Stakeholder Engagement Plan SE-2

Locational Pricing

l. Introduction and Background

The purpose of this initiative is to examine the implications on stakeholders and market efficiency of
changing how Ontario’s real-time electricity price is calculated, by maklng the calculation better reflect
the impacts of the transmission system. Currently, the price is calculated ks rng a‘parallel version of the
algorithm used by the IESO to dispatch resources in the province, ho the pricing run differs from
the actual dispatch version in several ways. The most significant d hat the pricing algorithm

demand for electricity, regardless of location.

The IESO will address pricing model options beginni icir € various
forms of locational pricing that are used across the industry.: T hi ) i ed at this time
for the following reasons:

stakeholder interest! ,
increasing congestion management s
a recommendation in the latest marke

P

t

Background

The current uni nd offers against a model of the grid that ignores
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In contrast, ! inal‘pricing (LMP) is a pricing methodology in which market clearing prices
are calculated AL ts on the transmission grid called nodes where energy can be injected
or withdrawn. Th represent the actual value of energy at each node, which includes the
marginal cost of the the marginal cost of delivering it. One common option used in other
markets is to create zones in which the nodal prices are usually similar, and calculate average zonal
prices that can then be used to pay all suppliers and charge all consumers within the zone.

1 Minutes Stakeholder Advisory Committee July 12th, 2006 — “Beit resol ved that the Stakeholder Advisory Committee recommend to the IESO Board and
senior management that the IESO proactively study through an open stakehol dering process the potential introduction of LMP (Local Market Pricing) in

Ontario asa priority for development of the Ontario electricity market. Thisresolution was unanimoudy approved.»
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The dispatch algorithm automatically calculates nodal prices, and the IESO has been publishing the
relevant nodal prices (referred to as shadow prices) since market opening for information purposes only.
The historical nodal price data, experiences of locational pricing in neighbouring jurisdiction and past
research will provide a good starting point for our study.

1. Stakeholders

Locational pricing is of interest to all stakeholder sectors.

Stakeholder Engagement Goals and Objectives

Goal
The goal of this plan is to seek stakeholder input on theipossible models for locational pricing:4n Ontario.
Objectives

1. To seek stakeholder input on the scope of the study

2. To provide stakeholders the opportunity.to comment on possible models for locational pricing in
Ontario and the impacts they will have on their. operation

3. To provide stakeholders the opportunity. to comment:en possible;models for locational pricing in
Ontario and the impacts they might have on the A\ESO“administered markets and the day-ahead
market design work

1. Stakeholder Engagement Approach and Methods

Stakeholder input will be used te. assist ts:in.identifying possible impacts of various locational pricing
models for intreduction into Ontarie. The results will provide input to the Stakeholder Advisory
Committeg; FESO Management, and the IESO Board as they consider possible courses of action for the
evolutign of the market and provide inptit.to the day-ahead market design. The implementation of the
stakeholder.engagement process.will be in accordance with the IESO’s approved stakeholder
engagement principles.

The stakeholder engagement methods to be employed will be a combination of a working group,
stakeholder advisory gommitteg session and web-based postings with the opportunity for comment.
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Stakeholder Working Group

The stakeholder working group will permit most directly affected stakeholders to provide more detailed
working level input into the identification of possible locational pricing models for introduction in
Ontario. The proposed working group is the current Market Pricing Working Group. Non-represented
sectors will be invited to participate. This existing group consists of a representation of stakeholders as
listed at: http://www.ieso.ca/imoweb/pubs/consult/mep/MP_WG_MemberList.pdf.

Terms of reference for this working group have already been established afid can*be found at:
http://www.ieso.ca/imoweb/pubs/consult/mep/MP_WG_TermsOfRefergnee.pdf

To the extent possible, members of the working group also represent the views of their constituency.

Working group meeting agendas and documentation from:the meetings will be made public through the
Market Pricing Working Group’s pages on our web site;
(http://www.ieso.ca/imoweb/consult/mep_mp.asp). Notes from the meetings will be postedto provide
an opportunity for all stakeholders that are not participating ifi.the working group to previde comments.
Comments can be provided directly in writing or through a sector representative.

Stakeholder Advisory Committee Session

The study of possible locational pricing models foriatroduction in Ontarig will be presented to the
Stakeholder Advisory Committee. The Committee will consider these results and may use this
information to provide input to the IESO Board angd senior management on the potential impacts of the
introduction of locational pri€ing in:Ontario, and on:the priority that should be applied to this issue for
development of the Ontario electricity market.

Web-Based Postings

Web-based postifigs:enable those non-represented sectors with a lower cost alternative to keep informed
of the process and to"provide inputas desired. This will provide the opportunity for all interested
stakehaolders to offer feedback:on any ‘proposed changes as a result of the working group meetings.

This is a publig.consultation and feedback supplied will be posted on the IESO website including the
identification’of the participant.
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V. Decision Making Steps and Schedule of Activities

Stakeholder Engagement Schedule

Activity Target Date
1. Post and communicate Locational Pricing stakeholder plan Aug 25
2. Finalize Study Scope and Schedule at Market Price Working Group Sept 1
3. Locational Pricing study results presented to Market Pricing Working
. . Oct 6
Group for feedback and input on impact
4. Post Locational Pricing Study Results Oct 18
5. Present results of Locational Pricing Study ta Stakeholder Advisory. Nov 1
Committee
6. Locational Pricing study results presented to the JESO Board of
. Nov. 17
Directors
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