
I n September 2020, the IESO launched the long awaited 
stakeholdering of its proposed approach to satisfying 
the province’s future electricity “Resource Adequacy” 

requirements – in short, how and when to procure resources 
and their attributes to keep the lights on. 1

In announcing the initiative, the IESO reiterated its 
commitments to transitioning to the long-term use of 
competitive mechanisms to meet Ontario’s resource adequacy 
needs and to ensuring stakeholder input to inform this 
transition. To begin this discussion with stakeholders, the 
IESO developed a draft resource adequacy strategy based 
on extensive stakeholder engagement conducted on the 
Incremental Capacity Auction High-level Design and additional 
discussions with individual stakeholders to better understand 
their specific risks. Key feedback themes that emerged 
through these discussions include:

• Recognition that a “one-size-fits-all” approach won’t 
be sufficient to balance supplier, ratepayer and system 
operator risks and cost-effectively meet all of our needs

• Different resource types have different risks, requirements 
and timelines for development that should be considered

• Different tools are better suited to different resource types

• Some resources are not suited to competitive  
acquisition mechanisms

• System planning forecasts will have to align with any 
resource adequacy strategy we go forward with

• Increased risk in Ontario markets due to regulatory  
and political uncertainty

To facilitate competition, and provide business planning 
certainty, the IESO has proposed that resource adequacy 
needs should be planned and acquired for three timeframes: 
short, mid and long-term. The draft framework also 
recognizes that there may be other mechanisms required 
or directed (e.g. policy, programs) alongside the competitive 

framework. Through consultation, the IESO will engage 
stakeholders to further develop a long-term competitive 
strategy to meet Ontario’s resource adequacy needs reliably 
and cost-effectively while recognizing the unique needs of  
different resources.

Initial OWA Advice
The OWA is encouraged with the re-launch of this initiative 
and has provided initial input and advice to help ensure that it 
achieves its full potential:

1  Applying an Ontario Lens
As was raised throughout the Incremental Capacity Auction 
stakeholder engagement, and as recognized by the IESO 
in the decision to discontinue its effort on the initiative, any 
approach to resource adequacy must necessarily apply the 
lens of the jurisdiction to which it will apply. Ontario’s two 
hundred twenty-five (225) hydroelectric facilities account 
for approximately 25% of installed capacity and annual 
energy production and, at only 17% of overall generation 
costs, provide significant value to ratepayers. Importantly, as 
illustrated below, the majority of these facilities (155) are under 
some form of contract, while the remainder are rate-regulated. 

1 file:///C:/Users/Owner/Downloads/ra-20200928-presentation%20(2).pdf

Figure 1 – Ontario Hydroelectric Contracts
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Many of these facilities have been contributing to local, 
regional and/or provincial resource adequacy and reliability 
requirements as well as broader socio-economic objectives 
for decades. This “Made in Ontario” advantage should be a 
starting point for the current initiative.

In addition, as shown in Figure 2, more than half of the 
province’s waterpower fleet are contracted “non-market 
participants” and of those that are market participants, 
several are self-scheduling. However, the IESO’s Resource 
Adequacy initiative focus appears to be primarily if not 
entirely on dispatchable market participant generation.  
Again, the composition of our existing assets should be  
a foundation upon which the design is built.

Finally, the IESO’s approach appears to have neglected the 
potential for relieving transmission and/or distribution constraints 
as a means of contributing to resource adequacy requirements 
through optimization of existing generation assets. Given 
the intent to align the identification of requirements with 
system planning forecasts, an explicit recognition of the role 
“wires” solutions could play is recommended.

2  Focusing on all Five Streams
While the vast majority of the IESO’s proposal is focused 
on Auctions and RFPs/Contracts, there are in fact five (5) 
“lanes” of potential investment identified. The OWA strongly 
recommended that efforts and resources be dedicated to 
each of these areas (IESO’s “Streams”) moving into the next 
stage of more detailed stakeholder engagement. 

A great deal more clarity needs to be brought as to how these 
streams relate to one another in terms of allocated capacity, 
eligibility, timelines and design/setting appropriate incentives. We  
recommended less arbitrary eligibility criteria for these streams 
to enable increased competition, while ensuring each take into 
account specific commercial realities of planning and investment. 

Initial comments provided on each are as follows:

PROGRAMS
Investments in assets, resources and businesses that 
can meet both electricity and non-electricity objectives.

The example given here was “energy efficiency”, but presumably 
this theme could also include “small hydro” (e.g. HCI Program), 
for which there is no obvious place in the market-focused 
design. Similarly, concepts such as Net-Metering, Indigenous/
Community Economic Development or the creation of Load 
Serving Entities may fit within this stream. Much more detail 
is required regarding the IESO’s intent and considerable 
stakeholder engagement will be required to develop the 
boundaries of this component.

CAPACITY AUCTIONS
Remain as the IESO’s primary mechanism for acquiring 
smaller amounts of capacity to meet short term needs.

There are a number of elements of the now-abandoned 
ICA that have yet to be migrated to the evolution of the 
Demand Response Auction, most notably the “Multi-Year 
Commitment”. Consultation and clarification are required  
to ensure the Capacity Auction is designed appropriately.

Figure 2 – Market Participation
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CAPACITY AUCTIONS OR TARGETED RFPS

Re-acquire existing resources of a minimum size 
that have material costs to re-invest and extend their 
capability to meet medium term needs.

There needs to be a transparent means through which it is 
determined that an Auction or an RFP/Contract will be used. 
Considerable discussion is required on “existing resources of 
a minimum size that have material costs” as well as whether 
this is a mechanism only suited to unbundled capacity. The 
OWA does not agree that only projects requiring capital cost 
expenditures should be eligible for multi-year commitments 
or a contract. Such a structure could perverse the market 
into making investments so they can get longer term clarity. 
There are a number of waterpower facilities that have been 
incented/required to make recent capital investments for 
which a contract for capacity, energy and ancillary services 
maybe most prudent.

RFPs

Acquire newly-built resources or existing resources that 
require major upgrades to meet needs that are within 
long-term forecast confidence.

For waterpower, the threshold for “major upgrades” is 
already defined through taxation regulation and policy 
(O. Reg. 124/02 defines an upgraded station as one with 
improvements “…that increase the station’s generation of 
electricity by at least two per cent on an annual basis” and a 
“redeveloped station” to include a “…substantially replaced 
powerhouse and associated physical infrastructure for the 
conveyance and utilization of water”). It should be up to the 
proponent whether to make investments with the medium-
term or long-term certainty of a contract.

GOVERNMENT POLICY

Nuclear and large-scale hydro resources are based on 
long-term strategic views that capture more than just the 
forecasted electricity needs.

While the description is appropriate, Nuclear and large-scale 
hydro are but two examples of resources based on “long-term 
strategic views”. The development of community based small 
hydro in remote First Nation Communities would be another, 
as may be certain transmission projects.

3  Planning Now for Transition
Slide 27 of the IESO’s September presentation (reproduced 
below as Figure 3) outlines the proposed timelines for the 
implementation of (three of five) mechanisms to satisfy 
resource adequacy requirements that emerge by 2028.  
Against this consider the generic (and in some instances 
aggressive2) development timelines for waterpower 
(Upgrades/Efficiency Increases, Retrofits/Redevelopments, 
Greenfield) as represented in Figure 4. It is apparent that only 
medium to long term measures will support new waterpower 
investment, underscoring the value, in the short term, of 
reacquiring existing assets and extending their ongoing 
contribution to resource adequacy.

Moreover, there are more than one hundred (100) existing 
contracts for waterpower facilities that are scheduled to expire 
within this time horizon (e.g. HCI, RESOP, HESOP). As owners 
and operators of long lifespan assets with 20-30 year capital 
plans, waterpower proponents need to know well in advance of 

2 For example, 4-5 years for an upgrade could be achievable if everything lines up well on feasibility level engineering, internal and external approvals,  
 detailed engineering, procurement (a new runner is about 1 year delivery ARO) and construction.

Figure 3 – IESO Timeline to 2028
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2024/25 what mechanisms will be in place to support investment 
or whether to plan to divest the infrastructure and the associated 
water management regime back to the province.

Working Collaboratively
In advance of the IESO’s re-start of the initiative, the OWA 
collaborated with a number of Associations3 to develop a 
“High-Level Framework” to help guide the discussion, a 
copy of which is provided below. Importantly, the consensus 
framework includes many elements of the OWA’s initial 
submission (e.g. Factoring in Ontario Specific Supply).

HIGH-LEVEL ONTARIO RESOURCE ADEQUACY FRAMEWORK

OBJECTIVE A pragmatic resource adequacy strategy to 
ensure Ontario’s electricity supply needs are met safely and 
reliably at lowest possible cost to customers recognizing 
Ontario’s specific electricity market characteristics 

FACTORING IN SPECIFIC ONTARIO SUPPLY 

• Rate-Regulated Generation: OPG’s baseload 
generation (i.e., nuclear and applicable hydroelectric) 
are rate-regulated by OEB, meeting supply needs

• Embedded Hydro Generation: Embedded hydroelectric 
generation are generally not practical to be wholesale 
market participants, and in addition to meeting supply 
needs are recognized as having additional benefits 
(i.e., environmental, public safety, etc.) 

• Nuclear Generation: Bruce and Darlington 
refurbishment programs continue as contracted and 
rate-regulated generation, meeting supply needs 

KEY ELEMENTS OF THE STRATEGY 

1  ROBUST, FREQUENT, TRANSPARENT POWER  
 SYSTEM PLANS 

  a. Clear and technical specifications of Ontario-wide and  
  regional power system and supply needs, predicated on  
  supply attributes with risk assessments of applicable  
  resources’ ability to meet needs 

  b.  Ontario system planning data and information must meet  
  ‘best-in-class’ standards to maximize transparency and  
  interest in opportunities for investment and competition 

2  CAPACITY AUCTIONS – VOLUNTARY,  
 SHORT-TERM, BALANCING 

  a. IESO administered auctions meeting short-term  
  supply needs based on power system plans 

  b. Optionality for resource participation – to greatest  
  extent possible, auctions to meet supply needs  
  should be a competitive, flexible (e.g., on term),  
  and resource agnostic 

3.  CONTRACTS – VOLUNTARY, MID- TO LONG-TERM,  
 ENSURING INVESTMENT 

  a. IESO administered procurement processes, as needed,  
  resulting in executed contracts for resources (existing  
  or new) required to meet supply needs based on power  
  system plans over periods longer than short-term 

  b. Optionality for resource participation – to greatest  
  extent possible, contracting processes to meet  
  supply needs should be competitive, flexible (e.g., on  
  term), and resource agnostic 

4.  ENERGY AND ANCILLARY SERVICES MARKET  
 PRICES AND CAPABILITY TO SUPPLY 

  a. Energy and ancillary services wholesale market prices  
  should reflect actual demand/supply conditions/value 

  b. Resources able to supply energy and ancillary services  
  permitted to do so within competitive wholesale market,  
  meeting supply needs in conjunction with other  
  mechanisms (e.g., Capacity Auctions, contracts) 

5.  ACCOUNTING FOR DERs 

  a. Distributed Energy Resources that are economic  
  and affordable require a development and integration  
  framework to cost-effectively and reliably help meet  
  supply needs 

  b. There is a need for regulatory framework review  
  (i.e., regulated vs. unregulated, definition of customer,  
  cost allocation across customers, rate design, etc.)  
  and wholesale market design/rules to help determine  
  cost-effective and reliable development and integration  
  of DERs, including future roles of LDCs, DER suppliers,  
  IESO, and OEB

3 Consortium of Energy Suppliers. Canadian Renewable Energy Association (CanREA), Ontario Waterpower Association (OWA),  
 Ontario Energy Association (OEA), Advanced Energy Management Alliance (AEMA), Association of Power Producers of Ontario (APPrO)
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What’s Next
In Q1 2021, the next phase of the Resource Adequacy engagement will discuss the details needed to 
operationalize and implement the framework. Based on stakeholder feedback, the IESO proposes to structure 
the next phase of engagement based on four major discussion areas:

Framework
Discussion of items such as eligibility, commitment details,  
role of government and regulatory policy, decision-making, 
capacity auction enhancements and other framework details

Target Setting
Methodology for setting targets for amounts to be acquired 
and how the different targets will be allocated and coordinated

Planning 
Discussion of changes needed to IESO Power  
System Planning information and products to align  
with framework objectives

Transition
Discussion of period between when existing resource 
contracts expire and capacity need in 2028

The IESO’s Resource Adequacy Framework development and detailed design will be central to the OWA’s advocacy efforts in 
2021, along with Market Renewal and continued Red-tape Reduction. The outcome of this initiative has the potential to set the 
course for near and long-term investment and re-investment in Ontario’s waterpower resources. As an industry, we must and will 
ensure that the values and attributes of all hydro assets are at the table.
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