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Discussion Items 

• Screening for Market Power 

– CMD proposal 

• Cost-based Mitigation 

– Multiples of SRMC 

• Implementation of Mitigation 

– Constraints related to AESO system changes 

 

• Other Pricing Design Elements 

– Shortage Pricing 

– Negative Pricing 

– Offer Cap / Price Cap  

• CMD proposal 
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Purpose of Screening for Market Power  

• What to mitigate: 

– Unacceptable exercise of market power 

– Workable competition 

• When to mitigate: 

– Capturing risky hours 

– Capturing instances of excessive use of market power 

• If an offer is mitigated, to what level? 

– Theoretically should be mitigated to SRMC 

– Practically, need to consider other factors 

• Use a multiple of SRMC to consider cycling costs, provide margin for 

inaccuracy in assessing SRMC 
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Market Power Screen: CMD Proposal 

• A pivotal supplier screen will be evaluated based on a 

residual supplier index (RSI) as calculated hourly at T-3, 

based on company offer control as a share of the market. 

• The pivotal supplier calculation used provides adjustments for 

certain resource types such as dedicated supply (supplier 

purchases to serve its load), and suppliers with only 

wind/solar variable type resources.  

• Import MW offers will only be limited to up to the intertie 

transfer capability. 
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Residual Supplier Index (RSI) 

• The AESO proposes an adjusted residual supplier index 

equation: 

 

𝑅𝑆𝐼𝑖𝑡 = 
 𝑆𝑢𝑝𝑝𝑙𝑦𝑗𝑡 + 𝐼𝑚𝑝𝑡 − (𝑆𝑢𝑝𝑝𝑙𝑦𝑖𝑡 + 𝐼𝑚𝑝𝑖𝑡 − 𝑂𝑏𝑙𝑖𝑔𝑎𝑡𝑖𝑜𝑛𝑖𝑡
𝑛
𝑗=1 )

𝑇𝑜𝑡𝑎𝑙 𝑀𝑎𝑟𝑘𝑒𝑡 𝐷𝑒𝑚𝑎𝑛𝑑𝑡 + 𝐸𝑥𝑝𝑜𝑟𝑡𝑡 +  𝑅𝑒𝑠𝑒𝑟𝑣𝑒𝑠𝑡
   

 

• This equation adjusts supply of the firm being tested to take 

into account import volumes and subtracts load obligations 

• Aggregate demand is also adjusted to account for exports 

and reserve requirements. 
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RSI Threshold 

• Using the RSI as a structural screen for market power 

requires setting a threshold. 

– Failing the threshold means that a RSI calculated for a entire 

firm’s portfolio falls under the RSI threshold. 

• The AESO proposes an RSI threshold of 0.9 

– Higher threshold levels equate to more stringent screens for 

market power 

– Failing a threshold at 0.9 means that some / enough of a 

company’s assets are required to serve load that the company 

has the ability and incentive to exercise market power.   
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RSI example from Brattle Paper 
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The Brattle analysis based on offers from the three large market participants from 2012 to 

2016, inclusive, indicates that even at an RSI of 1.0, companies have a tendency to exercise 

market power by offering greater than SRMC.  The findings indicate that higher RSI 

thresholds capture more instances of extreme offer markups with the majority being captured 

at RSI = 1.1.  But between 0.9 and 1.1 is the range where a screen could identify the ability 

for a company to exercise market power  



Discussion Item: Implementing an ex ante 

RSI Screens 

• Alternatives to RSI 

– Behavioural Screens: Conduct and Impact Testing – ruled out as 

too onerous.  Tradeoff against practical implementation and 

need. 

• Adjustments to RSI: 

– Threshold level – level at 0.9 could miss some companies with 

market power but lets market compete 

• RSI Implementation: 

– Timeline of screening – hourly, daily, etc. 

– Propose evaluation at T-3, must adjust offers by T-2.  Could be 

earlier?   
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Bid Mitigation: CMD Proposal 

• Upon failing a market power screen, market participants’ 

offers will be mitigated to a reference level deemed to proxy a 

competitive outcome. 

• AESO proposes cost-based mitigation based of 3x marginal 

cost. 

– This level is anticipated to be high enough to capture the 

uncertainty of cost related unit cycling and start-up costs in a 

single-part bid. 

• For thermal asset types, SRMC to be: 

 (heat rate) x (fuel price) + variable O&M + carbon cost  
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Cost-based Mitigation 
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Plant 
Type 

Start-up 
Cost 

($/cycle) 

Shut 
Down 
Cost 

($/cycl
e) 

No Load 
Cost 

$/cycle) 

Total 
Commit-

ment Cost 
($/cycle) 

Margin
al Cost 

($/ 
MWh) 

Output 
@ Full 
Load 
(MW) 

Averag
e 

Increm
ental 

Output 
(MW) 

Assum
ed Run 
Time 

@ Full 
Output 
(hours) 

Total Cost 
($/cycle) 

Averag
e Cost 

($/ 
MWh) 

Ratio 
of Avg. 
Cost to 
Margin
al Cost 

 [1] [2] [3] [4] [5] [6] [7] [8] [9] [10] [11] 

CC (with 
Hot Start) 

$9,160 $2,062 $25,981 $37,202 $17.28 400 240 9 $73,152 $21.10 1.2 

CC (with 
Cold 
Start) 

$25,808 $2,062 $25,981 $53,851 $17.28 400 240 9 $89,800 $25.90 1.5 

Coal (with 
Hot Start) 

$14,688 $2,707 $1,599,481 $1,616,875 $15.92 400 240 600 $3,909,248 $16.29 1.0 

Coal (with 
High 

Commitm
ent Cost) 

$39,708 $2,707 $2,562,907 $2,605,322 $15.92 400 186 600 $4,381,911 $18.26 1.1 

CT $2,146 – – $2,146 $24.88 100 100 0.5 $3,389 $67.79 2.7 

 The Brattle analysis, based on input assumptions for various cycling 

costs and average run-times, indicates that the ratio of average costs to 

marginal costs can range from between 1.2 to 1.5 for combined-cycle 

units. Simple-cycle units face a higher ratio – estimated at 2.7 times. A 

cost-based reference level of 3x marginal cost should be enable single-

part offers to capture costs related to unit cycling. 



Discussion Item: Mitigation Alternatives 

• Threshold levels for mitigation 

– Any issue with 3x? 

• Defining SRMC 

– Any cost elements missing? 

– How to integrate opportunity cost for relevant asset types? 

• Alternatives to cost-based mitigation 

– Bid-Based Reference Levels:  based on average bids from the 

unit that were accepted in periods when the market is operating 

competitively; 

– Price-Based Reference Levels: based on the market-clearing 

price during periods when the market is operating competitively 
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Implementation of Mitigation and 

Enforcement 

• Automatic ex-ante mitigation will require system changes to 

limit bids if a company fails 

• Alternatives to this approach could be an ex-ante screen with 

a self-mitigation mechanism upon failing. 

– This approach would necessitate running a market power screen 

and indicating pass/fail to market participants prior to offer 

lockdowns 

– Ex-post enforcement would likely be imposed 

– Further details need to be assessed. 
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Other Pricing Elements 



Shortage Pricing 

• CMD Proposal 

– Offer cap remains at $999.99 

– Price cap remains at $1000 (no further shortage pricing) 

• Brattle has provided a qualitative assessment and 

jurisdictional review 

• AESO must consider the costs and benefits of shortage 

pricing, taking into consideration: 

– Economic efficiency 

– FEOC 

– Other policy objectives tied to the capacity market design 
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Negative Pricing  

• AESO has conducted studies to assess the impact of the increase in net demand 

variability (NDV). Study results have suggested that the system will experience 

increases in instances of supply surplus 

• Alternative to the current administrative mechanism is a market mechanism 

(negative price floor) 

– Initial assessment has concluded that considerations for negative pricing are 

warranted but not a priority at this time. 

– Challenges related to clearing supply surplus can be adequately addressed 

through adjusting the administrative mechanism. These adjustments include: 

• Enabling priced imports (and intra-hour dispatch) 

• Clarifying allowable dispatch tolerances for pro-rata dispatches for $0 blocks 

• Amending ISO rules to require operational reasons for inflexible blocks 

– Additionally, the AESO reviewed other jurisdictions and found that there are 

significant challenges with negative pricing when out-of-market subsidies are 

factored into offer behaviour. 
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