price to be negative could create significant long term adequacy issues and therefore at this time we do not support this option.
We are supportive of the ISO’s efforts to focus on the market rules that contribute to supply surplus conditions, such as the treatment of wind generation and we encourage the ISO to focus on the incentives that market participants have to offer large volumes of dispatchable capacity at $0.
	Please refer to AESO’s response to Capital Power in section 5.0.

	ENMAX
	ENMAX does not support negative prices.  It would be perverse to pay loads to continue to consume so that wind generators could continue to generate.  Negative prices were not contemplated when the PPAs were written, and there could be significant unintended consequences.
	Acknowledged.  Please also refer to AESO’s response to TransCanada in section 9.1.2 with respect to factors that contribute to supply surplus conditions and market rules for wind generators.

	IPCAA
	“As there are a number of issues related to negative pricing in other jurisdictions, in the AESO’s view, implementing a negative price floor is not a preferred option at this time. The IESO and ERCOT situations should continue to be monitored as wind is added in those jurisdictions.”

One of the issues cited is that Alberta has a different generation mix than Ontario And ERCOT – isn’t this a contradiction with Principle f) above – wherein all generators are to be treated equally?

Negative pricing is clearly the correct solution and should be implemented. In its absence then use the VGCP as described above.
	The statement that Alberta has a different generation mix than Ontario and ERCOT is an observation, and is not in contradiction with principle f), which describes that there should be a level playing field for all competitors.  The principle also states that rules should consider, and to the extent possible, accommodate the different characteristics of each generation type, without unduly favoring one type of generation over another.  It should also be noted that fair treatment is not necessarily equal treatment.  A different generation mix and different market structure are unique characteristic of each jurisdiction that should be considered.  
Please refer to AESO’s response to ATCO Power within this section.

	MEG Energy 
	MEG is not adverse to a review of the current price floor of $0 and cap of $999.99 to address supply surplus and supply shortfall.  In theory, prices that are lower than the variable cost of generation or higher than the full cost of generation reflect real time supply surplus or shortfall situations and should not adversely discourage or encourage new supply.   MEG requests the AESO demonstrate how a negative pricing mechanism will reduce the supply surplus transient situation when all supply to the grid (excluding wind) is already incurring a negative gross margin at a $0 system marginal price.  Will a greater negative margin present a greater incentive to reduce supply?

To facilitate an assessment, MEG requests AESO detail the magnitude of the supply surplus in each of the supply surplus events described in the discussion paper.
	In the AESO’s view, negative pricing is not a preferred option at this time and therefore we will not be performing further analysis as MEG has requested.  Please refer to the AESO response to ATCO Power in this section. 


	Suncor
	Suncor agrees that negative pricing is not a viable market option at this time and that the AESO should try to define more viable market solutions to address supply surplus market conditions.
	Acknowledged. 

	TransAlta
	TransAlta will only contemplate negative prices in conjunction with a price cap discussion as we believe it is related to overall market design. This is not a small scale change and has potential impact on many rules.
	The AESO agrees that changes to either the price cap or floor should not be done in isolation.  All price boundaries need to be reviewed and consulted on if considered.  

	TransCanada
	TransCanada agrees with the AESO that based on the assessment of markets where negative offer prices have been implemented, this concept is not an appropriate solution for Alberta. In fact, it would lead to revision of the entire market structure to address a very infrequent situation which can be managed in many other ways with far less impact. TransCanada’s comments above pertaining to voluntary curtailment payments would also apply to negative price offers.
	Acknowledged.


9.2 Short Term Options

· The paper provides an example of a supply surplus management procedure within this section. Please provide comments on suggested order of the procedure.

	Stakeholder
	Stakeholder Comment
	AESO Response

	ENMAX
	In the short term, supply should be curtailed in the following order: (1) dispatch variances; (2) opportunity imports; (3) dispatchable generation above MOL; (4) wind generation (through Wind Power Management); and (5) units providing thermal energy for industrial processing or heating/cooling.  


Wind should be curtailed ahead of any facility providing thermal energy for industrial processing or heating.  It would not be appropriate to curtail industrial production or to put the comfort or safety of Albertans at risk simply because the wind is blowing.  ENMAX expects that the MOL of any unit providing thermal energy would be set at the level below which its thermal energy production would be adversely affected by curtailing its electrical output.  


Over the longer term, AESO rules should strive for fairness, not only between one generator and another, but also between generators and loads.  Consumers accept that wind generators cannot provide energy if the wind is not blowing; conversely, wind generators should not expect loads to consume wind output just because the wind is blowing.  This is another reason why wind generators should be required to meet MOMC obligations in the near future.


When allocating curtailments across generators having the same curtailment priority, market-based solutions should be used if possible.  Having said that, as long as surplus-induced curtailments are rare, the cost to implement market-based solutions might outweigh the benefits.  
	In the proposed procedure within the discussion paper, wind is curtailed prior to inflexible generation.  
Market rules for wind generators will be explored in the wind integration consultation.


	MEG Energy 
	MEG supports the following supply surplus management procedure:

· Suspend the allowable dispatch variance rule.

· Dispatch down generators that are operating above their dispatch levels to their dispatch levels.

· Maximize posted export ATC limits and permit intra-hour exports.

· Curtail imports.  Imports are an opportunity service.

· Release all suppliers from the T-2 price/quantity lock-down allowing intra-Alberta supply to respond to the $0 SMP.

· Curtail flexible blocks of $0 offer on a pro rata basis.

· Curtail intra-Alberta supply on a pro-rata basis to minimum operating levels. 
	Acknowledged.

	Suncor
	Suncor is recommending the following supply surplus management procedure:

1) Remove congestion (increase ATC) at interties to accommodate more exports

2) Cut dispatch levels to those stated by market participant with respect to revised Rule 6.6

3) Employ VGCR Program

4) Curtail imports 100% in the scheduled and current hour

5) Curtail flexible generators prorata 

6) Curtail inflexible generators prorata

If the above does not work and the system is still at risk:

7) Curtail wind generation to MSG level prorata across wind farms

8) Curtail ISD generation to MSG level prorata across ISDs

Suncor would like to reassert that Supply Surplus management strategies should only cover scenarios where the problem is system wide and not a local or regional issue of surplus. 
	The AESO will be considering stakeholder suggestions in developing the recommendations for supply surplus management.
The AESO agrees that supply surplus rules and procedures apply to system wide surplus conditions.  The supply surplus rules are intended to ensure clarity, transparency and effective management of supply surplus conditions (when there is more supply than demand at $0) that affect the entire AIES.  The discussion paper has proposed short term and long term options that will accomplish this.   

	TransCanada
	As detailed above, TransCanada proposes a change to the block offering to make the $0 offers only MSG/MOL. The steps in the example will be impacted as follows:

1) not required

2) as above, Current hour import transactions (offered at $0.01) will be curtailed, as required

3) as stated in the paper

4) as stated in the paper

5) as per above, no flexible blocks at $0, only inflexible MSG or MOL blocks at $0,

Flexible blocks (offered at $0.01) will be dispatched for partial volumes on a pro rata

basis.

6) wind generation pro-rata curtailment, would happen above $0 as their MOL or MSG is 0

MW, Inflexible blocks from generators operating at their MSG/MOL (offered at $0.00)

will be dispatched off

7) Assets will already be at MOL or MSG when price reaches $0
	Please refer to AESO’s response to TransCanada in section 6.2.


No exemption for wind generators under OPP 103

· Are there any points that the AESO has not considered within it’s assessment in Table 3?
	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power believes that general exceptions are undesired and potentially counter to FEOC. On the other hand we recognize that the current rules do not properly allow market participants to price their operational constraints. ATCO Power’s preferred solution would be to institute negative pricing to let the market clear (Principle a). Until such time ATCO believes that administrative rules are required that do not unduly disadvantage facilities with differing operational constraints. ATCO Power can not comment on the complexities surrounding wind generation facilities which might allow for a more refined inclusion in the rules in case negative pricing is not adopted. 
	Please refer to AESO’s response to ATCO Power in section 4.

	Capital Power 
	Capital Power agrees that wind power facilities should not be exempt from the supply surplus management procedure. In addition there is no physical reason for the MSG of a wind power facility to be set at any value greater than zero.
Furthermore, the supply surplus management procedure should ensure that wind generation is dispatched off prior to controllable energy, or energy that is subject to a must offer/must comply obligation. In order to maintain the safe and reliable operation of the electric system the ISO should not dispatch off controllable and reliable generation in favor of intermittent resources that do not contribute to reliability.
	Acknowledged.  

	ENMAX
	Please see ENMAX’s previous comments regarding the treatment of wind generation relative to dispatchable generation.
	Please refer to AESO’s response to ENMAX in section 9.2

	IPCAA
	Adding wind without firm obligations enhances the potential for more frequent supply surplus situations. This problem can be resolved by having wind make firm offers.
	Market rules for wind generation will be explored in the wind integration consultation.

	Nexen
	Again, while Nexen appreciates the AESO’s concerns and goals as it relates to the dispatch of equal $0 priced offers, the same concerns as outlined above apply to wind generation facilities.  Nexen submits that having existing wind generators respond to change to a fundamental component of a wind generators economics is not fair or efficient.  

Nexen is also concerned that having wind generators to comply with the same market rules as other generators may unreasonably be raising the barriers to entry for that particular resource.  The AESO noted that an element of a FEOC market is that there is no preferential treatment of one generation resource type over another.  Nexen would submit that asking a resource which currently has fundamental differences to other conventional generation technologies may unduly prejudice future development of wind generation.  As wind generation technology along with Alberta’s power market evolves there may be opportunities to pursue rules which see all market participants comply with the same set of rules.  Until then Nexen respectfully submits that that are a number of other market considerations as outlined in the AESO’s 2009 Market Operational Framework and 2010 Wind Integration Paper which should be contemplated prior to removing the exemption from OPP 103 or making it mandatory for wind generators to comply with all market rules.

Again Nexen submits that removing the exemption for wind generation in OPP 103 or pursuing uniformity of market rules for all resources may not be prudent at this time.  If the AESO still feels compelled to pursue the removal of the exemption or insist on wind generators on complying with all market rules, the AESO must grandfather all existing wind facilities and allow other market participants yet to construct such facilities a reasonable amount of time to react to this important policy change.
	Supply surplus rules must be designed so that all generators including wind are treated fairly.  The exemption for wind and other types of generation is not, in the AESO’s view fair, however, this does not mean that all the existing rules must apply as written to wind.  In the AESO’s view, it is necessary to include all generation types in the supply surplus procedures so that all generation types are on a level playing field.  
The AESO acknowledges that all generation types have unique characteristics.  The integration of wind on the system, including market rules for wind, will be explored in the wind integration consultation.  

The AESO has considered the recommendations outlined within the 2009 Market Operational Framework and 2010 Wind Integration Paper with respect to supply surplus.  Please refer to AESO’s response to MEG Energy within section 7 for a summary of the components that have been re-considered under the supply surplus initiative.  

	Suncor
	Disagree with having “no exemption for wind generators under OPP 103”
	Please refer to AESO’s response to Nexen within this section.  


No exemption for co-generators under OPP 103

· Are there any points that the AESO has not considered within it’s assessment in Table 3?
	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power believes that general exceptions are undesired and potentially counter to FEOC. On the other hand we recognize that the current rules do not properly allow market participants to price their operational constraints. ATCO Power’s preferred solution would be to institute negative pricing to let the market clear (Principle a). Until such time ATCO believes that administrative rules are required that do not unduly disadvantage facilities with differing operational constraints. 

Given the complexities around cogeneration facilities a blanket exemption might be the best solution in this case (Principle g). 
	Please refer to AESO’s response to ATCO Power in section 4.

	Capital Power 
	Capital Power agrees that there should not be a blanket exemption for co-generators.
	Acknowledged.

	ENMAX
	As noted above, cogeneration facilities should be curtailed after wind power management has been implemented.  
	Please refer to AESO’s response to ENMAX in section 9.2

	IPCAA
	All behind-the-fence generation that is serving an on-site load is exempted by virtue of the ISD designation. This generation should remain exempt because it is, by definition, net to the grid, and therefore not contributing to any supply surplus conditions.
	Legislation requires that consideration must be given to electric energy produced and consumed solely on-site.  However, electricity not produced and consumed solely on site must be subject to the appropriate rules and procedures, similar to other generators.

	Nexen
	The AESO’s Supply Surplus discussion paper outlines how and why changes to the treatment of supply surplus are needed to support the Fair, Efficient and Openly Competitive (FEOC) operation of the market, reliable operation of the electric system and compliance with legislative and policy direction.  Nexen would submit that by removing the exemption for generating units primarily serving load or steam process, including those supplying industrial systems with an Industrial System Designation (ISD) from OPP 103, may in fact conflict with the AESO’s fairness and efficiency goals. 

Nexen appreciates that there are several factors that may lead to an increased amount of $0 offer energy on the AIES and the AESO’s desire to respond to these factors to ensure compliance with its mandate.  Unfortunately, it is unreasonable, unfair and inefficient to expect a market participant such as Nexen Long Lake which has extremely complex operations, multifaceted economics and lengthy response lead times to react to such a fundamental change in a reasonable time period.

As outlined in Nexen’s April 21, 2009 comments to the AESO, all the components within the ISD including the generator are highly integrated and sudden interruptions in an integral component could have serious operational and economic impacts to the facility that are far greater than the reduction in electricity revenues.  As the AESO can also appreciate the time and capital requirements required to design, construct and fund such a facility are substantial and the project’s viability relies greatly on the rules and policies that are in effect at the time or in force in the foreseeable future.    

While Nexen acknowledges that all market participants are not immune to market or policy changes, the fairness and efficiency in which a market operates is dependent upon a number of factors including the reasonableness of the signals sent to market participants and their ability to respond.  Nexen submits it is unreasonable for a market participant such an ISD with such complex facilities, economics and extremely long lead times to respond to such important price signal change without incurring serious harm.  If a market participant cannot respond in a timely manner or the costs are so prohibitive to respond and in turn is unduly harmed, Nexen would submit the proposed change is neither fair nor efficient.  

Nexen’s April 21, 2009 letter also outlined how a traditional electric generator and a power generator within in an industrial operation differ greatly in their operation and curtailment impact to their respective owners.  The primary purpose of a cogeneration facility within Nexen’s ISD is to produce steam which is then injected in the ground in order to extract bitumen. Electricity production is a by-product of the operation rather than the primary output.  Curtailment of an ISD’s generation cannot be considered in isolation, as curtailment to an ISD is curtailment of an entire integrated operation which can have significant negative economic and operational impacts on the entire site.   Nexen would submit the technical variations between a traditional power generator and an ISD co-generator along with the disproportionate outcome as a result of a curtailment instruction from the AESO represents a fundamental distinction between the two entities and warrants the co-generation facility exemption in OPP 103.

Nexen respectfully submits the rationale outlined above along with comments in our April 21, 2009 letter are still valid and strongly supports the need for an exemption in OPP 103 for co-generation facilities which produce electricity and steam as an integrated component of an industrial operation.  Although Nexen feels there is sound rationale to uphold the exemption, if the AESO feels compelled to pursue the removal of the exemption, the AESO must grandfather existing co-generation facilities and allow other market participants yet to construct such facilities a reasonable amount of time to react to this important policy change.
	The AESO recognizes the complexity of co-generation processes, and that facility process requirements are the primary reason that these facilities were built.  The rules should consider and, to the extent possible, accommodate the different characteristics of each generation type without unduly favoring one type of generation over another.  In the AESO’s view, allowing a blanket exemption for one generation type will not accomplish this.

Legislation already requires that consideration must be given to electric energy produced and consumed solely on-site.  However, electricity not produced and consumed solely on site must be subject to the appropriate rules and procedures, similar to other generators.
The current and proposed procedure during supply surplus conditions includes the curtailment of non-flexible generation to minimum stable generation levels.  The AESO is proposing updating the definition and application of minimum stable generation.  
Please refer to AESO’s response to TransAlta within section 5.0 on the application of minimum stable generation.  

While steps are taken to avoid impacting these operations, impact to co-generation facilities as a result of supply surplus curtailments must be kept to minimum.  Minimizing the impact is addressed in the following manner:

· Electric energy produced and consumed on site is not subject to the ISO rules, meaning that generators will not be curtailed below 0MW net to grid;
· Inflexible generators will be curtailed to their MSG and MSG will be a variable value submitted by the participant.

It should be noted that eliminating the exemption has been discussed with participants since the end of 2007 (through the supply surplus workgroup, which was initiated as part of the MOF for wind).  


	Suncor
	Disagree with having “no exemption for cogenerators under OPP 103”
	Please refer to AESO’s response to Nexen within this section.  


Voluntary Generator Curtailment Request

· If VGCR is implemented, and included as a step in the supply surplus procedures, please provide comments on whether participants would respond to such a request.

	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	In ATCO Power’s opinion a VGPC program would create perverse incentives that would aggravate the original problem. Low priced generation would see an incremental revenue opportunity by offering additional generation at $0 to then become eligible for an out of market payment. In addition, just like any administrative solution, a VGCP would result in inefficient outcomes, transfer wealth, and disturb the investment signal. As such ATCO Power opposes this option. 
	This section pertains to a Voluntary Generator Curtailment Request.  Under the VGCR option the SC would send out a request to generators that have the ability to curtail supply to voluntarily curtail at this step within the supply surplus procedures.  The VGCR is similar to comparable steps in supply shortfall procedures in which the SC sends out a request for additional generation.  There is no payment associated with VGCR. 
The Voluntary Generator Curtailment Program (VGCP) is a market based solution in that participants could voluntarily enter an offer to curtail. If implemented, the VGCP would be activated when the SMP is $0, as a step in the supply surplus procedure after imports are curtailed, intra-hour exports are allowed, the voluntary generator request is sent out and before flexible $0 blocks are curtailed.  
Please refer to AESO’s response to ATCO Power within section 9.1.2 with respect to VGCP.  

	Capital Power 
	Please see comments below (Exports within T-2)
	Please refer to AESO’s response to Capital Power in the Exports within T-2 section.

	ENMAX
	Considering that generators are probably being paid $0 during supply surplus events, there is some possibility that one or more generators would curtail voluntarily.  However, $0 offers are sometimes used to keep a unit “hot” in anticipation of system needs and higher prices in subsequent hours, and/or to avoid shut-down and start-up costs.    It therefore seems unlikely that this option would succeed.  
	Acknowledged.  

	IPCAA
	This is a workable solution – not nearly as complex as set out in Table 3

Any concerns for changes in offer behavior are simply adjustments that market participants would make in response to any rule change.
	Acknowledged.

	MEG Energy 
	Currently, within the T-2 timeframe, suppliers cannot respond to price; they can only respond to dispatch.  Under supply surplus conditions, if suppliers were able to respond to price i.e. SMP $0, some suppliers may choose to dispatch down thereby reducing supply.  

A voluntary generator curtailment request that would permit suppliers to respond to $0 SMP within the T-2 time period would offer an additional market based tool for the system controller to manage supply surplus situations prior to resorting to administrative mechanisms.
	Acknowledged.

	Suncor
	Suncor would need to further consider participation in this program for times when dispatching down will not result in steam impacts.
	The VGCR allows generators to voluntarily curtail supply as a step within the supply surplus procedures.  Including a VGCR is similar to steps in the supply shortfall procedures, in which the AESO requests generators to provide supply if they have the ability.  

Responding to a VGCR is voluntary.  Generators that have processes or minimum stable generation requirements can assess their situation and decide on whether they are able to participate in this manner to help achieve supply-demand balance on the AIES.    


Exports within T-2

· Are there any points that the AESO has not considered within it’s assessment in Table 3?

· If exports were permitted within the current hour or within T-2 under supply surplus protocols, please provide comments on whether participants could use this service during such times.
	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power does not believe that creating selective exemptions to T-2 is a desired solution to address supply surplus and consider it to be contrary to FEOC. In the process of the current stakeholder consultation on the intertie framework ATCO Power has provided an example to more efficiently use the interties especially with regard to counter flows. We believe that implementing a solution similar to this would be the appropriate way to include interties in addressing supply surplus conditions. 
	Maximizing export ATC within T-2 is similar to procedures during supply shortfall where import ATC is maximized and all viable options are considered before load curtailment.  Similarly, all viable steps should be considered before generator curtailment in supply surplus procedures.  Export and Import are opportunity service and curtailing imports and allowing for exports may help in alleviating the problem in order to achieve supply-demand balance.   

	Capital Power 
	Capital Power understands that the Quick Hits were consulted and implemented as a package that package included a number of merit order stabilizers. These merit order stabilizers such as; Must Offer, Must Comply and limitations on restatements within T-2, were intended to increase visibility of supply and the stability of the pool price. However, market rules that potentially negatively impact the market’s ability to respond competitively to changes in fundamentals should be carefully reviewed.
Has the ISO continued to review the impacts of the Quick Hits merit order stabilizers, specifically T-2, to ensure that this change is not having unintended consequences and inadvertently contributing to supply surplus conditions as market participants are unable to immediately respond to $0 prices by reducing generation or by scheduling exports? Although most obvious during supply surplus events, T-2 acts as an impediment to competition and price formation during all settlement intervals.

Has the ISO explored whether or not the objectives of merit order stability and reductions in price volatility could be achieved by implementing only the must comply requirements?
	The AESO has completed a review of the Quick Hits implementation, and continues to monitor these rules as the market evolves.  Details of the review are on the AESO’s website.

	ENMAX
	Conceptually this option is a good one.  Practically, however, it could be difficult for exporters to find counterparties, arrange transmission in adjacent jurisdictions, and confirm export transactions in sufficient time to avoid curtailment.  Clearly, export ATC that is dependent on whether the wind is blowing carries some risk for the exporter and/or its ex-Alberta counterparties.  
	It should be noted that not all supply surplus conditions are solely the result of wind generation.  As discussed in the paper, one or more factors result in a supply surplus condition. 
Maximizing export ATC within T-2 is similar to procedures during supply shortfall, where import ATC is maximized and all viable options are considered before load curtailment.  Similarly, all viable steps should be considered before generator curtailment in supply surplus procedures.  Export and Import are opportunity service, and curtailing imports and allowing for exports may help in alleviating the problem in order to achieve supply-demand balance.  

	Suncor
	Suncor supports the removal of congestion at the interties to accommodate improved import and export levels in normal operations. These upgrades are long overdue and would allow the SC to better manage supply surplus scernerios.
	Acknowledged.

	TransAlta
	TransAlta believes that this is not the place to discuss exports or intertie rule changes. Changing exports would only be an ad hoc solution to the problem. Exports rule changes should be discussed in the intertie framework paper.
	The AESO agrees that the broader discussion regarding interties belongs in another forum; however, increasing export ATC in supply surplus conditions is comparable to increasing import ATC in supply shortfall conditions.  It may be an effective and simple step in managing supply surplus and should be discussed in this context.


10.0 Reporting
· Please provide comments on the report provisions
	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power agrees with the AESO that better information will enable suppliers to better respond to supply surplus situations. ATCO Power has not deliberated the specifics of such a report but would like to point out that unless reasonable accurate information is available at least 3 hours before the delivery hour, the reports will be of limited value. 
	The AESO will consider the timing suggested by ATCO Power in the report provisions.

	Suncor
	Agree with this provision
	Acknowledged.

	TransAlta
	TransAlta supports the AESO efforts in reporting information regarding supply surplus to the market. We would like the AESO to produce an annual report and actions taken in a supply surplus event.
	Acknowledged.


11.0 Policy

	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power believes that new facilities should only be conditionally connected until proper rules are in place. We do not consider it appropriate to instead go through a limited and time constrained consultation process. 

In ATCO Power’s opinion the current design without negative pricing potentially violates section 4.4.11 of the Alberta Electricity Policy Framework. The relatively high price floor at $0 devalues the flexibility of certain generation types and forces some participants to offer above marginal cost. 
	It is the AESO’s role to provide open and non-discriminatory access to Alberta's interconnected power grid for generation and distribution companies and large industrial consumers of electricity.
The AESO does not agree that having a zero dollar price floor violates section 4.4.11 of the Alberta Electricity Policy Framework. 


	ENMAX
	As the AESO notes, the EUA does not specifically address supply surplus.  However, the EUA does tell the AESO to determine the order of dispatch according to relative economic merit.  Economic merit is not pro rata since each generating unit has different variable costs.
	Please refer to AESO’s response to ENMAX in section 6.2.

	IPCAA
	“The EUA does not exempt Electric energy that is not produced and consumed solely on site, and therefore is subject to the ISO rules.”
It should be made clear that this is the AESO’s interpretation of the Act – and clarification is requested from the Policy makers as to the accuracy of this statement.

This interpretation would encourage future ISD developers to restrict generation to only that required for on-site consumption, which would be counter to the current policy position. With the new transmission build-out program that targets excess generation capacity as a potential source of low-cost energy, we should not be developing AESO rules that will discourage ISD developers from building excess generation to make use of our future transmission assets.
	The AESO’s interpretation is aligned with that of the policymakers.  
  

	MEG Energy 
	MEG would caution AESO against relying on the sentence within Alberta’s Electricity Policy Framework of June 6th 2005, “The Department does not support one type of generation over another but rather allows competitive market forces to determine the appropriate generation mix (e.g. no fuel use policy)”.  The sentence needs to be considered within the context of the document which also includes the sentence, “Environmentally friendly power generation benefits all customers with a cleaner environment and reduction in environment-related health problems.  It also assists Alberta in meeting environmental emission targets under Clean Air Strategic Alliance (CASA).”

A broader perspective is important in light of the changing environmental and royalty framework landscape.  For instance, since 2005, Alberta has enacted the Specified Gas Emitter’s Regulation and the Canadian Government has advised commitments under the Copenhagen Accord.  

Furthermore, Alberta Energy has demonstrated an implicit fuel preference through the royalty structure on gas vs coal.  Albertans not only gain the benefits of a cleaner environment and a reduction of environment-related health problems but also earn a fair share of royalties when gas rather than coal is the generation fuel.
	MEG cautions the AESO against relying on the sentence within Alberta’s Electricity Policy Framework of June 6, 2005, “The Department does not support one type of generation over another but rather allows competitive market forces to determine the appropriate generation mix (e.g. no fuel use policy)”.  The AESO notes that the Department of Energy still views this as an accurate statement.  

Additionally, MEG has also referenced other DOE initiatives.  The AESO notes that these initiatives are outside of the electricity framework.  

The AESO and DOE share the view that we will look to remove barriers to entry for all competitors while preserving the existing market design.  


	Suncor
	No comment
	Acknowledged.


12.0 Next Steps

	Stakeholder
	Stakeholder Comment
	AESO Response

	ATCO Power
	ATCO Power would like the AESO to discontinue the short term process and instead focus exclusively on the long term process. In addition the AESO should initiate consultation to enable the implementation of a negative price floor as soon as possible. 


	Please refer to AESO’s response to ATCO Power within section 2.0&3.0 and AESO’s response to ATCO Power within section 9.1.3

	Suncor
	Agree, but more information and discussion is required on MOL and the treatment of inflexible and flexible blocks related to the order in which they will be curtailed in a supply surplus scenario.
	Acknowledged.  
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