AESO Discussion Paper — Alberta Wholesale Market Price Cap Review
Stakeholder Comment Matrix

Capital Power Corporatation

| Section |Subsection | Stakeholder Response
2.0 Price Cap 2.2 FEOC Market and the Price Signal — the
Policy and price cap must balance competing Capital Power is concerned with the AESO'’s intetgtion of its
Background objectives in the promotion of a FEOC mandate to promote a FEOC market and its interjoataf the

market

Department of Energy (2005) Electricity Policy Feamork (“policy
framework”). The AESO makes a number of statemiratisCapital
Power believes are inconsistent with the legistasind the AESO’s
mandate.

The AESO states that “a.FEOC market as articulated by Alberta’s
policy and legislation does not require that priseset at a completely
unfettered level in all circumstances”.

The Electric Utilities Act (S.17) mandates the AE®&perate the
power pool in a manner that supports FEOC. It edgaires the AESO
to promote a FEOC market for electricity (S.16)isTimeans that the
AESO is responsible for designing, implementing fawmilitating a
market where the fundamentals of supply and derdatermine the
price. The AESO should not be concerned with priteomes and
levels resulting from changes in fundamentals.

The Discussion Paper provides that the price cagt balance a numbe
of competing objectives which included the follogiitwo statements:
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“Small changes in the number of scarcity hours awgredictable,
largely based on the timing of forced outageshdke basically random
hours have too much influence, the market signasaither
predictable nor understandable.”

“Sustainability requires both sufficient generatard reasonable
prices reflecting market economics. If prices tiseuickly in response
to relatively limited instances of scarcity, therket structure will come
under public pressute

Capital Power does not agree with AESO adoptiaihese objectives
when evaluating the price cap for a number of nesiso

First, forced outages are a fundamental considerdor all market
participants making determinations about investingarticipating in
Alberta’s electricity market. The fact that thesgitimate reductions in
supply are random does not imply that the pricaaig unreliable or
wrong. When determining how to participate in thexticity market,
market participants consider the likelihood andjfrency of forced
outages rather than the exact timing. Any actigenaon behalf of the
AESO based on the belief that because forced osigerandom they
distort the price signal would be flawed and woltdde a negative
impact on the investment signal.

The second statement further demonstrates the A&E®3tonception 0
its mandate. The legislation does not support 8@ interpretation
that price should not respond “too” quickly to cgas in supply and
demand. The AESO should not take any administratdéen in an
attempt to mute or smooth prices that result frowanges in
fundamentals; rather it should be concerned wittlifig better ways to
facilitate the ability of the market to respondhese changes.

3.0 Frequency
of Price Cap

3.1 Data and Analysis
a. Frequency of price cap events




Events and Out
of Market
Actions

increasing
b. OPP 801 Discussion
c. Summary of price cap event causes

3.2 Conclusions
Frequency of price cap events increasing

OPP 801 Discussion

The AESO states that the price cap level may ciaatssue if it
frequently prevents price from rising to a levet@essary to clear the
market and the analysis demonstrates that pricewats have occurre
more frequently over the past three years and gemerally driven by
energy shortfall events.

The AESO'’s analysis is insufficient to concludetttie price cap of
$1000 is not a barrier to competition. There aneimber of factors that
the AESO'’s analysis did not consider such as:

* The dramatic difference in construction and fuedtsdetween
the two periods. This analysis would be much meeful if
consideration was given to the relative heat ratéise two
periods.

* The impact of changes in demand. In years whereaddmears
the system peak more frequently price is likelgpend more
time at or near the cap.

* The age of the coal fleet. As the coal fleet atiessfrequency of
forced outages is likely to increase (in fact isreanticipated in
the PPA) which in turn could impact the amountiiet price
nears the cap.

In order to fully understand the impact of the praap, a more thorougk
analysis is required to explain the cause of thes@se in price cap
events.

Out of market actions should not be taken untibadlilable supply is
exhausted and therefore in a well functioning mittke price should
reach the cap, regardless of its level, well befareof market actions
are required. The more pertinent question is, waultgher price cap




reduces the need for out of market actions? (ierdemand response
in the short term or more investment in the lorrgie

In addition Capital Power does not share the vigat steps 5 through 1
of OPP 801 are not purely out of market. The exasiglven by the
AESO, curtailing DOS and altering the Operatingd®es mix, should
absolutely be considered out of market actionfi@g are administrative
and not initiated by market participants. The usadmninistrative
actions in any market is not ideal and market aeargd policy should b
aimed at reducing the need for this type of actimr justifying it.
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4.0 Importance
of Scarcity
Pricing for
Generator
Revenues

4.1 Data and Analysis
a. Relative importance of scarcity
pricing for generator revenues

4.2 Conclusions

The AESO analysis clearly demonstrates the impoetaf scarcity
pricing in Alberta, as less than one percent othihers contributed to
nearly ten percent of the total revenue earnechthystry. Continual
investment in generation capacity in Alberta wél dependent on the
ability of the market to ensure that the price algaccurately reflects the
fundamentals. The ability of price to rise to tlag evhen there is scarci
in supply, and this requires that participantsfege to offer anywhere
between $0 and $1000. Price fidelity should beptiraary objective of
the AESO in fulfillment of its mandate.
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5.0 Generation
Investment in
Alberta

5.1 Data and Analysis
a. Generation Capital Cost escalation
b. Environmental costs a factor in
future generation investment

5.2 Conclusions
a. Price cap has not interfered with

Utilizing 2008 as a reference year to conclude gjeaierator returns are




historical investment

at healthy levels is misleading. It is not appraf&ito use the most
expensive year in recent history as the benchnpariicularly when the
primary driver of the price level in 2008 was KE€&ated transmission
upgrades, events that will not likely occur againhe near term. 2008
settled at $89.95 largely due to the high Q2 seft&107.58,
normalizing Q2 for levels seen in previous years @moving the
effects of KEG outages would result in a signifitatower yearly
average price. In addition to the Q2 anomaly, AE§2® prices in the
first nine months of 2008 were at near record EvEhe AESO analysis
does not consider the current year to date prib&hwis in the mid $40
range.

The AESO concludes that the price cap does notaappdave
significantly interfered with investment in the padowever this is not
the relevant question. Capital Power is disappditttat the AESO has
not taken a more forward looking view of the prizg in order to ensur
that in both the near and long term, the pricevedimot hinder
investment or otherwise have a detrimental impadhe market. Asset
decisions are not based on historical prices afhirasthey are on futuré
forecasts. The policy framework states thata competitive market,
generation investment decisions are made baseamectations of
future market performanceTherefore it seems more appropriate tha
the AESO consider the impacts of the price levelubare investment.

The AESO analysis did not consider the fundameptatscular to
Alberta’s market. The AESO review of other marketgealed that the
price cap in Australia is intended to capture tladue of Loss of Load,
while in ERCOT the price cap is intended to reflbet Cost of New
Entry. The AESO needs to carry out further analgéihese
fundamentals for Alberta, as they will dictate #ppropriateness of the
price cap in future years rather than simply codiclg that the price cap
is appropriate because it hasn’'t impeded the mamnkée past. The
AESO, in concert with market participants, shoutg@lop criterion and
a process for evaluating the price cap level oararnual basis to ensure




b. Peaking generation recently built
and pending consistent with the
price signal

that it continually reflects the fundamentals irbéita and provides an
accurate investments signal for sustainability matidbility.

Finally, in this paper the AESO concluded that gaten investment
has kept pace with demand growth and that the gegyaces reached i
the 2006-2008 period appear to have been suffitbeintcent new
generation for the 2008-2011 timeframe. It app#aasthe findings of
this price cap review are inconsistent with the S58serve margin
metric where the AESO forecast is predicting amasenargin of four
percent by 2012. This may be attributable to tfael lforecast that the
AESO uses in calculating the reserve margin; itlaidne helpful to the
market for the AESO to reconcile its internal markealysis.

6.0 Market 6.1 Data and Analysis
Issues — Long a. LLTE responds to price cap events
Lead Time about 90% of the time when they
Energy persist > 1 hour

b. LLTE is only online prior to a price

cap event about 1/3 of the time
6.2 Conclusions

a. Price cap is not a barrier for LLTE
7.0 Market 7.1 Data and Analysis
Issues —
Generation
Offers and the
Price Cap

7.2 Conclusions
a. Offers at the price cap are made for
a variety of reasons

b. Price cap is not interfering with
offers

Capital Power does not understand the relevant@oénalysis. The
AESO assumption that a lack of large offer voluraethe cap indicates
the cap is not impeding efficient market outconselawed. What is
relevant is the ability of price to rise to the eagipen there is scarcity in
supply, and this requires that participants are foeoffer anywhere




between $0 and $1000.

8.0 Market 8.1 Data and Analysis
Issues — Intertie a. BC tie is well utilized during hours
Utilization where price settles above
$900/MWh
. Shorter events show less tie
utilization on average
. SK intertie less well utilized than
BC during price cap events
8.2 Conclusions
. Intertie utilization not limited by the
price cap
b. T-2 offer timeframe limits ability of
the tie to respond to short term
price cap events
9.0 Market 9.1 Data and Analysis
Issues — Price a. 100 MW to 300 MW of load typically
Responsive respond to price in the real-time
Load market

b. The majority of the existing price

responsive load reduces
consumption  prior to  price
reaching the cap

9.2 Conclusions
a. Price cap is not a barrier to existing

price responsive load

As described in the Discussion Paper, Alberta hatatively high level
of price responsive load in comparison to otherketa: The AESO
concluded that, although, it not possible to detleervhether price
responsive load would potentially respond at priugker than the cap,
the price cap does not appear to be a barrierrtadd response. For th

loads tracked by the AESO, the price cap doespyear to be a barrier

however, these loads are not representative odgedoad in the

province? The loads that typically respond to pegeursions are those




for which electricity makes up a substantial portad their variable
costs and, as a result, these loads typically bavaterruptible process
allowing them to respond with relative ease andlwort notice. There
are very few loads in Alberta with these charast@s. Alberta also has
a relatively high load factor primarily consistingindustrial load where
electricity does not make up a substantial portibtheir variable costs.
These loads would need to experience much higlhsgpfor electricity
before they would consider reducing consumptiois. ftossible that the
price cap is a barrier to load response for thesdd.

Capital Power encourages the AESO to consider typatof demand
participation is necessary to ensure competitiveketaoutcomes. The
ability of load to respond to price in the real@imarket is not the only
way in which load can effectively and meaningfylbrticipate in the
market. It is important to recognize that if loabsnot respond in real
time it does not mean they do not have the alihtyarticipate at all. For
example, both Australia and Texas have exceptiphah levels of loag
participation in the forward markets; in both case®r 90% of the load
has contracted bilaterally and is therefore hedged potentially high
prices in the spot market. In Alberta, loads arepnecluded from
entering into bilateral contracts with electric pligrs, thereby making
themselves indifferent to price. In fact this iseanmon practice for
residential consumers who sign long term contradfs retailers at fixed
rates. The incentive for loads to enter into thgpes of contracts is
highly dependent on the exposure they face inpbémmarket. The
AESO should endeavour to determine the volumead Ia the Province
that has entered into competitive contracts tyflkasure the impact g
the price cap on this form of demand participation.
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10.0 Other
Market Review

Australia
ERCOT
Netherlands

11.0
Conclusions

plo o

Price cap is not an barrier to the
FEOC operation of the market

The AESO analysis clearly demonstrates the impoetafi scarcity




and Next Steps

pricing in Alberta and the relationship betweenithestment signal an
the price cap. Although, Capital Power is inclinecgree that the price
cap does not appear to have systematically inesifeith price
outcomes or investment signals in the past, Capiater has significan
concern with the AESO's justification of its recormnaation to keep the
price cap at the current level. In addition Capftalver is disappointed
that the AESO analysis did not consider more furetgal questions
related to the determination of an appropriategpc@p such as the cost
of new entry or the value that load places on tiss bf electric service
specific to Alberta. Capital Power is not convindledt the price cap ha

not acted as a barrier to demand patrticipationit@ladpower encourages

the AESO to consider alternative types of demamtiggaation in the
wholesale market and the subsequent impact ofrtbe level on
forward contracting.

The AESO, in concert with market participants, dtdaevelop criterion
and a process for evaluating the price cap levelroannual basis to
ensure that it continually reflects the fundamentalAlberta and
provides an accurate investments signal for suabdity and reliability.
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