
 

 

 
20 July, 2018 
 
Ms. Miranda Keating-Erickson 
Vice President, Markets 
Alberta Electric System Operator 
2500, 330 5th Ave SW 
Calgary, AB  T2P 0L4 
 
RE:  IPPSA’s Consensus Input to Comprehensive Market Design Final  
 
Dear Ms. Keating-Erickson: 
 
The Independent Power Producers Society of Alberta (IPPSA) begins by acknowledging the Alberta 
Electric System Operator’s (AESO) effort in drafting its Comprehensive Market Design (CMD) Final. 
We would also like to commend the AESO on the positive changes it has made to previous versions, for 
example the increase in capacity market offer cap in recognition of the need for existing assets to have the 
opportunity to earn a return on and of invested capital.   
 
However, we do note that critical design details are not yet known. These include the reference 
technology of the proxy new entrant, and net and gross cost of new entrant (CONE) calculations. Even so, 
we provide the following recommendations:  

1. Cost of Capital Assumptions for Net CONE – IPPSA reiterates its concern with the AESO’s 
proposal to assume a new entrant’s after tax weighted average cost of capital (ATWACC) at 8 to 
8.5%   We first made this objection in our CMD 2.0 comments in May.  This is simply too low.   
It does not reflect the degree of risk facing new merchant investment in Alberta under the 
proposed capacity market framework, and is well below levels that members have signalled that 
they would generally require to justify new investment.  

To resolve this matter, we recommend that the AESO commission a new, independent assessment 
of ATWACC based on an investment made in Alberta on a merchant, stand-alone basis and 
which considers factors such as Alberta’s market size, limited export opportunity, presence of 
out-of-market supply, untested market design, considerable policy uncertainty and financing 
derived in Canada, among other unique Alberta factors.  We do not believe that these factors were 
well considered in the 8%-8.5% WACC proposed.   The importance to the success of the capacity 
market of getting the cost of capital right for the reference technology cannot be overstated.   

2. Exclusive Reliance on Forward Energy Prices for Net CONE – We do not support the 
exclusive use of forward market prices for the calculation of Net CONE.  Current market 
uncertainty is impacting forwards and thus exclusive reliance on them may be a poor proxy.   We 
recommend working with the AESO on an ongoing basis through a formal stakeholder process to 
inform its modelling, market assumptions and potential alternative solutions to this problem. 

3. Correcting ‘Net-Avoidable Cost’ Offer Restriction. We recommend that the AESO amend its 
language limiting capacity market offers to ‘net avoidable costs’ (See: Delisting).   Investors 
should be free to seek to recover return of and on capital as they see fit from the combination of 
capacity, energy and AS markets, subject to the new proposed ex ante and ex post mitigation 
approaches.  The AESO’s ‘net avoidable costs’ language runs counter to the missing money 
concern which is the key impetus in the move to a capacity market in the first place.  Further, it 
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represents an over-reach into investors’ offer decisions in the capacity, energy and AS markets, 
and is redundant and excessive given the mitigation of capacity market offers to a fraction of Net-
CONE as it is.  Should the language be retained, we are concerned that an explicit, administrative 
definition of how costs can be recovered and where would represent another risk facing 
generation investors in Alberta.  

4. Leveling the Playing Field between Out of Market Supply and Other Supply – The 
considerable volumes of planned-for REP supply, and potential for other policy-driven supply, 
will impact both the energy market and the capacity market.  As such, further work is needed to 
consider these impacts and how to ensure the right balance between the desire for renewables and 
the need for investment in other forms of energy to ensure reliability of the overall system. The 
AESO has acknowledged that assets receiving out of market payments distort market signals but 
nevertheless intends to deal with the issue at a later date.  IPPSA remains strongly of the view 
that this needs to be addressed as part of the initial design framework that is established for the 
first auction.   

5. Seeking an Increase to the Range Allowable for UCAP Calculations – IPPSA recognizes the 
AESO’s attempt to address stakeholder concerns with the UCAP methodologies proposed.  The 
changes proposed in CMD Final however fail to resolve the fundamental issues and concerns 
raised previously by IPPSA.  A larger range for UCAP could resolve many of these issues, and in 
this respect IPPSA believes a 20% range would be appropriate. The considerable penalty and 
incentive mechanisms built into the capacity market design support greater generator self-
determination of their UCAP volumes.   IPPSA’s recommendation would replace the idea to 
eliminate the top and bottom 5% of the historical UCAP data set. 

6. Phasing-In of Penalty Regime – IPPSA appreciates the AESO refining the capacity market 
regime to be revenue neutral.   However, the penalty regime - and the market design itself - 
remain new and untested in Alberta.   IPPSA urges the AESO to phase-in the penalty regime over 
time.   The goal should be to encourage compliance and foster a smooth transition for the benefit 
of ensuring investor confidence in the new design.  

7. Stakeholder Engagement and Governance – Lastly, we acknowledge that a great deal is being 
done in short order and a great deal of decisions will need to be made on an ongoing basis to 
make the new capacity market work.  We therefore strongly recommend that the AESO develop 
stakeholder engagement/governance processes to provide market participants with access to its 
models and their underlying assumptions as well as the AESO’s going forward decision-making 
process. We also urge the AESO to ensure agency coherence between it, the MSA and the AUC 
as these decisions are made and market rules are written and implemented. 

We look forward to the opportunity to discuss this letter at the AESO’s earliest convenience. I may be 
contacted at (403) 282-8811 or Evan.Bahry@IPPSA.com. 

Sincerely, 

 

Evan Bahry 
Executive Director, IPPSA 
 


