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7 Capacity Market Monitoring and Mitigation  
The AESO will implement a capacity market monitoring and market power mitigation regime that will 
include market power screens to identify capacity suppliers with market power and mitigation 
mechanisms to restrict the offers submitted to the market by entities deemed to have market power. This 
section provides an overview of the proposed screens and mechanisms the AESO will implement to 
mitigate market power. This section describes the market power mitigation measures to be implemented 
in the AESO capacity auctions, including the rules and processes that will govern the application of these 
measures and potential exemptions to the mitigation measures. 

7.1 Mitigation of Supply-side Market Power  
The AESO supply-side market power mitigation regime will consist of several ex ante measures designed 
to prevent the exercise of market power. The AESO’s supply-side market power mitigation regime will 
include a must-offer requirement, capacity delisting rules to prevent physical withholding, a market power 
screen to identify suppliers that have the potential to profitably withhold capacity from the market, a 
default offer cap to prevent economic withholding by suppliers that fail the market power screen and unit-
specific offer caps for mitigated resources with demonstrated net going-forward costs above the default 
offer cap. These measures will be implemented before each forward capacity auction and rebalancing 
auction. Ex post reviews of auction competitiveness will be conducted after each auction.  

Must-offer Requirement: The AESO will require suppliers to submit offers into the forward capacity 
auction for the full quantity of the unforced capacity (UCAP) rating of all qualified capacity resources  This 
must-offer requirement will apply to all suppliers regardless of whether or not the supplier is identified as 
having the incentive or ability to exercise market power. New capacity resources will be exempt from the 
must-offer requirement in the forward capacity auctions and rebalancing auctions. Upon commercial 
operation and once successfully cleared in a capacity market auction the new resources will be required 
to submit an offer into all future forward capacity auctions for the full quantity of their UCAP rating. 
Demand response and external capacity resources will have a must-offer requirement once prequalified 
and cleared in any auction. 

Must-Offer Requirement Exemption (Capacity Delisting): All qualified capacity resources that wish to 
retire, mothball or derate a resource’s capacity will need to apply for a must-offer requirement exemption. 
Capacity suppliers will inform the AESO of a request for a must-offer requirement exemption before the 
forward capacity auction or rebalancing auction, prior to an established deadline specified by the AESO. 
The capacity supplier must indicate to the AESO at that time whether they wish to retire, mothball, or 
derate the capacity of the resource. The application for a must-offer requirement exemption will need to 
be approved. Capacity resources that wish to retire, mothball or derate must demonstrate that their 
request for a must-offer requirement exemption is justified on physical (e.g., inability to deliver due to 
regulatory restrictions) or economic grounds. To obtain a must-offer requirement exemption on economic 
grounds, the capacity supplier will need to demonstrate that the net going-forward costs of maintaining 
the resource in operational status at the current capacity level exceeds revenues that can be earned in 
the capacity market. Each must-offer requirement exemption request will be reviewed on a case-by-case 
basis based on the facts and circumstances that exist at the time of the exemption request. 
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The review of a must-offer requirement exemption request made on economic grounds may result in a 
number of outcomes, including that:  

1. If the supplier demonstrates that the net going-forward costs of maintaining the resource at 
current capacity levels are higher than the capacity market price cap, the request will be 
approved such that the supplier will be permitted to retire, mothball, or derate the resource 
according to the notification provided prior to the capacity auction, but subject to such terms and 
conditions as may be imposed as part of the exemption approval. Net going-forward costs will be 
defined in the same way as described under the unit-specific offer mitigation below. 

2. If the supplier demonstrates that the net going-forward costs of maintaining the resource at 
current capacity levels are not higher than the capacity market price cap, then the exemption 
request will be approved, such that the supplier will be permitted to offer the resource into the 
capacity auction at a price level that reflects the net going-forward costs. If the supplier does not 
clear at that level, the supplier will be allowed to retire, mothball, or derate according to the 
notification it provided prior to the capacity auction, but subject to such terms and conditions as 
may be imposed as part of its exemption approval. 

Market Power Screen: The AESO will conduct an ex ante screen to identify suppliers that have the 
potential to exercise market power in the forward-capacity auctions and rebalancing auctions. Prior to 
each auction, the AESO will calculate the aggregate target UCAP requirement to be procured in the 
auction to meet the reliability requirement. The AESO will also determine the UCAP owned by each 
supplier. The UCAP owned by each supplier will be determined through mandatory reporting 
requirements for suppliers as part of prequalification/qualification described in section 2.   

Each capacity resource supplier that owns or controls existing asset UCAP totaling more than 15 per cent 
of the aggregate UCAP requirement for the auction will fail the market power screen. Each capacity 
resource supplier that fails the market power screen will be required to offer at or below a default offer 
cap, as described in below. The 15 per cent threshold will be reviewed periodically alongside the multi-
year review period for the capacity demand curve to establish a new threshold. The threshold will reflect 
the smallest size portfolio of a supplier that may have the incentive and ability to exercise market power. 

In the rebalancing auctions, the same 15 per cent threshold for mitigation will be applied based on an 
updated assessment of each supplier's portfolio size (regardless of whether those resources already have 
a capacity obligation). 

Default Offer Cap: Offers for existing resources from all capacity resource suppliers that fail the market 
power screen will be mitigated to be at or below a default offer threshold price of 50 per cent of net-
CONE.  

Unit-Specific Offer Mitigation: The AESO recognizes that certain capacity market resources may have 
net going-forward costs higher than the default offer cap. Therefore, suppliers that fail the market power 
screen but wish to offer capacity resources at prices higher than the default offer cap will be able to 
request a resource-specific offer cap. The unit-specific offer cap will be calculated based on the net 
going-forward costs of the resource in question and will be allowed to exceed the default offer cap. For 
purposes of obtaining approval to exceed the default offer cap, the supplier will be required to justify the 
requested resource-specific offer cap by demonstrating the resource's avoidable net going-forward costs, 
which will be subject to review and approval consistent with calculation methods that will be standardized 
by unit technology type. The calculation method will consider the following types of costs in determining 
the unit-specific offer cap: 

• Going-forward investment and fixed costs  
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• Expected penalty costs 

• Opportunity costs  

• A demonstrated asset life after major capital expenditures and considering the need for a return on 
capital investments.  

• Minus an offset for expected energy and ancillary services revenues, as well as any other revenues 
that may be available to that resource. 

7.2 Mitigation of Suppliers with Net-short Capacity Position  
The minimum offer price for all participants will be a price floor of $0/kW-year. No mechanisms for 
mitigating net-short (or buyer-side) market power will exist.  

7.3 Reporting of Auction Results and Market Competitiveness  
After each forward capacity auction and rebalancing auction, public reports will be provided describing 
auction results as follows:  

• Immediately After the Auction: the AESO will provide a report of auction statistics, including supply, 
demand, and clearing results. Offered and cleared supply by resource type and new/existing status 
will be reported. Significant changes in the fleet mix will be identified, as will primary drivers of price 
compared to prior auctions. The public report will be supplemented with data files describing the same 
market outcomes. An abbreviated version of this report will be issued after each rebalancing auction.  

• Within Three Months After the Auction (sooner in the case of the transition period): it is expected 
that the MSA may conduct an independent assessment reviewing auction competitiveness, the 
consistency of market results with market conditions, potential changes to the market design to pursue 
before the next auction, or issues that should be more thoroughly investigated in triennial reviews. This 
report will be provided after each primary auction, but not after each rebalancing auction.  

• Triennial Performance Reviews: Every three years, the AESO will commission an independent 
review of market performance and results. The first triennial review will have a comprehensive scope, 
and specifically address the following issues on a retrospective and prospective basis. Once the 
capacity market is found to have a sustainable well-functioning design, the scope of the review can be 
narrowed as appropriate. The initial reviews will consider at a minimum: 

- Demand curve shape and performance 
- The reliability analysis including whether all key drivers of reliability events are considered  

(for example for annual and seasonal reliability drivers) 
- The accuracy of capacity ratings by resource type 
- Performance assessments 
- Monitoring and mitigation parameters  

 

 


