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CONSISTENT RULES – IS THERE AN OPTION?

Good morning,

when it comes to the LONG TERM future of the north american electricity market, be it from the perspective of trade or reliability and mutual support, you are either in or you are out and the rules and standards that will determine this are being developed now.

on may 1st this year we are opening our market to both wholesale and retail competition.  on day 1 – we will have 262 participants in the wholesale market.  also, close to 1 million customers have already signed contracts with retailers .

first of all let me note that the imo is very much  equivalent to an rto in the u.s.  i had the opportunity to influence the name of the organization to represent what i see as the role of such an organization which is to operate a marketplace for trading wholesale electricity where the availability, reliability and instantaneous delivery of the product, moving across jurisdictions at close to the speed of light, is paramount.

The name r.t.o. or regional transmission organization does not fully portray this reality and in fact overly focusses on the delivery aspect.  this can and often does, lead to a perception that these are indeed mainly transmission as opposed to market operating entities.

amongst the duties of the imo are the following:-

· continue the development and evolution of the market and its rules and processes

· the imo board approves the rules on market opening

· build the necessary systems to support a  reliable market

· educate and train staff and participants 

· direct the operation of the wholesale electricity system

· operate wholesale electricity markets

· invoice customers and pay suppliers

· ensure compliance with the rules

· carry out market surveillance to identify flaws in the market and gaming

· coordinate operations with neighbouring jurisdictions

· carry out technical impact assessments of proposed facility additions

· assess adequacy of supplies over a period up to 10 years

· assess adequacy of delivery and request preparation of plans by transmitters

· provide expert technical support to the REGULATOR

· encourage investment.

these duties very closely match the role of rtos and in some instances ARE PERHAPS BROADER. 

let’s get something straight, the development of rules that impact over a broad regional area is not new.  neither is ontario’s influence in this domain new and neither is the impact of such broader planning and operation on ontario new.

consider, the vast majority of interconnections in place today were built with regional cooperation, and  by the way, for the sake of mutual support from a reliability perspective.

these interconnections then paid for themselves several times over due to the amount of trade carried out, inter-jurisdictionallY, from ontario’s perspective this was both imports and exports.

the difference was that in the era of the monopoly franchise, this trade was a salvage operation for most utilities where opportunity was taken, often on a shared savings basis, to operate lower cost, surplus generation in one jurisdiction to displace higher cost generation in another jurisdiction.  these trades generally covered operating costs, with some profit margin, but not fully allocated fixed costs, hence my use of the word “salvage”.  again, ontario benefited both as a buyer and as a seller.

this was all possible because, within the context of the industry infrastructure in place, neighbouring jurisdictions, including ontario, worked together to develop the rules of the game, to drive out costs and to ensure mutual support in times of need.

This past summer was a good example of the benefit of an interconnected electricity system with the ability to provide mutual support.  2001 saw Ontario become a summer peaking jurisdiction.  We set seven different consumption records last summer with an all-time 20-minute peak of 25,269 MW set on August 8th.  

Prior to this summer, our previous all-time system peak was about 24,000 MW set in January 1994.  To put this in context – an increase of nearly 1300 MW is roughly the amount of electricity required, on average, to power over one million homes.  So for a stretch this summer, we had the equivalent of a new mega-city to supply.   For those of you old enough, this was akin to bob beaman (long jump – mexico olympics) – he missed out on 26 ft. and leApt into 27 ft.  we missed out on 24,000 mw and leaPED PAST 25,000 MW  this placed quite a demand on ontario’s power system – generators, transmitters and distributors alike – but we were able to keep the system running without incident, thanks to support from our neighbours in canada and the u.s.  They too were hit with the effects of the heat wave and they also set consumption records – in Michigan, New York, the New England states, Pennsylvania and Maryland.  

It was during this period that we in ontario ONCE AGAIN saw the benefits of an interconnected grid system that allowed us access to power from other jurisdictions to help meet our customer needs during these extreme peaks.  there were occasions when we simply did not have sufficient power without calling on such support.

Our ability to access support from our neighbours last summer bears further reflection as we continue to develop competitive electricity markets in Ontario and across North America.

as i have said, These benefits were all available to us because we had an agreed set of rules.  Rules developed by industry, on a bottom-up, collaborative, international basis with EACH JURISDICTION at the table, whereby operations would be consistent and responsive.

The world is changing – and new rules are being developed. We cannot sit back and take as a given that IN Ontario WE will continue to have the influence that we have had in the past to ensure that international rules will be developed in our  interests.  This will only occur if we are active in showing leadership and participating in this domain.  what is most important is not the existance, size or number of rto’s,    what’s important is consistency of rules that allow the ability to take advantage of available resources, reduce pancaking of transmission charges and drive down costs.

It is important that we maintain an involvement in the evolution of the electricity marketplace structure to ensure that we can take care of Ontario’s interests, not only in the near term but also over the longer term.  remember that in our business, problems can move at the speed of light across the continent.

This is why i think it important FOR US IN ONTARIO to participate in FERC’s hearings into the RTO future in the U.s. and in examining what are the necessary features for an effective and efficient marketplace.  It is why we see it as critical that we sit at the table with new york and NEW england to WORK ON the rule development in the northeast.  we do have some features in our market which i believe are at the leading edge of market design in north america.  one example is the way the imo can poll meters and set necessary standards.

As the rules change, we are not just looking at the compatible needs of future markets for the sake of reliability, quality and cost optimization.  We are ALL looking to ensure that we don’t lose the benefits that have been available and used time after time.

let me be clear.  i believe that we can be an effective party to the development of regional and international rules and standards in the new competitive regime.  we do not have to adopt identical rules.  in ontario, as elsewhere, i expect that there will be good rationale to support LOCAL variations in rules.  we are not, and will not, become ferc jurisdictional. i do however believe that rules that eliminate artificial barriers and facilitate mutual support will be in the best interests of ALL.  

also, i believe that the benefits of broader, diverse, regional markets will become more apparent over time.  all markets require new facilities to be built.

finally, the imo is charged with encouraging investment.  electricity generation is generally a secondary energy source and one can generate where the primary fuel source is located and transmit the power, sometimes with costly losses and congestion, or build generation closer to the demand and/or a strong transmission highway, while transporting the primary fuel, be it coal, gas or oil or whatever.

if we are to encourage this investment to be made in ontario, we have to create the conditions that make it attractive.  Clearly, several considerations including taxes and environmental rules  play a part in this but I BELIEVE the ability to use the ontario network as a hub, CONNECTING THE NORTHEAST WITH THE MID-WEST, with rules that facilitate trade is also a key factor.  without this the investment may be made elswhere and ontario could ultimately find itself as a long term, dependent, importer of power.

we have worked together with our neighbours in the  past, to mutual benefit in trade and commerce without giving up our sovereignty and without adopting rules that are detrimental to ontario.  it is my intent to work together in the future to take care of ontario’s interests in the context of a north american marketplace.  this includes portraying ONTARIO as having rules and operations that attract investment.
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