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The AESO is requesting written feedback from the Capacity Market Design Working Group (DWG) members about the content of the first draft Comprehensive Market Design (CMD 1) and 
about the working group session in which CMD 1 was discussed. This draft comment matrix is provided in advance to help working group members prepare for their upcoming session. 
Following the working group session, the AESO will post a final comment matrix one (1) day after the session. This final comment matrix should be completed by working group members 
within four (4) business days. The final feedback matrix is intended for working group members to provide written feedback about CMD 1 or the content of their working group session that is 
within the scope of their working group.  

The AESO will post all comment matrices and any other feedback received from working group members on www.aeso.ca and on the Capacity Market SharePoint site. Please note that the 
names of the parties submitting each completed comment matrix will be included in this posting. The AESO does not intend to respond to individual submissions.   

If you have any questions about this comment matrix, please email capacitymarket@aeso.ca 

http://www.aeso.ca/
mailto:capacitymarket@aeso.ca
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Name: Grant Berry Organization: Capital Power  

Date: February 27, 2018 

CMD Key Design Questions Comments and / or Recommendations 

1. UCAP: Can you support using Availability factor for 

dispatchable resources? Does the approach meet the 

intent of a resource neutral approach to capacity 

volume that reflects the deliverability of energy during 

periods of tight system conditions? 

Comments: 

Capital Power supports the use of an availability factor for determining the UCAP of dispatchable resources, however is concerned 

that the basis for the UCAP calculation – an annual five-year average of availability during the 100 tightest supply cushion hours – 

is flawed.  Capital Power believes that the calculation as proposed in CMD1 will produce unstable UCAP values for dispatchable 

resources that are not reflective of the resource’s true availability and capacity value to the system.  Such results will lead to over-

procurement and increased uncertainty in the market, the consequence of which will be higher capacity costs for consumers. 

UCAP volatility not only creates challenges for resource owners in managing their asset(s) and potential uncertainty for the market, 

which may interfere with the build signal, but it also creates challenges for the AESO’s system reliability planning.  Issues with the 

proposed UCAP calculation for dispatchable resources and a proposed solution are described below.   

Issues: 

First, there is an issue with using historical availability data from the energy-only market (“EOM”) for such a small period of hours to 

represent a dispatchable unit’s go-forward capacity value to the system.  Most significant is the fact that merchant units, while 

generally incented to be available in the EOM during tight supply hours to capture high-prices, were not subject to financial 

penalties for being unavailable beyond lost opportunity cost.  Additionally, participant positions in the market were an important 

variable for planning outages on merchant assets in the EOM.  Market tightness, while important, was not necessarily the driving 

factor in past outage planning decisions.  Furthermore, PPA units were optimized based on RAPP payments, which is a lagging 

indicator and does not always directly align with supply tightness in the market.  As such, the historical availability of some Alberta 

coal units in the 100 tightest supply hours may not be indicative of their true availability as they were not optimized to be available 

during these hours.  

Second, there is an issue with the potential UCAP volatility that may result from using a 100 tightest supply hour calculation and 

the potential for undervaluing a dispatchable resource’s true capacity value to the system.  Based on Capital Power’s preliminary 

assessment of historical data, the UCAP calculation as proposed may cause the UCAP of some large thermal units to fluctuate by 

as much as 10-20% a year, even with the five-year averaging.  The volatility is largely due to the requirement of large units to take 

planned maintenance outages – necessary for reliability – and the small size of Alberta’s market relative to the size of individual 

units.  Due to the size of Alberta's market, a large unit going down on planned maintenance is more likely to trigger a tight supply 

hour, meaning large units are more likely to have their UCAPs derated.  The dispatchable UCAP as proposed in CMD1 penalizes 

large units for taking necessary steps to increase their reliability.  This is a perverse outcome. 
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Finally, a dispatchable resource’s availability during 1.1% of the hours in a year is not an appropriate representation of that unit’s 

capacity value to the system.  Such an approach makes sense for quantifying the capacity value of variable and non-dispatchable 

resources, but it disregards the fact that a dispatchable resource’s capacity is valuable to the system in all hours.  Suggesting that 

resource adequacy is only valuable to the system in hours when supply is tight, and paying a dispatchable resource for its capacity 

on this basis, ignores the fact that the reason resource adequacy is not a concern in hours with a healthy supply cushion is 

because dispatchable generation is there and making its capacity available to the market.  Reliability events in Alberta are more 

random than in other jurisdictions because they are typically driven by a confluence of supply-driven events as opposed to 

demand.  A reliability issue can be randomly triggered in any hour due to changing supply conditions and potential large forced 

outages.  Therefore, from a dispatchable UCAP perspective, it makes sense to value all hours vs. the top 100.  Even if the top 100 

supply hours are generally equally distributed historically, there is no guarantee that these patterns will continue going forward with 

implementation of the capacity market. 

Capital Power believes that the issues described above can be largely mitigated or resolved by accepting the following 

recommendations. 

Recommendations: 

1. Capital Power recommends calculating UCAP for dispatchable resources based on an annual five-year 

average availability in all hours (8760) [and making the availability assessment revenue-neutral].  Recommendations 

#1 and #4 in this matrix go hand in hand, see performance framework comments below. 

Rationale: 

The purpose of the UCAP is to create a value that is reflective of a unit’s capacity value to the system.  For dispatchable resources 

this should be their five-year annual availability across all hours.  Annual availability provides a capacity volume that is more 

reflective of the actual deliverability of energy.  A dispatchable resource’s capacity is valuable to the system in all hours of the year.  

Using a five-year annual average for UCAP recognizes this value and avoids unduly penalizing units for taking planned 

maintenance; however, such an approach still incents/rewards those units with shorter outage profiles. 

For this UCAP approach to work, it must to be implemented together with the Capital Power Power’s recommendations for 

improving the performance framework, the most important of which is revenue neutrality in the availability assessment.  Without 

revenue neutrality, a UCAP based on 8760 would actually increase penalty risk under CMD1 with no added ability to mitigate 

underperformance through over-performance. 

Another alternative would be to exempt planned maintenance from the CMD1 UCAP calculation, however, Capital Power 

recognizes that this may not be a workable solution due to the AESO’s historical data constraints.  Therefore, an 8760 availability 
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UCAP for dispatchable resources remains the best solution. 

2. Capital Power recommends that the AESO establish a process for capacity resources to review UCAP 

calculation data and dispute/challenge assigned UCAP values prior to each auction. 

Rationale: 

Operators have the best understanding and data related to their units.  A dispute resolution process is important to ensure that the 

AESO is providing a UCAP that is truly reflective of resource’s capacity value.  Such a process will be critical in the first few years 

of market opening given that historical data is based on operation in an energy-only market and not necessarily indicative of future 

capacity market performance.   

3. Capital Power recommends that the AESO begin tracking proper outage data in ETS as soon as practical. 

Rationale: 

Outage tracking information will be valuable to understanding future market performance and will allow the AESO the option to 

incorporate such data in to the UCAP calculation should it wish to do so in the future. 

2. Payment Adjustment Mechanism: Can you support 

using a 60/40 performance/ availability framework? 

Does the approach achieve the intent of higher 

adjustments to performance periods? 

Comments: 

Capital Power is generally supportive of using a 60/40 performance/availability framework, however has concerns that not allowing 

for over-performance incentive payments in the availability assessment and not exempting planned maintained from the availability 

assessment may provide the wrong incentives and result in a sub-optimal balance of cost and risk in the market. Additionally, 

Capital Power believes that weighting EEA events (which by nature are random and unpredictable) so highly necessitates that a 

high and fixed expected # of EEA events be used in the performance penalty calculation.  Capital Power’s recommendations for 

improving the CMD1 performance framework, such that it could fully support the 60/40 performance/availability framework, are 

provided below. 

Recommendations: 

4. Capital Power recommends making the availability assessment revenue-neutral. 

Rationale: 

Allowing capacity resources the opportunity to earn over-performance payments provides a strong incentive for resources to 

increase their availability/reliability, which in turn will increase system resource adequacy.  Revenue neutrality also allows capacity 

resources to more reasonably manage their penalty risk. A revenue-neutral availability assessment rewards those resources that 

over-perform relative to their UCAP by paying them the penalties charged to underperformers.  The opportunity to earn incentives 
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allows resources to better manage their penalty risk and increases capacity market competition.  Under a revenue-neutral scheme, 

a high performing resource may not only be able to eliminate any unavailability penalty risk premium applied to its capacity bid, but 

it may be able to further reduce its capacity bid based on expectations of potential incentive payments in excess of capacity 

revenue.  The net effect of this lowers the capacity costs for consumers.  By allowing a resource only the opportunity to break-

even, as proposed in the availability payment adjustment under CMD 1, this type of competition and the incentive to over-perform 

is lost. 

5. Capital Power recommends exempting a certain number of planned maintenance hours per year by 

technology from the availability assessment.  The performance assessment should remain as per CMD1, with 

no exemptions. 

Rationale: 

Providing some exemption for planned maintenance for the availability assessment will promote increased generator reliability and 

may also reduce capacity costs by reducing the risk premium applied to outage planning.  Planned maintenance is necessary to 

ensure the reliability of generation assets.  It is known in advance and can be planned to align with market signals and system 

conditions.  As such, outages for planned maintenance (planned outages) are fundamentally different than unexpected events 

such as forced outages, derates, and force majeures.  These types of events can actually be avoided through improved planned 

maintenance practices.  Due to Alberta’s small market size, large generators are likely to trigger availability assessment hours 

(based on tight supply) simply by taking an outage for planned maintenance.  Because this is due to the size of the market relative 

to the size of individual units there is little if anything a large generator can do to avoid being penalized for taking necessary actions 

to improve its reliability.  Capital Power believes that the CMD framework should incent generators to take diligent and appropriate 

planned maintenance and not unduly penalize them for it.  As such, Capital Power recommends exempting a certain number of 

planned maintenance hours per year by technology from the availability assessment.   

Capital Power recognizes the need for the performance framework to ensure that capacity will be available when the system 

requires it. Therefore, the performance assessment in EEA should remain as is, based on actual generation and with no 

exemptions.  A planned maintenance exemption on availability will ensure a proper signal for resources to take appropriate 

maintenance, and the risk of potential EEA penalties and impacts to UCAP will continue to ensure that resources are there when 

the system needs them.  Further, because a resource’s UCAP is still being reduced by its outage profile (using the annual five-year 

average availability as proposed by Capital Power), generators are incented to take only as much time as needed for planned 

maintenance.  An annual maximum planned maintenance hour cap by technology will also encourage this and ensures that the 

exemption is not being misused.  Finally, the energy market will continue to provide a signal for generators to plan outages outside 

of tight hours.   
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6. Capital Power recommends that the AESO set the expected EEA hours used in the denominator of the non-

performance payment adjustment calculation every 3-5 years based on the minimum reliability target. 

Rationale: 

Setting the expected number of EEA hours every 3-5 years based on the minimum reliability target will provide greater certainty for 

suppliers, both existing and new, regarding the expected penalty level and limit potential penalty volatility, which should reduce 

penalty risk premiums applied to capacity bids, the result of which will be lower capacity costs for consumers.  It would also help to 

make the penalty level for EEA more commensurate with potential revenues and incentives. 

2. Payment Adjustment Mechanism: Can you support a 

monthly cap at 300%? Does the approach achieve the 

intent of reasonably limiting adjustment payments? 

Comments: 

Capital Power is supportive of the proposed penalty caps subject to acceptance of its recommended improvements to the CMD1 

performance framework proposed above and summarized in the general comments below. 

Recommendations: 

See recommendations #2-6 above. 

3. Payment Adjustment Mechanism: Can you support a 

1.3x annual revenue/ rebalancing assessment limit? 

Does the approach achieve the intent of ensuring 

capacity resources are available for the obligation 

period? 

Comments: 

Capital Power is supportive of the proposed penalty levels subject to acceptance of its recommended improvements to the CMD1 

performance framework proposed above and summarized in the general comments below. 

Recommendations: 

See recommendations #2-6 above. 

4. Market Power Mitigation: Can you support setting a 

market power screen as a fixed percentage of 

aggregate UCAP requirement for the auction? Does 

the approach meet the needs of mitigating supplier 

market power? 

Comments: 

Capital Power is generally supportive of the capacity market mitigation framework proposed in CMD1.  Capital Power can 

support the CMD1 approach to setting the capacity market power screen as a fixed percentage of the aggregate UCAP 

requirement for the auction, subject to review of the final value selected for the fixed percentage and further details concerning the 

calculation of aggregate UCAP.  If the percentage is set too low, or the aggregate UCAP improperly calculated, there is the 

potential for over-mitigation.  Over-mitigation will dampen the investment signal and may limit the opportunity for existing assets to 

earn a fair return on and of capital. 

Recommendations: 
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N/A 

5. Market Power Mitigation: Is a price cap of 50% of net 

CONE appropriate to mitigate the offers of suppliers 

with market power? 

Comments: 

While generally supportive of the capacity market mitigation framework proposed in CMD1, Capital Power does not support a price 

cap of 50% (0.5) net-CONE to mitigate the offers of suppliers with market power.  Capital Power believes that this cap is too low 

and will result in needless administrative burden and cost for the AESO and mitigated suppliers.  Since generators will, in the end, 

need to recover their all-in costs, a low price cap may result in unwarranted capacity price volatility and/or increase the need to 

have the opportunity to recover these costs through the E&AS markets. 

Recommendations: 

7. Capital Power recommends raising the default offer threshold above 0.5 net-CONE for sellers with a portfolio 

UCAP of 15 per cent or greater of target capacity volume. 

Rationale: 

The AESO itself has recognized that the proposed 0.5 net-CONE cap may not be enough for all technologies to recover their net 

go-forward costs. In the Rationale Document for Section 7 of CMD1, the AESO states that “net going forward costs for 

conventional coal units that need to be recovered in capacity market range from 60 to 80 per cent of net-CONE depending on the 

year and energy market mitigation scenario.”  This recognition, combined with the uncertainty regarding future energy and anc illary 

service market revenues, support raising the proposed offer cap for mitigated sellers to a level above 0.5 net-CONE.  A reasonable 

cap should allow conventional coal units to recover their go-forward costs.  Therefore, a reasonable range for the default offer cap 

is likely between 0.75-1.0 net-CONE.  Raising the offer cap will help avoid potential “missing money,” send a stronger investment 

signal, and limit the administrative burden and costs for the AESO and mitigated suppliers which will be the result of having to 

submit bids above 0.5 net-CONE to the AESO for review. 

Additionally, Capital Power recommends that the default offer threshold be subject to review every 3-5 years along with other 

capacity market parameters to ensure that the cap is reasonable from a go-forward cost perspective and meeting its intended 

objective. 

6. Market Power Mitigation: Do you think there is 

sufficient support that mitigation of buyer side market 

power is not initially required in the capacity market? 

Comments: 

Capital Power believes that regardless of whether or not buyer side market power will be an issue for the initial auction, the AESO 

should develop a framework for addressing buyer-side market power so that the rules are clear to all in advance of the first auction.  

Key rules and processes concerning mitigation of buyer side market power should not be left undecided.  Additionally, a process 

for mitigating the potential market impacts of out-of-market subsides should also be developed regardless of whether it is a 
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concern of the AESO for the initial auction(s).    

Recommendations: 

8. Capital Power recommends establishing a process for mitigating the potential market impacts of subsidies 

and out-of-market payments. 

Rationale: 

Capital Power is concerned with the decision not to address out-of-market payments as reflected in both Section 4 and Section 7 of 

CMD1.  In Capital Power's view, the larger concern and more significant reason to consider implementing mechanisms such as a 

minimum offer price rule or other offer adjustment alternatives is the effect subsidized capacity has on the capacity market price 

signal.   Resources in receipt of out-of-market payments participating in the capacity market have a distortionary effect by artificially 

suppressing capacity market prices, muting the investment signal, and eroding the opportunity for new and existing assets to earn 

a fair return on and of capital.  The extent of these distortionary impacts is dependent on the amount of capacity receiving out-of-

market payments and the size of the subsidies received.  Regardless, mechanisms must be established to mitigate the impact of 

subsidized resources and preserve capacity price fidelity.   

Such a framework ensures that out-of-market payments will not deteriorate the value created by instituting the capacity market and 

also serves to instill regulatory certainty strengthening investor confidence.  This will, in turn, reinforce the investment signal and 

competitive response for suppliers to participate in the capacity market. 

7. Delisting: Are there some circumstances where the 

delist bid of an asset does not clear but the asset 

continues to participate in the energy market? 

Comments: 

Capital Power believes that there may be some circumstances where the delist bid of an asset does not clear the capacity 

market, but wishes to continue to participate in the energy market.  A potential example may be due to the mismatch of the 

obligation term and the provincial and/or federal coal retirement schedule, whereby a resource would be required to delist a few 

months in advance of its retirement date.  In this case, the unit may wish to keep operating in the energy market until its mandated 

retirement date.  Other examples could include delisting for long term outages that do not fully align with the one-year obligation 

term.  Such circumstances deserve consideration by the AESO on a case-by-case basis.  However, the intentions of a resource 

owner regarding operation of a delisted asset in the energy market should be made known to the AESO and the market well in 

advance to avoid creating reliability and/or competitiveness issues.  Further discussion on the options, rules, and requirements for 

energy market participation after delisting is required by the Working Group. 

Recommendations: 

N/A 
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8. Delisting: Should a resource be able to delist from the 

capacity market but be eligible to participate in the 

energy and ancillary services market? For example: 

a. An asset of a non-mitigated supplier fails 

to clear, should it be allowed to continue 

energy market participation? 

b. For long outage requirements that are for 

a substantial portion of the year? 

Comments: 

Capital Power believes that further discussion on the options and requirements for energy market participation after 

delisting is required by the Working Group.  There may be valid reasons for a delisted capacity resource to seek to be eligible 

to participate in the energy and ancillary services (E&AS) markets; however, rules must be designed to ensure that such actions do 

not create reliability or competitiveness issues.  If such actions are to be permitted, they must be transparent and communicated to 

the AESO and the market well in advance to mitigate potential energy market impacts and avoid interfering with the build signal. 

Recommendations: 

N/A 

9. Transition to Capacity Market: Is a rebalancing 

auction for first obligation period 2021/22 required and 

practical? 

Comments: 

Capital Power supports a rebalancing auction for the first obligation period 2021/22 as close to delivery as possible.  

While an update to the AESO’s forecasts is likely not required, having the ability to manage obligations and re-adjust if required is 

helpful for resource owners.  Capital Power recognizes; however, that due to the staging in of the three year forward period and 

potential resourcing constraints due to several parallel auction processes occurring during this time that it may not be practical to 

hold a rebalancing auction.  Capital Power suggests keeping the option open until full auction details and schedules have been 

confirmed.  

Recommendations: 

N/A 

 

General Comments 

Capital Power is generally supportive of CMD1 and believes that at a high level the proposed design is constructive and resembles a market structure where existing and future assets have 

the opportunity to earn a fair return on and of capital without putting undue risk onto the ratepayer. CMD 1 honors the Government of Alberta’s commitment to treating existing assets fairly 

and preserving a level playing field for competition.  While generally constructive, improvements to the CMD1 design can be made to ensure a more effective balance of cost and reliability, 

risk and reward, and that market signals continue to incent efficient behaviour. 

In terms of the items within the scope of the Design Working Group, Capital Power recommends the following improvements to CMD1:  

1. Capital Power recommends calculating UCAP for dispatchable resources based on an annual five-year average availability in all hours (8760) [and making the availability 
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assessment revenue-neutral].  

Capital Power’s Recommendations #1 and #4 go hand in hand.  An 8760 UCAP is unworkable without a revenue-neutral availability assessment. 

2. Capital Power recommends that the AESO establish a process for capacity resources to review UCAP calculation data and dispute/challenge assigned UCAP values prior to 

each auction. 

3. Capital Power recommends that the AESO begin tracking proper outage data in ETS as soon as practical. 

4. Capital Power recommends making the availability assessment revenue-neutral. 

5. Capital Power recommends exempting a certain number of planned maintenance hours per year by technology from the availability assessment.  The performance 

assessment should remain as per CMD1, with no exemptions. 

6. Capital Power recommends that the AESO set the expected EEA hours used in the denominator of the non-performance payment adjustment calculation every 3-5 years 

based on the minimum reliability target. 

Recommendations #1-6 work within the historical data constraints of the AESO and present a workable go-forward solution for valuing the UCAP of dispatchable resources and assessing 

performance that recognizes the unique characteristics of the Alberta market. 

7. Capital Power recommends raising the default offer threshold above 0.5 net-CONE for sellers with a portfolio UCAP of 15 per cent or greater of target capacity volume. 

8. Capital Power recommends establishing a process for mitigating the potential market impacts of subsidies and out-of-market payments. 

Capital Power notes that the recommendations above are based on our current understanding of CMD1 and work together holistically to improve the design.  Should other elements of the 

CMD1 design change materially, Capital Power’s support for the key design elements in CMD1 and the above recommendations may change. 

 


