
 

7 Capacity market monitoring 
and mitigation 
This section addresses the mechanisms that the AESO is proposing to 
monitor and mitigate the exercise of market power  
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7.1 Mitigation of Supply-Side Market Power 

The purpose of the market power mitigation mechanisms is to limit behaviour that introduces 
inefficiently high or low market prices to the benefit of one firm, at a detriment to the market as a 
whole. Supply-side market power not only distorts price signals but also causes harm to 
consumers by exposing them to higher price and cost. For this reason, and given the highly 
concentrated nature of the Alberta capacity market, the mitigation of market power on an ex ante 
basis was supported by the industry work group. 

While mitigating market power on an ex ante basis was supported by the industry work group, the 
proposed measures for market power mitigation were not widely supported. Both the generators 
and the loads urged the AESO to be cognizant of the potential impact of market power mitigation 
measures on investor confidence. Some stakeholders argued that if market power mitigation 
measures do not allow the opportunity for firms that fail the market power screen to include sunk 
capital in their asset-specific offer price requests, potential new investors would lose confidence 
that the capacity market would help provide them with the opportunity to make a reasonable 
return on investment.  

In consideration of this stakeholder feedback, the AESO is proposing changes to the capacity 
market mitigation approach as described throughout this section. While the AESO considers that 
the proposed modifications to the market power mitigation measures as annotated in subsections 
7.1.3–7.1.12 would appropriately address market power issues without undue impact on 
investments, the AESO is also proposing an alternative market power mitigation model that may 
address the investor perspective and loads’ concerns that possible lack of investment may 
negatively impact reliability and interfere with allowing the market the opportunity to deliver a 
competitive response. The alternative model under consideration is that a default offer price cap 
of net-CONE be applied to all existing assets while new assets are unmitigated. Under this 
model, the AESO would not conduct a market power screen or allow asset-specific offer price 
cap requests.  

Applying a default offer price cap of net-CONE to all existing capacity assets is expected to allow 
the majority of existing capacity assets the opportunity to recover going forward costs and 
potentially part of the sunk capital costs which would address concerns of adverse impacts to 
investor confidence. This alternative model also provides an effective price signal for permanent 
delisting (retirement) or temporary delisting (mothballing). If, on a go-forward basis, existing 
capacity assets are more expensive than the reference technology (i.e., if the costs of existing 
capacity are higher than net-CONE), consumers would be better off paying for new capacity at a 
cheaper price. When the default offer price cap is universally applied to all existing capacity 
assets, and no market power screen or asset-specific offer price assessment performed, the 
administrative efforts required from both market participants and the AESO would be significantly 
reduced. 

In short, the options under consideration are: 
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Option A: Described as annotated in sections below. Option A includes a firm market power 
screen, an increase to the default offer cap to 0.8 times net-CONE, and an asset-specific offer 
price cap that would not include costs associated with the return of, or on, sunk capital. 

Option B: Option B includes an increase to the default offer cap to 1 times net-CONE that would 
apply to all existing assets (no market power screen or asset specific price caps would be 
applied).  

The AESO is seeking stakeholder comments on whether this alternative model (Option B) or the 
model proposed below in subsections 7.1.3–7.1.12 (Option A) should be adopted. 

 

7.1.1 The AESO supply-side market power mitigation regime will consist of ex ante measures designed 
to prevent the exercise of market power by firms before the clearing price is set in the base 
auction. The AESO’s supply-side market power mitigation regime will include a must-offer 
requirement, a market power screen to identify firms that have the potential to profitably withhold 
capacity, a default offer price cap to restrict economic withholding by firms that fail the market 
power screen, and asset-specific offer price caps for mitigated qualified capacity assets with 
demonstrated avoidable net going-forward costs above the default offer price cap.  

Must-offer requirement 

7.1.2 A firm must submit offers into a capacity auction, as described in section 5, Base Auction and 
section 6, Rebalancing Auction, subject to the delisting process described in section 2, Supply 
Participation. 

Market power screen 

7.1.3  Before every base auction the AESO will: 

 Calculate and assign a UCAP for all prequalified capacity assets, as described in section 3, 
Calculation of Unforced Capacity Ratings;  

 Conduct an ex ante market power screen to identify firms that have the potential to profitably 
exercise market power; and  

 Notify each firm that has failed the market power screen, before the commencement of the 
base auction. 

One stakeholder asked whether firms that fail the market power screen will be notified 
individually, or whether there will be a public report. Firms that have failed the market power 
screen will be notified individually. 

 

7.1.4 The market power screen will not be applied to rebalancing auctions. 

7.1.5 A market power screen will be applied to identify firms that have the ability to profitably increase 
the clearing price of an auction by 10% or more by economically withholding capacity from a base 
auction.  

This market power screen will be performed by calculating the minimum portfolio size in UCAP 
that is able to profit from an increase in the auction price of 10% or more achieved by 
economically withholding capacity volumes. The break-even portfolio size will be determined after 
identifying the capacity volume required to be economically withheld to result in an average 10% 
price increase when assessed above and below the inflection point on the demand curve. 

 A firm that fails the market power screen will be subject to market power mitigation 

The AESO anticipates that subsection 7.1.5 will turn to black in the final CMD.  

For clarity, the market power screen will be based on a firm’s capacity offer control of UCAP, 
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regardless of resource type. This is because a firm can only use market power to influence price 
if it has capacity offer-control over a capacity asset.  

The AESO will take the following steps to determine the portfolio size, measured in UCAP, above 
which a firm would fail the market power screen: 

1. Calculate the amount of UCAP that needs to be withheld so that, on average, the auction 
clearing price would rise by 10% at a point on the segment of the demand curve above 
the inflection point and a point on the segment of the demand curve below the inflection 
point; and 

2. Calculate the portfolio size, measured in UCAP, that would be profitable from the 10% 
increase in auction clearing price by withholding the UCAP amount calculated in step 1. 

Some stakeholders requested further clarification on how the AESO determined that 10% was the 
appropriate threshold for the market power screen. The price impact of 10% is chosen as a 
threshold to account for the fact a firm may engage in exercising market power when it 
anticipates a certain level of increased price to account for the uncertainties and risks of 
employing a strategy of economic withholding. The AESO tested the sensitivities of setting the 
price impact at 5%–20% and did not observe material changes to the size of portfolio that would 
fail the market power screen. However, allowing a higher price impact would increase the risk of 
consumers having to pay higher costs caused by firms exercising market power. The price impact 
threshold needs to balance the risks of over-mitigation and exposing consumers to higher prices 
due to firms exercising market power. The AESO is of the view that the threshold of 10% price 
increase around the inflection point strikes a balance between these two types of risk.  

One stakeholder asked why the AESO would test market power above and below the inflection 
point and suggested it should only be below. The rationale for calculating the average price 
impacts caused by withholding capacity assets at above and below the inflection point of the 
demand curve as opposed to only calculating the price impact below the inflection point is to 
mitigate the risk of underestimating the price impact cause by withholding. While the price above 
the inflection point may suggest a tighter market than those below the inflection point, it may also 
be the result of an artificial higher price caused by economic withholding absent of market power 
mitigation. 

Some stakeholders suggested that the market power screen should be set at a simple 15% 
portfolio size. The reason that the AESO is not proposing the use of a fixed portfolio size or 
percentage as the market power screen threshold is that the portfolio size or percentage that 
gives a firm the ability to profitably raise the market clearing price by 10% may change depending 
on the shape of the demand curve and this may change from one base auction to the next. 
Setting a fixed portfolio size or percentage may increase the risk of over- or under-mitigation 
when the shape of the demand curve changes. 

 

Default offer price cap 

7.1.6 A firm that fails the market power screen will be required to offer all of its existing capacity assets 
at or below the default offer price cap of 50% of net-CONE in the base auction.  

For clarity, the default offer price cap will apply to a capacity asset located inside Alberta, 
including demand response assets, as well as external assets under the control of firms who fail 
the market power screen. 

Some stakeholders suggested that the default offer price cap is too low, resulting in over-
mitigation in the capacity market. 

The AESO intends to increase the default offer price cap from 50% of net-CONE to 80% of net-
CONE in the final CMD if Option A is adopted. The AESO’s modelling indicates that the going-
forward costs of certain existing assets are higher than 50% of net-CONE. Increasing the default 
offer cap would address the concern of over-mitigation and potentially reduce the number of 
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asset-specific offer price cap requests, reducing administrative efforts.  

 

Asset-specific offer mitigation 

7.1.7 Qualified capacity assets may have avoidable net going-forward costs higher than the default 
offer price cap. A firm that fails the market power screen may request an asset-specific offer price 
cap for a qualified capacity asset with costs higher than the default offer price cap.  

7.1.8  Firms that fail the market power screen and request an asset-specific offer price cap must submit 
to the AESO, for review and approval, a cost submission justifying the requested asset-specific 
offer price cap by demonstrating the asset’s avoidable net going-forward costs. Costs that are not 
avoidable are excluded from the asset’s net going-forward cost calculation.  

7.1.9  The legal owner of a capacity asset that submits a cost submission for an asset-specific offer 
price cap must indicate if the cost submission is to be based upon whether the qualified capacity 
asset would: (i) temporarily delist; or (ii) continue participation in the capacity market or the 
energy and ancillary service markets. Depending on which scenario is declared, the AESO may, 
in its assessment of the avoidable net going-forward costs, consider the following items where 
applicable.

1
 

Footnote 1 will be removed in the final CMD and will be clarified in subsection 7.1.9 as per the 
annotation for that subsection.  

“Legal owner of a capacity asset” in subsection 7.1.9 will be replaced with “The firm that fails the 
market power screen” in the final CMD. Replacing the term "legal owner of a capacity asset" with 
"firm" is consistent with intent to mitigate market power based on capacity offer control, not the 
ownership of the asset. 

The cost submission will be based on the following formula:  

Net Going Forward Cost = Avoidable Cost – Energy and Ancillary Service Margin 

Where “Avoidable Cost” may include: avoidable labour expenses, avoidable 
administrative expenses, avoidable fuel availability expenses, avoidable maintenance 
expenses, avoidable fixed operating expenses, avoidable taxes, fees and insurance, 
avoidable carrying charges, avoidable asset-specific corporate level expenses, avoidable 
project investment, and expected payment adjustment costs. 

The AESO intends to include guiding principles on how to interpret “Avoidable Cost” in the final 
CMD, including: 

 Avoidable costs must be those that are expected to be incurred only during the obligation 
period when the capacity asset is delisted; 

 All avoidable costs must adhere to the principle of cost reduction, not reallocation, 
transferring or re-monetization of the costs; and 

 Avoidable costs must be the costs that would not occur if the capacity asset is delisted for 
a year (i.e., mothballing for a year). 

The principles outlined above provide clarity about the cost items which can be included when a 
firm submits avoidable cost data to support an asset-specific offer price request. A competitive 
firm without market power would offer the avoidable costs for taking on a capacity obligation or 
making a decision to delist. Sunk capital, including the return of, and on, capital, is not avoidable 
if the capacity asset is delisted. Therefore, these costs should not be included in the avoidable 

                                                           
 

1
 Corporate level expenses are those directly linked to providing tangible services required for the operation or maintenance of the 
capacity asset to the extent that retirement results in a cost reduction rather than a reallocation. In situations where expenses 
directly related to operation are shared among capacity assets, the expenses may be proportionally included to the extent that the 
temporary or permanent delisting of the capacity asset results in a cost reduction rather than a reallocation. 
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cost calculation. Including only avoidable costs to assess the asset-specific offer price cap 
effectively restricts market power and allows the price signal to be closer to one that would be 
formed absent of market power. 

The AESO will also clarify in the implementation process the appropriate escalation rates that 
may be applied to calculate the costs measured in the dollar of the delivery year. 

Some stakeholders requested further information on how the AESO intends to verify the 
submitted costs. The AESO will be considering these implementation details over the next few 
months, however the attestation of a corporate officer as to the validity of cost information 
submitted is a likely approach. 

 

(a) Going forward fixed costs: 

i. Avoidable labour expenses related directly to operations and maintenance of the 
capacity asset. The categories of avoidable labour expenses may include:  

o on-site based labour engaged in operations and maintenance activities;  

o off-site based labour engaged in on-site operations and maintenance 
activities directly related to the capacity asset; and  

o off-site based labour engaged in off-site operations and maintenance 
activities directly related to the capacity asset site. 

ii. Avoidable administrative expenses. The categories of avoidable administrative 
expenses may include:  

o those incurred for employee expenses, with the exception of employee 
expenses included in labour expenses related directly to operations and 
maintenance;  

o environmental fees;  

o safety and operator training;  

o office supplies;  

o communications; and  

o annual asset testing, inspection and analysis. 

iii. Avoidable fuel availability expenses. Avoidable fuel availability expenses are 
operating expenses related directly to fuel availability and delivery for the 
capacity asset that are not normally included for recovery in energy and ancillary 
services market offers. The categories of avoidable fuel availability expenses 
may include: 

o those incurred for fuel transportation;  

o costs of natural gas storage;  

o costs of gas balancing agreements;  

o costs of gas park and loan services; and 

o variable mining costs. 

iv. Avoidable maintenance expenses. Avoidable maintenance expenses are 
maintenance expenses related directly to the capacity asset, with the exception 
of those included in labour expenses related directly to operations and 
maintenance. The categories of avoidable maintenance expenses may include: 
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o those incurred for chemicals and materials consumed during maintenance of 
the capacity asset; and  

o rented maintenance equipment used to maintain the capacity asset.  

v. Avoidable fixed operating expenses. The categories of avoidable fixed operating 
expenses may include those incurred for:  

o water treatment chemicals and lubricants;  

o water, gas and station service;  

o water rental;  

o coal or gas royalties; and  

o waste water treatment. 

vi. Avoidable taxes, fees and insurance. The categories of avoidable taxes, fees and 
insurance may include those incurred for:  

o insurance, permits and licensing fees,  

o site security and utilities for maintaining security at the site; and  

o property taxes. 

vii. Avoidable carrying charges. Avoidable carrying charges may include short-term 
carrying charges for maintaining reasonable levels of inventories of fuel and 
spare parts that result from short-term operational unit decisions as measured by 
industry best-practice standards. 

viii. Avoidable asset-specific corporate level expenses. The categories of avoidable 
asset-specific corporate level expenses may include those incurred for:  

o legal services; and 

o regulatory and environmental compliance. 

ix. Avoidable project investment. Avoidable project investment is the present value 
for the project investment that must be completed before or during the obligation 
period to enable a capacity asset to continue operating or improve availability. 

The AESO anticipates that subsection 7.1.9(a) will turn to black in the final CMD, subject 
to the following clarifications: 

 Subsection 7.1.9(a)(viii) – Corporate-level expenses are those expenses directly linked 
to providing tangible services required for the operation or maintenance of the capacity 
asset to the extent that temporary or permanent delisting of the capacity asset in a cost 
reduction rather than a reallocation. 

 In situations where expenses are directly related to operation and are shared among 
capacity assets, the expenses may be proportionally included to the extent that the 
temporary or permanent delisting of the capacity asset results in a cost reduction rather 
than a reallocation. 

 

(b) Expected penalty costs, which will be based on risk assessment practices generally used 
by the industry to estimate risk; 

The AESO anticipates that subsection 7.1.9(b) will turn to black in the final CMD, subject 
to the following clarifications: 

 “penalty costs” will be changed to “payment adjustment costs” for consistency 
with Section 8; and 
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 “risk assessment” will be changed to “quantitative risk assessment”. 

One stakeholder requested further rationale as to why penalty costs are a going-forward 
fixed cost. Expected payment adjustments costs are included because they are 
avoidable if the capacity asset does not take on a capacity obligation (i.e., if the capacity 
asset is economically delisted) and as such represent a cost of making capacity available 
to the market. 

 

(c) Opportunity costs: revenue forgone for providing capacity by external assets, co-
generation assets or demand response assets. However, revenue related to a capacity 
export shall be excluded;  

This subsection 7.1.9(c) will be deleted in the final CMD. The listed opportunity costs are 
not relevant in the context of market power mitigation of the Alberta capacity market 
because the requirement for an economic test for permanent delisting has been removed 
and these costs are primarily applicable to situations of permanent delisting. 

 

(d) Major incremental capital expenditures and a return on incremental capital investments 
over a demonstrated capacity asset life after the incremental capital expenditure;  

This subsection 7.1.9(d) will be deleted in the final CMD. Given that incremental and 
refurbished capacity assets, as defined in Section 2, Supply Participation, are not subject 
to market power mitigation, subsection 7.1.9(d) is not relevant. 

 

(e) Estimated variable operating costs such as, but not limited to, heat-rate and variable 
operating and maintenance expenses for use in the AESO’s determination of energy and 
ancillary service market offsets. For assets without an observable market price for fuel, 
fuel-cost estimates may be required.  

The AESO anticipates that subsection 7.1.9(e) will turn to black in the final CMD. The 
AESO requires this information in order to determine the energy and ancillary service 
market offsets used to calculate net going-forward costs. 

 

(f) Net decommissioning costs: the estimated decommissioning costs net of the asset 
salvage value will be subtracted from the going forward fixed costs of the asset if the 
requested asset-specific offer price cap is associated with delisting. 

This subsection 7.1.9(f) will be deleted in the final CMD. Similar to opportunity costs, 
given that permanent delisting is not subject to market power mitigation, subsection 
7.1.9(f) is not relevant. 

 

7.1.10  The legal owner of a capacity asset that submits a cost submission for an asset-specific offer 
price cap request must ensure that the information provided in the cost submission is the same 
information the legal owner uses to make its internal decisions by senior management or the legal 
owner’s board of directors. The legal owner must have a corporate officer attest to the validity of 
the documentation used to support the asset-specific offer price cap request.  

The AESO anticipates that subsection 7.1.10 will turn to black in the final CMD, subject to 
changing “legal owner” with “firm”. Replacing the term "legal owner of a capacity asset" with "firm" 
is consistent with the intent to mitigate market power based on capacity offer control, not the legal 
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ownership of the asset. 

The purpose of subsection 7.1.10 is to ensure the accuracy of costs submitted and to confirm 
that submitted costs are reflective of true avoidable costs. 

 

7.1.11  The AESO will review and approve or reject the asset-specific offer price cap request. If the legal 
owner of the capacity asset disputes the AESO’s determination, the dispute may be settled 
through the dispute resolution process.  

The AESO anticipates that subsection 7.1.11 will turn to black in the final CMD, subject to 
replacing “legal owner” with “firm”. Replacing the term “legal owner of a capacity asset” with “firm” 
is consistent with the intent to mitigate market power based on capacity offer control, not the legal 
ownership of the asset. 

 

7.1.12 If the AESO does not approve the asset-specific offer price cap, the offer price is set at the 
default offer price threshold, subject to the outcome of a dispute contemplated in 
subsection 7.1.11.  

7.2 Mitigation of firms with net-short capacity positions 

7.2.1 The minimum offer price for all firms will be a price floor of $0/kW-year. No mechanisms for 
mitigating net-short (or buyer-side) market power will be implemented at the commencement of 
the Alberta capacity market. This approach may be reviewed in triennial performance reviews of 
the Alberta capacity market. 

7.3 Reporting of auction statistics and market competitiveness 

Statistic report following a capacity auction  

7.3.1 Following a capacity auction, the AESO may publish on its website, concurrent with the notification 
of auction results, auction statistics reports including but not limited to: 

(a) the supply, demand and clearing results; 

(b) the offered and cleared supply by asset type; and 

(c) significant changes in the fleet mix.  

The AESO anticipates that subsection 7.3. will be amended in the final CMD to reflect the 
following changes: 

As soon as reasonably practicable following a capacity auction (likely within 1 week of the 
capacity auction), the AESO intends to publish on its website, concurrent with the notification of 
auction results, auction statistics reports including: 

(a) Clearing price ($/MW-yr.); 

(b) Total cleared capacity (MW); 

(c) Cleared capacity differentiating between existing and new resources as well as 
technology type; and 

(d) A list of resources with a capacity market obligation after the second rebalancing auction, 
including asset name, resource type, new/existing/uprates, submitting party, and awarded MWs. 

The AESO will publish (a), (b) and (c) in order to promptly provide transparency to the market of 
the capacity market auction outcome. This would offer a starting point for market participants to 
assess their business decisions and for market observers to analyze the competitiveness of the 
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market. 

The AESO intends to publish (d) to minimize information asymmetry and help firms identify 
possible parties that may able to facilitate capacity asset substitution. The AESO does not intend 
to release (d) prior to the second rebalancing auction because asset substitution occurs after the 
conclusion of the second rebalancing auction.  

The AESO will not publish the supply curve following a capacity market auction because in a 
concentrated market such as Alberta’s, releasing offer prices may negatively impact the 
competitiveness of subsequent auctions. However, the AESO may consider publishing supply 
curve data when it determines that such data is not expected to have undue impacts on the 
competitiveness of the market. 

 

Assessment following a capacity auction 

7.3.2 Following a capacity auction, the AESO may publish on its website an assessment of the following 
items: 

(a) auction competitiveness;  

(b) the consistency of market results with market conditions;  

(c) whether to pursue potential changes to the market design for future auctions; and 

(d) whether there are aspects of the market design that should be more thoroughly investigated in 
triennial reviews.  

Independent performance reviews 

7.3.3 The AESO may periodically commission an independent party to review market performance. 

The AESO anticipates that subsection 7.3.3 will turn to black in the final CMD. Periodical 
assessment of market performance helps the industry understand market fundamentals, may 
suggest areas for market design improvement, helps to deter anti-competitive behaviors and 
helps to improve market efficiency. 

 


