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Governance in Adequacy, Reliability and Demand Curve 
 

Importance of Governance 
The Adequacy and Demand Curve Working Group (ADC WG) wants to respectfully emphasize the 

importance of a capacity market design with solid, credible foundations that instills confidence to 

investors and stakeholders and fosters an economically efficient and sustainable market.  Governance 

with rules that enhance transparency and stakeholder engagement are paramount to the success of the 

capacity, energy and ancillary services (AS) markets.  Good governance goes beyond what is covered in 

this memorandum, but here we focus on its importance as it relates to adequacy and demand curve 

development.   

A sub-group within the ADC WG drew from a governance principles review done by a reputable US 

consultant (Bates White) to make the following recommendations.  According to Bates White, 

governance is about independence and balance that “encourages better decision-making based on 

public policy goals, cost minimization, and societal benefits, while avoiding cronyism and special 

interests.” To help avoid negative outcomes, it is important that there be clearly defined processes by 

which market rules are made and changed, allowing for proposals, input, discussion, and regulatory 

oversight, and that those processes provide for balanced discussion and voting.  “Without good 

governance, the cost of electricity in Alberta could rise. Investors may demand regulatory risk premiums 

to build new generation or invest in new technology, or may avoid Alberta altogether.” 

Governance Principles 
The ADC WG identified two governance timeframes:  the short-term refers to the time between now 

and the commencement of the capacity market; and the long-term refers to once the capacity market is 

in place. 

Regarding short-term governance principles, Bates White highlights accountability and transparency 

from the System Operator: “…since one entity must have ultimate decision-making authority in 

proposing changes to the AUC, and that entity is typically the ISO, it is crucial that the ISO’s work leading 

up to any proposed changes are clear and documented.” 

Another short-term principle relates to where all material rates, terms and conditions should be housed 

in contrast to AESO business practices and operating manuals that require less oversight to revise.  

Material rates, terms and conditions should be incorporated in rules that have the highest threshold for 

revision and invites the greatest number of stakeholder input and participation before any changes are 

made.  A good principle to follow is to perform a careful review of what are material capacity market 

rules versus less material procedures and where they should be housed. 

Regarding short-term and long-term governance principles, to prevent outsize influence of a single 

entity, we note that all US ISOs have taken the approach of forming “bottom-up” permanent 

committees, subcommittees and working groups with broad balanced industry representation.  In the 

case of single-state/province RTOs/ISOs, it is a good practice to provide additional power to the 

stakeholder advisory committees.  An important aspect of this structure is a well-defined process and 

charter for each group/committee.  Good governance allows for subcommittees and working groups 
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that address detailed, specific ISO issues.  US RTOs/ISOs have permanent committees or subcommittees 

related to issues such as reliability and demand forecasts.   

In US markets, the long-term principle of stakeholder engagement is usually achieved through 

permanent advisory committees.  Each US ISO has well-defined processes through which stakeholders 

may be heard and their ideas and proposals considered.  It is also important that all stakeholders have a 

route to the Regulator if all else fails in the stakeholder process and that the Regulator route option is 

independent of the ISO and other stakeholders.   

Another good long-term principle is to clearly state goals, missions, rules, procedures, bylaws and 

agreements in publicly available stakeholder governance documents.  This codification helps keep all 

entities accountable for their clear-defined roles. 

 

Capacity Market-Specific Governance 

 

Load Forecast 
The best examples of following principles for load forecasting is to codify stakeholder involvement and 

call for regular updates.  We recommend at least annual updates given the importance of this input in 

the capacity, energy and AS markets.  Following other market examples, we recommend that 

stakeholder involvement is achieved through dedicated subcommittees that review methodologies, 

provide input on reasonableness of assumptions used, provide load-related information and provide 

advice on sensitivities. 

In terms of regulatory review, it is not recommended that the AUC review individual load forecasts 

since, among other things, this could delay the process of setting the demand curve in time for the 

annual and incremental auctions.  The AUC should instead approve load forecast provisions set in the 

AESO’s rules which should specify the basics of how the AESO will conduct its forecast.  Much of the 

detail of the load forecast methodology should be in business practice manuals.  

Note that there needs to be a formal regulatory mechanism for stakeholders to object to the AESO’s 

proposed load forecast. It is not expected that this mechanism would be triggered with any frequency, 

but it should still exist. The AUC will need to be the gate-keeper to ensure that such objections are not 

frivolous or vexatious.  

Net-CONE 
Being one of the most important inputs in the capacity auction, it should be codified in the AESO rules 

that CONE and Net-CONE get evaluated and updated with certain frequency.  Given that the estimation 

of Net-CONE can become controversial, it could be beneficial to work towards and codify a useful 

practical definition of reference technology.  Net-CONE should be updated every 3 or 4 years given its 

complexity, which is consistent with other Capacity Markets in the US.   Independent third-party 

consultants should assist in the development of these technical parameters.  This introduces a credible, 

disinterested expert opinion.   

Approval of CONE and Net-CONE should be subject to regulatory approval given that their values can 

greatly impact capacity market results and to allow stakeholders to voice their concerns.  However, it is 
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recommended that the stakeholder engagement process also be followed, beginning earlier, through a 

formal committee or subcommittee with balanced representation.  This would ensure that best 

practices from other markets are followed, and it would also fast-track the approval process.   

Demand Curve 
Like Net-CONE, the AESO rules should be specific regarding the timing of updates and parameters to be 

updated.  The methodology, the way the demand curve is constructed (but not its inputs), should be 

reviewed in tandem with the Net-CONE review (every 3 or 4 years) for consistency and to address 

potential misalignments.  Given its importance in determining capacity value, and to allow stakeholders 

to weigh in, the demand curve should be subject to regulatory approval.  Good proven practices also call 

for stakeholder input throughout the process, before a final report is filed with the Regulator. 

It is recommended that inputs to the demand curve be updated annually and vetted by a 

comprehensive stakeholder process, potentially subject to regulatory approval.  The benefits of 

regulatory approval of annual updates should be weighted against the detriments including potential 

delays.  The update to these inputs are typically updates to energy and AS revenues, updated demand 

forecasts, updated resource requirement and adjustments to CONE for inflation.  These processes can 

be codified in uncomplicated steps to follow. 

According to Bates White, “… the combination of tri- or quadrennial updates to the curves but annual 

updates to the inputs represents a balance between efficient use of stakeholder resources and adequate 

review of capacity market inputs.”  Moreover, the specific role of stakeholders throughout the process, 

the regulatory review of the demand curves (but not their inputs), and the use of an independent third-

party selected in conjunction with stakeholder input all represent good governance principles worth 

noting in Alberta.  

Resource Requirement and Reliability Modeling 
Given the technical nature of this modeling, we recommend that the AESO leads this work but subject to 

review by a Reliability Committee populated by industry stakeholders.  We note that given the 

importance of the process, some ISOs seek feedback from more than one committee.  This is an 

acceptable solution. One (or more) committee(s) could review the load forecast, demand curve, Net-

CONE and reliability modeling, given the interdependencies.   

We recommend that the reliability analysis is performed at least every year for each new capacity 

auction and incremental auctions.  The stakeholder committee should have active involvement and be 

allowed to provide feedback on assumptions for factors such as generation, availability, load, imports 

and demand resources, also to provide feedback on modeling and sensitivities.   

Stakeholder Representation 

It is vital that the AESO and AUC ensure there is adequate representation from all sides of the electricity 

sector. Stakeholders with limited resources at their disposal, can be at risk of being under-represented, 

which has the potential to create a large imbalance in the stakeholder and regulatory processes. 

   

 


