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b The AESO invites stakeholders to provide comments on the final Comprehensive Market Design (CMD Final). All feedback (whether it be general or specific in nature) will assist in the development of the suite of ISO rules for the 
implementation of the capacity market.  With respect to comments provided in relation to the “Specific Feedback Questions”, please note that your responses will also help to inform future consultation activities, including the topics to be 
discussed during upcoming stakeholder sessions expected to be planned for the end of July/early August. 

Please review the instructions below and submit your feedback to capacitymarket@aeso.ca no later than 3:00 p.m. on Friday, July 20, 2018. 

The AESO will post all feedback “as received” on www.aeso.ca  by Wednesday, July 25, 2018. Please note that the names of the parties submitting each completed comment matrix will be included in this posting. Please also note that the 
AESO will not be responding to individual submissions.   

Instructions 

 Stakeholders are requested to provide all feedback on CMD Final within this matrix.  

- if it is believed necessary to submit additional supporting documentation, please clearly indicate which section of CMD Final or topic your document refers to. No handwritten comments will be accepted.  

 

 Please input your name and the organization you are representing in the comment boxes provided below each CMD Final section. Your contact information is requested in each section for ease of sorting and compiling feedback from all 
stakeholders. 

- Press Shift + Return to enter paragraph breaks within a comment box. 

- Comment boxes will automatically expand if additional room for feedback is required.  

 

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

1) Which, if any, of the defined terms in the glossary do you find vague, confusing, or unnecessary? Please identify each defined term and explain how it may be improved. 

Not at this time.  

2) What gaps or disconnects may exist as between the glossary and the sections of CMD Final? Please identify any relevant terms, definitions, and/or specific content in CMD Final.  

Not at this time.  

3) Which, if any, of the definitions in the glossary contradict the AESO’s current Consolidated Authoritative Document Glossary? Please identify each term and corresponding definition, and describe the concern. 

Not at this time.  

4) Which terms, if any, do you believe are missing from the glossary? Please provide each term that is missing and suggest an appropriate definition. 

Not at this time.  

5) Do you have any other feedback specific to the glossary that you would like to provide? 

Not at this time.  

 

Name: Marcy Cochlan Organization: TransAlta Corporation  
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GENERAL FEEDBACK QUESTIONS  

1) Please provide your feedback as to whether the design in this section meets the desired end state and criteria set out for Alberta’s capacity market design? 

As further discussed in our comments below, in three key areas, the proposal on supply participation does not support the desired end state and the design criteria: 

 Temporary economic delisting requirements are onerous and will not allow orderly exit and re-entry, and therefore will not support coal-to-gas conversions that are needed for system reliability - The proposal 
is inconsistent with the common practices in other capacity markets, creates incompatibility between the capacity market and other components of the electricity framework (i.e. participation in the energy and ancillary services 
markets) that will undermine real-time resource adequacy, and undermines the development of a competitive capacity market by introducing high regulatory risk and confiscatory requirements on capacity resource owners. 
 

 Specified thresholds impede the participation of coal-to-gas conversions - The capital investment threshold for refurbished assets is unjustifiably high such that coal-to-gas conversions are unlikely to qualify as refurbished 
assets.  This proposal does not accommodate the participation of a wide variety of technologies and creates a barrier to entry for the coal-to-gas conversions that are needed to achieve the province’s climate change mitigation 
objectives.  

 

 The market design does not address market distortions created from the participation of subsidized Renewable Electricity Program (REP) resources – Deducting REP volumes from the procurement target will 
distort market clearing prices and does not support a fair, efficient and openly competitive market.  It is common practice in other capacity markets to institute a Minimum Offer Price Rule (MOPR) or similar mechanism to 
address unfair competition, ensure efficient price signals, and provide certainty to investors that subsidized resources will not distort market outcomes.  A market design that fails to address these risks will likely need significant 
redesign and is at risk market failure. Our detailed comments on a MOPR are included in Section 7 below. 

2) Which, if any, of the concepts or details discussed in this section are unclear or confusing? What should be added or clarified in the ISO rules to address this? 

Temporary economic delisting should permit early decision-making in the base and rebalancing auctions and should not be limited to two consecutive periods.  

We do not understand the reason for forcing all temporary delisting to occur in the last rebalancing auction when it is least likely that new resource can take its place given that the last rebalancing auction is only three months prior to 
the obligation period. Temporary economic delisting should be allowed to occur as early as possible so that new capacity resources have an opportunity to respond and enter the market to fill any associated capacity need. An asset 
that offers into the base auction at its avoidable costs and cannot clear the market should be allowed to delist immediately.  The base auction result itself demonstrates that the capacity resource is not needed to meet resource 
adequacy and that the cost savings to the resource owner of delisting the asset were higher than potential revenues associated with the clearing price.  Additionally, there can be no abuse of market power from delisting in the base 
auction if the asset is determined to be uneconomic based on its costs and market clearing price. Therefore, it is unclear what rationale or justification the AESO can use to infringe on a resource owner’s right to make decisions about 
its investment and operations and force an owner to participate unnecessarily in two rebalancing auctions. Furthermore, we note that temporary delisting in the base auction is permitted in the PJM and ISO-NE capacity markets.  

We recommended that temporary economic delists be allowed to take place in the base and rebalancing auctions in our CMD 2 comments and continue to hold this view.  The ISO Rules should be drafted to permit the owner to choose 
to temporarily delist in the last rebalancing auction, but should not be drafted to only permit delisting in the last rebalancing auction. Rather, the rules should also permit temporary delisting earlier than the last rebalancing auction.  

Additionally, there is no justifiable reason for limiting temporary economic delisting to two consecutive periods, and such a restriction is arbitrary. Rather, resources should be granted the flexibility to exit and re-enter the capacity 
market as necessary based on the unique economic conditions faced by each capacity resource. 

As designed, restrictive temporary economic delisting requirements could force permanent delisting of coal assets, so the AESO must clarify whether it prefers for coal-to-gas conversions to permanently delist.  

Given the requirement for all temporary delisting to occur in the last rebalancing auction, the only means of gaining certainty to exit the market in the base auction or first rebalancing auction under the AESO’s proposed design is to 
permanently delist.  It is unclear if permanent delisting is how the AESO envisions the coal-to-gas conversions expected under the new capacity market to be executed.  As the AESO is well aware, coal generation is facing significant 
uncertainty regarding capacity market design, carbon policy and competition from gas and other resources – factors that are difficult to predict and require significant flexibility.  Furthermore, successfully executing coal-to-gas 
conversions requires significant and careful planning to secure long-term gas supply arrangements, develop gas pipeline infrastructure, change equipment, train staff, and change operations of the facilities. Combined, these factors 
necessitate rule clarity to provide flexibility to resource owners and improve their ability to execute timely and orderly coal-to-gas conversions.   

However, the proposed rules for temporary delisting limit flexibility, revoking the owner’s control of the schedule by only permitting temporary economic delists to occur 3 months prior to the obligation period and forcing the owner to 
consider permanent delisting as the only means to regain control over their resources. The AESO should clarify if they prefer a coal unit to permanently delist and then qualify as a new gas asset in a future period or if they would prefer 
a coal unit to temporary delist and return as a refurbished asset.  

Tying temporary economic delisting to energy and ancillary service participation is onerous and reduces the flexibility for the system to respond to resource adequacy events. Resources that do not clear in the 
capacity market should have the opportunity to freely participate in the energy and ancillary service markets.  
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It is unclear why the AESO has tied temporary delisting from the capacity market to restriction on participation in the energy and ancillary services markets. Tying the requirements for energy and ancillary services market participation 
with capacity market participation is unnecessarily restrictive – uncleared resources and temporarily economically delisted assets should have the opportunity to participate in the energy and ancillary services markets and be allowed 
to make these decisions based on real-time energy market conditions. It also threatens resource adequacy.  PJM and ISO-NE do not tie capacity market participation with energy and ancillary services market participation in this 
manner; instead, they permit assets that do not clear in the capacity market to participate in the separate energy and ancillary services markets.  This recognizes the need for responsiveness and the value of accommodating asset 
flexibility through liberal exit and re-entry in the energy and ancillary services markets, which are required to manage day-to-day real-time system reliability.  

The proposed temporary delisting scheme could have significant, adverse impacts on consumers.  By sidelining flexible resources as stranded assets and reducing the resilience of the market to resource adequacy threats, the system 
could encounter real-time resource adequacy shortfalls, and even the AESO’s determination of reliability need may not be responsive enough to changes in real-time market conditions. These shortfall events will drive high and volatile 
energy prices and potential loss of load events.  Moreover, the risks associated with a capacity obligation become less manageable and result in higher risk premiums being demanded in capacity offers, particularly as the available 
capacity for asset substitution is reduced.  This impact is amplified in a small market like Alberta where there are limited supply resources and the loss of a few units can have a significant impact on supply. These potential resource 
adequacy shortfalls, and their adverse impacts on consumers, could be averted entirely if temporarily delisted assets were permitted to participate in energy and ancillary services based on an owner’s decision.  

The temporary economic delisting requirements also apply to differently (and unfairly) to large compared to small players, despite the fact that the impact of capacity delisting to the market is the same. Any resources 
that does not clear in the capacity market should have the opportunity to freely participate in the energy and ancillary service markets.  

The benefit of having a temporary delisting process is that it provides an orderly process for capacity resource owners to inform the market about the future participation and availability and facilitates a market response for investment, 
increasing supply availability, and supporting system reliability.  In order to provide these benefits, temporary delisting requirements must be workable for capacity resource owners and must apply broadly to all committed capacity.  
All temporarily delisted capacity, irrespective of the size of the capacity owner, will have the same impact to the system because of the definition of the capacity product and fungibility of 1 MW of UCAP.  

However, under the proposed market design, a small player is not mitigated in the capacity or energy market, making temporarily delisting entirely optional for resources owned by a small player. If a small player participates in the 
temporary delisting process, they realize the benefit of avoiding the must offer must comply requirements in the energy market. However, a smaller player can avoid the capacity market power mitigation review process and offer into 
the capacity market at any level they choose, ensuring that they do not receive a capacity supply obligation. And in practice, a small player can skirt the must offer must comply requirement in the energy market and face minimal risk 
of being dispatched uneconomically by offering in the energy market at the energy price cap and/or offering as a long lead time energy resource.  

On the other hand, a large player is mitigated in the capacity and energy market and faces significant risk of economic loss if it does not achieve certainty by temporarily or permanently delisting a capacity resource prior to the obligation 
period.  All of the capacity resources of the large player, including those that do not clear the capacity market, are subject to must offer must comply obligation and ex-ante offer mitigation. A large owner faces significant review of their 
avoidable costs and a requirement to offer at their avoidable cost level in the last rebalancing auction, as well as a restriction that limits their ability to participate in the energy and ancillary services market to a maximum of 5 continuous 
months in the obligation period. Unlike the small player that can ensure an uncleared capacity resource is not dispatched at an uneconomic price, the uncleared capacity resource of the large player must offer at a level based on its 
Asset Specific Reference Price (ASRP), which does not reflect the fact that the resource is not covering part of its costs through a capacity payment.  As such, the only options available to the owner to mitigate this risk are to temporarily 
or permanently delist so that the asset can exit the energy and ancillary services markets to manage economic losses.   

Allowing any resource that does not clear in the capacity market (including temporarily delisted resource) to freely energy exit and re-enter the energy and ancillary services markets in response to price signals in these markets 
removes the unnecessary and onerous restriction associated with temporary delisting.  The fact that these assets did not clear in the capacity auctions indicates that they are not required to be available throughout the obligation 
period.  However, these uncleared assets can provide flexibility and resiliency to the electricity system by extending the capability of the system to respond to unexpected supply events and maintaining resources that can be used to 
respond to asset substitution requests.  

The market design ultimately impedes the participation of necessary coal-to-gas conversions.  

Alberta’s supply mix is expected to undergo fundamental changes in the near-term as coal assets are transitioned to converted gas operations.  While TransAlta has consistently advocated for a market design that accommodates this 
transition, the proposed market design requires assets that do not clear the capacity market to offer into the energy market which will conscript the assets into uneconomic service. In addition, as detailed in our comments below, the 
AESO has set the retrofit capital requirement too high such that coal-to-gas cannot qualify as a new asset.  With these unworkable requirements, the proposed rules increase the regulatory risk on the treatment of the millions of dollars 
of investment that are planned to be made on coal-to-gas conversions and force coal asset owners to consider early retirement and permanent delisting as the only means to manage economic losses under the proposed rules. These 
issues are imminently important, and if left unaddressed, will result in market instability, poor market signals, uncompetitive results, market inefficiency, poor investment decisions, and lower reliability at higher cost for consumers.  

3) What gaps or disconnects may exist in this section? What should be added or clarified in the ISO rules to address this?   

Uncleared capacity resources should be allowed to freely exit and re-enter the energy and ancillary services market at the owner’s discretion.  

The AESO’s proposal obliges uncleared capacity resources to offer in the energy market, despite the fact that the resources have no capacity obligation and are not required to meet resource adequacy needs.  Furthermore, these 
resources are restricted from exiting and entering the energy and ancillary services market, as the only mechanism to do so is a delist request that must be made in the capacity auction process.  Uncleared capacity resources do not 
earn capacity revenues and may be challenged to stay online solely on energy and ancillary services revenues.  If the uncleared capacity resources are part of a large participant’s portfolio, these assets could be subject to ex-ante 
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energy offer mitigation that could result in the resources being dispatched uneconomically in the energy market.  It is unjustified and irreconcilable for the AESO to create a requirement for uncleared (and therefore unneeded) capacity 
resources to participate in the energy and ancillary services markets.  We recommend that the AESO allow all uncleared capacity resources to freely exit and re-enter the energy and ancillary services market in the delivery year. 

Temporarily delisted assets should, at a minimum, be allowed to participate in the energy and ancillary services market as asset substitutes.  

The AESO’s proposal, which limits a temporarily delisted asset from participating in the energy and ancillary services markets, eliminates any potential value that a temporarily delisted asset can provide by participating as an asset 
substitute and flexibly responding to unanticipated resource adequacy shortfalls.  Despite not being committed in the capacity market, temporarily delisted assets can return to service earlier than expected or otherwise have the 
capability to produce energy.  Permitting temporarily delisted assets to participate in the energy and ancillary services markets and take on capacity performance obligations for cleared capacity resources that cannot deliver in the 
obligation period ensures strong resource adequacy and facilitates the development of a competitive market where resource owners can manage capacity performance risk and trade obligations at the lowest cost to consumers.  Not 
allowing temporarily delisted assets to participate in the energy and ancillary services markets compromises resource adequacy and arbitrarily removes valuable energy supply resources.  Therefore, we recommend that at a minimum, 
the AESO should allow temporary delisted assets to participate in the energy and ancillary services markets and be made available as asset substitutes for capacity resources.  

4) In addition to 2) and 3) above, what other factors or information should the AESO consider as it drafts the ISO rules for this section?  

A market participant should be able to submit a refurbished capacity asset prequalification again in future auctions. 

The one-time limit for a capacity market participant to submit a multi-offer refurbished asset bid is overly restrictive and harsh.  The AESO’s rationale is that allowing multiple refurbished offer bids could lead to abuse because refurbished 
assets can submit multi-offer bids “to continually have an “opportunistic” higher priced offer in the supply stack while mitigated”. However, the proposed restriction could unnecessarily impede timely coal-to-gas conversions from moving 
forward.  The timing of coal-to-gas conversions is highly tied to supply and demand conditions and market economics that cannot be known with any certainty and are subject to change over time.  A coal-to-gas conversion may fail to 
clear the first year that it is bid, but could be found in a subsequent year to be economic.  Moreover, under the AESO’s proposal, an asset that attempts to clear the capacity market on a subsequent attempt must permanently delist or 
retire if it is unsuccessful.  The AESO cannot create rules that force permanent retirement. Such rules would be unconscionably punitive and would represent a failure by the AESO to exercise its duties and perform its functions in a 
fair and responsible manner in respect of the market.  

Therefore, we recommend that the restriction on the number of times that a multi-offer refurbished asset bid can be made should be removed. In its place, the AESO could implement a simple requirement that the capacity offer must 
reflect the cost of the refurbishment.  In this way, any concern about opportunistically offering is addressed by ensuring that the underlying economics are appropriately accounted for to create an efficient market outcome.  

SPECIFIC FEEDBACK QUESTIONS 

The AESO is also specifically requesting feedback on the following question(s): 

1) Is the description of the required thresholds to be classified as a refurbished asset clear?  What additional considerations or further detail may be required, regarding the determination of these thresholds? 

The criteria for refurbished capacity asset should include fuel conversion, or at minimum the capacity investment criterion for refurbished assets should be decreased from $200 to $80 per kilowatt. 

In our CMD2 Comment Matrix, we specifically recommended that “[t]he AESO’s proposal on prequalification thresholds for refurbished assets should include fuel conversion.  This supports the Government’s plan to transition to a 
stable, reliable, and cleaner electricity system and allowing coal units to convert to natural gas.”  We noted that “[u]nits that have switched fuels could require different operating decisions, have different operating characteristics and 
generation profiles, and face different penalty risks than they did with their previous fuel, which in practice is the same level of uncertainty faced by new capacity. Requiring fuel converted capacity to prequalify, and exempting this 
capacity from the default offer cap, would help ensure that these retrofits would be properly incentivized while also able to perform in the market.”  We continue to view the addition of fuel conversion as a qualifying refurbishment 
criterion as the best and easiest approach to ensuring that coal-to-gas conversions are properly captured as refurbished capacity assets and can bid at a level that reflects their underlying economics.  

The AESO explained that it adopted a capital investment criterion to “determine if modifications to a capacity asset are significant enough for the asset to be considered a new capacity asset”, and based its threshold test on volumetric 
and cost analysis of recent or proposed refurbishments in Canada.  However, we note that there have not been any coal-to-gas conversions in Alberta to provide a reasonable basis for ensuring that the threshold appropriately captures 
the full range of refurbishments, including coal-to-gas conversions. TransAlta explained in the Design Working Group meeting held on June 12, 2018 that the threshold appeared too high to allow coal-to-gas conversions to qualify as 
refurbished assets.  While TransAlta prefers explicitly recognizing fuel conversions as refurbished capacity assets, we also recommend that, as an alternative, the AESO could decrease its capital investment criterion level from $200 
to $80 per kilowatt to ensure that fuel conversions qualify as refurbished assets.  A capital investment threshold of $80 per kilowatt is more consistent with the cost of a coal-to-gas conversion while still representing a significant 
investment that exceeds the typical capital expenditure to maintain an existing asset. This will prevent existing resources from artificially qualifying as refurbished capacity resources for routine major maintenance expenditures.  

2) Is the description of the mechanics of making refurbishment offers and the associated market clearing mechanism clear? If not, please explain. 

Yes, it is clear. 

3) What additional considerations or further detail may be required regarding the conditions under which temporarily delisted assets can return to service during an obligation period? 
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An asset that is not physically operational for 3 months should be permitted to temporarily physically delist, and a temporary economic delist asset should be permitted to participate in energy and ancillary services 
markets up to at least 9 months.  

We are concerned about the choice of 5 consecutive months for the duration that a temporary economic delist asset can participate in the energy and ancillary services markets, as well as the 5-month outage criterion for temporary 
physical delists.  The AESO’s rationale for selecting 5 consecutive months was that allowing temporary delist assets to participate for a prolonged period of time is not consistent with the intent of temporary delisting and that the 
duration was greater the average duration of a planned outage in Alberta (2-3 months) and short enough to enable seasonal assets to participate.  However, we respectfully disagree with this rationale and believe that the selection of 
5 consecutive month is confusing and raises more questions than it answers. 

First, as stated above, we disagree with tying temporary delisting to energy and ancillary services market participation. However, even if we agreed that a temporary delist asset should not participate in the energy and ancillary services 
markets for a prolonged period of time, we disagree with the selection of 5 consecutive months.  5 months cannot be truly characterized as a prolonged period of time, as it is less than half a year.  A timeframe that may be more 
representative of a prolonged period of time would be substantially most of a year, such as 75% of the year (or 9 months).  Rather, 5 months represents a seasonal asset which has no bearing on temporary economic delist assets.  

Second, the proposed design would require the resource owner to specify the 5 consecutive months that the asset will participate in the energy and ancillary services markets.  In arriving at this requirement, the AESO appears to have 
ignored the very reason for a temporary economic delist - the owner of a resource seeking to temporarily delist is attempting to mitigate its risk of economic losses on resource that currently faces economic challenges, but may be 
economic in the future if market conditions change.  The owner has no certainty about when market conditions may change in the future and would not be in a reasonable position ahead of the delivery year to specify the exact months 
in which they anticipate that the asset may be economic to run.  Moreover, the owner would have no certainty that market conditions would change in consecutive months – indeed, the need for additional resources (and the associated 
price signal) might occur in non-consecutive months such as spring and fall.  The rules should not require that the energy and ancillary service market participation months be consecutive, as this requirement is arbitrary and unjustified. 
Rather, there should be no limitation on the owner from changing the months in which they will participate in the energy and ancillary services markets in the delivery year.  

Third, any asset should be able to access temporary physical delist so long as the asset is expected to not physically operate for an extend period of time during the delivery year.  A coal-to-gas conversion is expected to be less than 
5 months in duration, but under the proposed design, these conversions would be unable to utilize temporary delisting. Rather, the coal-to-gas conversions should be able to temporarily physically delist to complete conversion work.  
This means that temporary physical delisting should apply to any outage that is longer than a typical planned maintenance outage and should be set at 3 months instead of 5 months.   

ADDITIONAL COMMENTS 

Please add any additional comments you may have on this section here. 

 Not at this time. 

Name: Marcy Cochlan Organization: TransAlta Corporation  
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GENERAL FEEDBACK QUESTIONS  

1) Please provide your feedback as to whether the design in this section meets the desired end state and criteria set out for Alberta’s capacity market design? 

As further discussed in our comments below, in two key areas, the proposal on UCAP calculation does not support the desired end state and the design criteria: 

 The UCAP methodology for thermal resources does not reflect capacity resources contributions to resource adequacy - Assigning UCAPs based upon planned and forced outages and derates measured in historical 
tightest hours is a poor representation of an asset’s future performance under a capacity market design because it does not properly consider the lack of incentives to manage planned outages under the energy-only market 
design nor does it recognize that the historical and future pattern of tightest hours is likely to be impacted by the change in market design.  Frankly, ignoring these issues undermines the ability for the design to achieve the 
desired resource adequacy objectives. Moreover, in opting for its untested UCAP approach, the AESO has failed to meet the criterion that “[c]ommon practices and lessons learned from other capacity market implementations 
should be leveraged as much as practicable and applicable.”   
 

 The UCAP refinement approach is currently insufficient to allow a resource’s UCAP to accurately reflect its contribution to resource adequacy – The AESO’s restrictive approach to UCAP selection further contributes 
to underestimating a resource’s future contribution to resource adequacy, which would prevent necessary private investment in Alberta resources and potentially place resource adequacy at risk.   

 
2) Which, if any, of the concepts or details discussed in this section are unclear or confusing? What should be added or clarified in the ISO rules to address this? 

The UCAP methodology must reflect a capacity resources’ contribution to resource adequacy, and must be aligned with resource adequacy modeling in order to achieve supply adequacy and reliability. 

We have the same concerns in this area (i.e., the AESO’s untested approach of assigning UCAP based on forced and planned outages and derates measured in the historical tightest hours) that we raised in our CMD2 comment 
matrix, namely that “[t]he proposed UCAP calculation is not a fair representation of an existing capacity resource’s contribution to resource adequacy across all hours when resource adequacy is most needed” and that “[t]he data that 
the AESO proposes to use was never intended to be used to determine capacity value and is a poor proxy due to a lack of properly collected information.”  The issues with the AESO’s proposed approach are clearly evident by the 
wide deficiency (more than 3,000MW) in the procured capacity and the amount of generation required to serve peak load, which means that the AESO is relying on over-performance and/or uncleared capacity and temporarily delisted 
resources to fill this gap in supply and demand.  It is not clear how the AESO can reasonably rely on such over-performance of committed resources or availability of non-committed resources to ensure reliability. 

Furthermore, the government has provided a minimum level of reliability for the AESO to employ in setting its capacity procurement target through resource adequacy modeling. In order to ensure that desired reliability objectives are 
met, the definition of the capacity product (UCAP) must be aligned with this same resource adequacy modeling. However, the AESO has not aligned UCAP with resource adequacy modeling, choosing instead to prioritize simplicity 
over reliability and rely on a UCAP definition that is internally inconsistent with the resource adequacy modeling and the procurement target set out by the government to achieve its reliability objectives. It is confusing that the selection 
of UCAP methodology is not based upon the approach that most closely aligns with an asset’s future contribution to resource adequacy as reflected in the resource adequacy model.  

The AESO has provided no information to compare whether using the 250 tightest hours, 100 tightest hours, or other methodologies actually align with resource adequacy modeling.  However, we note that the analysis that we 
requested from PowerEN showed that 1-EFOR was superior to the proposed 100 tightest hours methodology when compared to resource adequacy modeling for conventional generation.  Ironically, this finding was discouraging as it 
demonstrated that under the AESO’s previously proposed 100 tightest hours methodology, conventional generation resources would be undercompensated for their contribution to system resource adequacy.  We are deeply concerned 
that the AESO’s most recent change to the 250 tightest hours could increase the disparity between UCAP and resource adequacy modeling.   

The AESO could easily address these concerns by applying the 1 - Equivalent Forced Outage Rate (EFORd) measure that is commonly used in other capacity market jurisdictions. UCAP based on 1-EFORd resolves these issues by 
ignoring planned outages, which can be controlled by resource owners through appropriate outage planning and scheduling, and obliging thermal resources to take on capacity obligations that match resources’ expected performance 
during peak load periods. 

It is unclear why the change from 100 to 250 tightest hours was proposed, or what trade-offs are associated with this change.  

The choice to move to 250 tightest hours first appeared in CMD3 with little to no forewarning.  The AESO’s reasoning for the change was that it was “in response to stakeholder feedback indicating the concern that UCAP calculations 
utilizing 100 hours create excessive risk for participants.”  However, it should be noted that no market participant suggested that the solution to this problem is to base UCAP on the 250 tightest hours.  In fact, the AESO has provided 
no demonstration that basing UCAP on the 250 tightest hours provides a more accurate estimate of future reliability contribution than the 100 tightest hours measurement. Rather, the AESO has stated that “UCAP value determination 
doesn’t change materially across asset types when using 100 hours or 250 hours”1, indicating that there is no justifiable reason to increase to 250 hours. It is also unclear why the number of historical hours used for UCAP calculation 

                                                      

 

1 Slide 3, UCAP Discussion presentation, Design Working Group, June 12, 2018. 
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was changed at the same time that the AESO proposed the UCAP selection ranges concept, and we question whether the AESO viewed its increase in the number of availability assessment hours as sufficient to justify its narrow 
proposed UCAP selection range (see our detailed comments on the UCAP selection range below).  

Therefore, we request that the AESO provide clarity on how the move to measuring UCAP based on the 250 tightest hours will better align UCAP with expected reliability contribution. 

The UCAP refinement approach is currently insufficient to allow a resource’s UCAP to accurately reflect its contribution to resource adequacy.   

Originally, the ability to select UCAP from a range was proposed to help address some of the concerns with using historical data under a very different market design to determine future UCAP. However, the AESO has developed a 
restrictive approach to UCAP that restricts generators to a narrow range of potential UCAP values and unfairly incorporates discrete historical events (e.g. major planned outages) in the future forecast of UCAP. Frankly, creating the 
low and high bounds of the UCAP selection range by either eliminating 5% of hours when the asset was lowest/highest performing, increasing/decreasing UCAP by 2% of maximum capability, or increasing/decreasing UCAP by 1MW 
is insufficient to address the numerous concerns with representativeness of historical data.  This overly narrow UCAP selection range framework will underestimate a generator’s contribution to future system reliability, which could 
prevent investment in existing generators and result in their premature retirement.  

The UCAP refinement approach should allow market participants to meaningfully challenge UCAP values that do not accurately reflect their contribution to future system reliability. Generators should be allowed to challenge a wide 
range of UCAP values, and historical, non-recurring outages should not negatively impact a generator’s future UCAP values. Basing a resource’s UCAP selection range on the annual maximum and minimum UCAP values calculated 
for each of the past five years would be a reasonable approach. 

The number of hours used in UCAP calculation and availability assessment do not need to be aligned – forcing a superficial alignment unnecessarily increases performance penalty risk and costs to consumers without 
any improvement in reliability. 

The AESO’s UCAP approach is falsely premised on a notion that the UCAP assessment hours must somehow be tied to the penalty assessment framework.  This problematic logic first drove the AESO to its proposals in CMD 2 to 
base UCAP on the 100 tightest hours and to assess availability over the 100 tightest hours. Now, this same logic has driven the AESO to base UCAP on, and assess availability during, the 250 tightest hours.  It also leads to false 
conclusions such as the AESO’s view that an EFORd-based UCAP methodology “would misalign incentives by compensating assets for availability during periods when the system is not deficient reserves, and when no additional 
reliability is necessary.”   

The procurement of capacity to ensure resource adequacy is not an exercise in trying to pick the hours where a resource might be needed, but rather to ensure that reliability is reasonably maintained in every hour.  The choice of a 
UCAP based on EFORd recognizes that reliability is needed in every hour.  Moreover, the choice of an EFORd-based approach does not need to dictate the availability assessment scheme as suggested by the AESO. Rather, 
calculating UCAP based on EFORd can equally complement a 100 tightest hour or any other availability assessment framework.   

There is no clarity about UCAP refinements for assets that will physically change in the delivery year.  

In our CMD 2 comment matrix, we raised the issue about the UCAP treatment of capacity resources that are expected to undergo coal-to-gas conversion in the delivery year.  We noted that the provisions of the UCAP refinement 
process (formerly known as the UCAP dispute resolution process) only deal with circumstances after a resource has been converted.  We therefore recommended that the UCAP refinement process should be extended to conversion 
outages that will occur during the delivery year for which UCAP is being determined.  We continue to seek that clarity on this topic and ask that major physical changes (such as outage for fuel conversion) be added to the UCAP 
refinement rules in the draft market rules.  

3) What gaps or disconnects may exist in this section? What should be added or clarified in the ISO rules to address this?   

The criteria for a UCAP refinement request should not be tied to a minimum 1MW change in operational capability.  

The AESO has added a requirement in section 3.2.2 (b) that did not exist in 3.2.1 (d) and is unclear and confusing.  Section 3.2.2 (b) states: “the capacity asset has or will undergo physical changes before the start of the obligation 
period that will increase or decrease the operational capability of the capacity asset compared to how it performed historically.  The minimum change in operational capability of the capacity asset must be at least 1MW”.  It is unclear 
if this is to imply that the physical change impacted at least 1MW of operational capability or it is a reference to an incremental change in operational capability.   We agree that any physical change to a capacity resource that alters 
the operational characteristics and performance of the resource should qualify for a UCAP change. However, we disagree that the physical change should be tied to any incremental change in capability in order to qualify for UCAP 
refinement.  As a practical example, a coal-to-gas conversion will not necessarily add any incremental capacity, but would fundamentally change the operational characteristics and performance of the plant such that its historical 
performance is not representative of its future performance. 

4) In addition to 2) and 3) above, what other factors or information should the AESO consider as it drafts the ISO rules for this section?  

None at this time. 
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CMD Final Section 3:  Calculation of UCAP  

SPECIFIC FEEDBACK QUESTIONS 

1) Is the regression-based approach to determining UCAP for gross dispatched self-suppliers clear?  What additional considerations or further detail may be required, to sufficiently describe this approach? 

No comments at this time.  

2) What additional considerations or further detail may be required regarding the process for determining external resource UCAPs?   

External resources should be required to specify physical assets just as internal capacity resources are required to do. 

In our comments to SAM 3.0, we recommended that the requirement for external resources should include “External resources must be specific physical assets and cannot be aggregated or system-backed resources.” Not requiring 
external resources to identify the physical assets that they are committing to the Alberta market creates an unfair standard between internal and external resources and provides little certainty that an external market participant actually 
has the physical capacity to meet its capacity obligation.  This creates an unlevel playing field between resources, creates opportunities for unfair competition, and could ultimately threaten resource adequacy if external resources take 
advantage of the leniency of the requirements imposed on them. 

3) What additional considerations or further detail may be required regarding the UCAP refinement process?   

See our response to 2 above.  

4) Should the list of events under which a refinement request can be submitted as provided in section 3.2.2.a.i be further defined?  If so, please provide your suggestions. 

The UCAP refinement request criteria are not comprehensive and should be expanded.  

The UCAP refinement request criteria should include prolonged, non-recurring, unexpected forced outages (e.g. unusual or infrequent equipment failure such as winding failures), reductions in availability to meet environmental and 
regulatory permitting restrictions, and availability reductions related to maintaining public safety.  

ADDITIONAL COMMENTS 

Please add any additional comments you may have on this section here. 

Not at this time.  

 

 

Name: Marcy Cochlan Organization: TransAlta Corporation  
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CMD Final Section 4:  Calculation of demand curve parameters  

GENERAL FEEDBACK QUESTIONS  

1) Please provide your feedback as to whether the design in this section meets the desired end state and criteria set out for Alberta’s capacity market design? 

The longer foot of the demand curve and setting a minimum acceptable procurement level support the capacity market design.  

We support the improvement to the demand curve shape which increases the foot of the curve.  The longer foot serves to reduce unnecessary capacity price volatility and supports a capacity market that reduces the incentive to 
exercise market power, ensures that the market provides the right retirement and new entry signals, and encourages stable prices and reasonable costs for consumers.   

We also agree that the AESO should procure capacity by setting the target procurement volume to ensure that the government’s minimum adequacy standard is rarely breached.  We firmly believe that reliance on rebalancing auctions 
or backstop reliability interventions should be avoided and minimized to the extent possible.  At this time, we support the AESO’s minimum acceptable level of meeting the government’s minimum adequacy standard in 95% of years 
as an appropriate middle ground solution given that the alternative of using the minimum adequacy standard as the target defines an unacceptably low level of resource adequacy, and using a standard of 100% would likely be very 
costly to consumers. However, the minimum acceptable level should be determined based upon an analysis of the costs and impacts to consumers in terms of capacity costs, energy costs, and costs of disruptions in electricity service 
at various minimum acceptable levels.  Conducting such an evaluation ensures that the trade-offs in terms of capacity and energy costs and cost to consumers from loss of load events are properly considered in setting the right 
minimum acceptable level. 

However, despite the marked improvements to the demand curve shape compared to previous versions of the CMD, we remain concerned in two key areas that the proposed approach to calculating certain demand curve parameters 
does not support the desired end state and the design criteria: 

 Basing Energy and Ancillary Services offset calculations on forward market prices is flawed and creates market risk – This approach will likely not represent the operating profile of a peaker, suffers from poor liquidity, 
and does not address concerns about the forward market’s ability to accurately reflect future real-time energy market prices. Given its potential impact on Net CONE, poorly estimating EAS Offsets creates the risk that needed 
investment in the market will not take place, threatening resource adequacy.   
 

 Cost of New Entry (CONE) must be representative of actual capital costs as well as the risk associated with a stand-alone merchant generation investment In Alberta – The approach to determining the After Tax 
Weighted Average Cost of Capital (ATWACC) is too low and does not reflect the unique risk profile of a stand-alone merchant generation investment in Alberta, and the capital cost estimates for frame and combined cycle gas 
technologies are too low. Gross CONE feeds into the Net CONE calculation that ultimately helps shape the demand curve, and if Gross CONE is set artificially low, capacity market clearing prices may not send the appropriate 
signal to encourage investment needed to ensure reliability.  

2) Which, if any, of the concepts or details discussed in this section are unclear or confusing? What should be added or clarified in the ISO rules to address this? 

Basing the Energy and Ancillary Services (EAS) Offset on forward market prices is flawed and creates market risk. Stakeholders should submit and collectively review estimates of the EAS Offset. 

We are confused as to why the AESO continues to propose an EAS Offset estimation method that is so blatantly problematic. We raised our concerns about using forward prices in our CMD2 comment matrix as well as our design 
working group comments to the June 14, 2018 session.  Our concerns are:  

“[F]orward commodity trades three or more years out are extremely illiquid.” 

“The entire theoretical basis for using forwards in projects it that forwards represent the collective wisdom of the market, but with so few trades underlying forwards curves, there is no “collective” wisdom to be had.” 

“[W]ith such limited trading volume, it would be easy for market participants to schedule a relatively small number of forward trades that could significantly and artificially bias the forward curve upwards or downwards.” 

“[F]orward estimates are not truly reflective of dynamics expected in the real-time energy market under an energy and capacity market structure.  Forward are currently trading with no regard to the capacity market design, but 
rather a belief by some participants about how the market may unfold.” 

“[F]orward products represent energy blocks and do not provide a way to estimate the hourly prices and curves that are necessary to estimate the revenues of simple cycle gas generation that operates at low capacity factors 
with a high degree of intra-hour generation variability.” 

“Owners of simply cycle gas generation do not sell all of their potential generation in the forward market – they hold long positions to earn their commodity market in the real-time market” 

We also note that Alberta’s forward market is too illiquid to actually enable a generation owner to sell its full volume. While forward prices may be acceptable if an asset were able to sell all of its production into the forward market, the 
lack of liquidity precludes this capability.  Moreover, given the illiquidity of the forward market, an attempt to sell a large volume in the forward market could have significant impacts on price levels. 
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Recently, TransAlta requested that London Economics International LLC (LEI) provide their independent view on the AESO’s proposal to use forward market prices to determine the EAS Offset.  LEI noted three key problems with 
using the forwards market:  

1. Standardized forward market products do not represent the operational characteristics of a peaker, 
2. The forward market lacks liquidity and is less reliable for representing market expectations of future prices, and 
3. There is significant uncertainty around how the future market design is impacting (and will impact) the forward markets.   

LEI recommended that the AESO use a simulation based approach to determine the EAS Offset during CONE reviews, but proposed a mechanism to update the EAS Offset between CONE reviews based on indexation to forward 
market trends.  LEI’s report is attached as Attachment 1 to this comment matrix.  

Alternatively, in our Design Curve Working Group Comments filed on June 26, 2018, we recommended “that the AESO implement a process where stakeholders submit estimates of the EAS Offset.  This would entail an exchange of 
forecast energy prices, dispatch levels, and capture prices for the reference technology unit.  The process would not be limited only to company views, but also independent consulting companies’ forecasts to ensure that the best 
available information is used.  The process should allow for review, testing and evaluation of assumptions, inputs and results to obtain the collective wisdom of the market.”  Our recommendation was a middle-ground between an 
overly simplistic forwards-based approach and a complex production cost simulation model in order to address the AESO’s concerns about the internal and external effort required to develop a forecast of the real-time energy market.  

We continue to recommend the stakeholder-driven approach as a feasible way to avoid the issues with the proposed forward market price approach.  

3) What gaps or disconnects may exist in this section? What should be added or clarified in the ISO rules to address this?   

CONE must be representative of a stand-alone project and reflect Alberta-specific financing conditions to ensure that the capacity market design works as intended. 

We understand that the CONE study is still underway, but we are concerned with the direction that the Brattle Group’s work has taken and the results shared to date. Namely, we are concerned that the ATWACC estimate is too low 
due to assumptions that do not reflect the practical realities of financing a merchant peaking generation project in Alberta.  Instead, the current ATWACC estimate is based more on U.S. financing assumptions (e.g., companies such 
as Calpine, Dynegy, NRG, and Talen Energy with primarily U.S.-based operations) in terms of availability of debt and terms of financing.  Furthermore, the companies used in the Brattle Group’s analysis have diverse generator 
portfolios operating in multiple larger, liquid markets with different electricity market structures and market rules. Together, these factors reduce the risk associated with these companies’ generating portfolios, while a single merchant 
generation project in a small and relatively illiquid market like Alberta would face higher risk and would have a higher cost of capital. 

We have asked the Brattle Group to survey active lenders to better understand project financing and financing terms in Alberta.  The Brattle Group has thus far not responded to this request and has assumed that a project can be 
levered up to 50-60%, and debt will be amortized over 20 years.  These assumptions are not grounded in the realities that a merchant peaking facility faces in obtaining financing for an investment in a small and risky market like 
Alberta, and will result in an unreasonably low ATWACC.   

We retained London Economics International LLC (LEI) to assess whether Brattle’s After Tax Weighted Cost of Capital (ATWACC) was reasonable in light of financing terms such as debt service coverage ratio and cash sweep 
provisions that are likely to be required in any project financing arrangement in Alberta.  LEI’s analysis shows with these financing terms, a project’s realized return on equity is substantially lower than the risk-adjusted return assumed 
by the Brattle Group. Understanding the financing terms is not only insightful for understanding leverage and return on equity, but is imperative to ensuring that CONE is reasonably estimated and reflects Alberta-specific financing 
assumptions.  LEI’s report is attached to this comment matrix as Attachment 2.   

We look forward to developing more realistic ATWACC estimates in future working group and stakeholder engagement.   

4) In addition to 2) and 3) above, what other factors or information should the AESO consider as it drafts the ISO rules for this section?  

The capital cost estimates for frame and combined cycle gas technologies are too low.  

We also ask to see further refinement of the estimates of Gross CONE capital costs prepared by the Brattle Group and Sargent & Lundy, particularly for the frame and combined cycle technologies, which appear materially lower than 
the AESO’s estimates and our internal estimates. For example, the capital cost estimate provided for the combined cycle is 13-45% lower than the AESO’s own 2017 Long Term Outlook (2017 LTO) report estimates for the overnight 
capital costs of a combined cycle (in 2017 Canadian Dollars).  The 2017 LTO estimated that the capital costs for a combined cycle are between $1,500 - $1,950/kW, which is substantially higher than the $1,336/kW estimate provided 
by the Brattle Group and Sargent & Lundy.  We are unable to reconcile such a wide variance, especially since our own internal estimates show combined cycle overnight capital costs between $1,499 - $1,693, which is largely 
consistent with the AESO’s 2017 LTO.  These substantial differences raise concerns about the reasonableness of the estimates and call into question whether these should be used as reliable inputs for demand curve parameters and 
capacity market power mitigation.  
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CMD Final Section 4:  Calculation of demand curve parameters  

ADDITIONAL COMMENTS 

Please add any additional comments you may have on this section here. 

The AESO should provide translation from the procurement target, expressed in maximum capability terms, to UCAP terms at the same time and as early as possible.  Market participants need to understand what volume of UCAP 
the AESO intends to procure as soon as possible in order to assess the future opportunities for new investment so that we can make important decisions about the timing of new projects, pre-qualification, and participating in the 
capacity auctions.   

Name: Marcy Cochlan Organization: TransAlta Corporation  
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CMD Final Section 5:  Base auction  

GENERAL FEEDBACK QUESTIONS  

1) Please provide your feedback as to whether the design in this section meets the desired end state and criteria set out for Alberta’s capacity market design? 

Generally, yes. 

2) Which, if any, of the concepts or details discussed in this section are unclear or confusing? What should be added or clarified in the ISO rules to address this? 

Not at this time. 

3) What gaps or disconnects may exist in this section? What should be added or clarified in the ISO rules to address this?   

Not at this time. 

4) In addition to 2) and 3) above, what other factors or information should the AESO consider as it drafts the ISO rules for this section?  

Not at this time. 

 

ADDITIONAL COMMENTS 

Please add any additional comments you may have on this section here. 

 Not at this time. 

 

 

Name: Marcy Cochlan Organization: TransAlta Corporation  
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CMD Final Section 6:  Rebalancing auction  

GENERAL FEEDBACK QUESTIONS  

1) Please provide your feedback as to whether the design in this section meets the desired end state and criteria set out for Alberta’s capacity market design? 

Generally, yes. 

2) Which, if any, of the concepts or details discussed in this section are unclear or confusing? What should be added or clarified in the ISO rules to address this? 

Not at this time.  

3) What gaps or disconnects may exist in this section? What should be added or clarified in the ISO rules to address this?   

See our comments on temporary economic delisting in Section 2 above.  

4) In addition to 2) and 3) above, what other factors or information should the AESO consider as it drafts the ISO rules for this section?  

Not at this time. 

 

ADDITIONAL COMMENTS 

Please add any additional comments you may have on this section here. 

Not at this time. 

Name: Marcy Cochlan Organization: TransAlta Corporation  
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CMD Final Section 7:  Capacity market monitoring and mitigation 

GENERAL FEEDBACK QUESTIONS  

1) Please provide your feedback as to whether the design in this section meets the desired end state and criteria set out for Alberta’s capacity market design? 

Capacity market mitigation has improved and is more closely aligned with developing a workable and competitive capacity market, but could be improved further by basing the default offer cap on Gross CONE.  

The capacity market mitigation proposal has improved with the increase of the default offer cap from 50% of Net CONE to 80% of Net CONE.  We support improving the capacity market mitigation framework further by setting the 
default offer cap for existing resources based on Gross CONE when the price cap is also based on Gross CONE.  Additionally, we fully support the ability for an owner to request an asset-specific offer price when the capacity resource’s 
avoidable costs exceed the default offer price cap.  We believe that these changes support market efficiency by facilitating market clearing based upon true economic costs, and will benefit customers with a competitive market that 
drives to the lowest cost capacity supply.  

However, we remain highly concerned that the unmitigated participation of subsidized resources will distort market outcomes – the lack of a clear set of rules to deal with subsidized resources at market outset raises market 
uncertainty and risks to investors, and will ultimately translate to less new investment, supply uncertainty, and higher consumer costs. 

2) Which, if any, of the concepts or details discussed in this section are unclear or confusing? What should be added or clarified in the ISO rules to address this? 

Not at this time. 

3) What gaps or disconnects may exist in this section? What should be added or clarified in the ISO rules to address this?   

A firm commitment to implement a mechanism to deal with subsidized resources is needed. 

We acknowledge that the AESO plans to include Minimum Offer Price Rule (MOPR) or MOPR-like mechanism for subsidized resources as part of its roadmap items in October 2018 to October 2019. However, the lack of a clear set 
of rules to deal with subsidized resources at market outset raises market uncertainty. While the AESO considers the downward shift in procurement volume due to Renewable Electricity Program (REP) 1-3 procurements small and 
therefore concludes that there is no immediate need to deal with these resources, we believe that an non-specific commitment to consider MOPR falls well short of the certainty a private investor requires to develop long lived assets.  
Any unaddressed distortions to competitive price formation from subsidized resources are concerning, particularly when Alberta intends to add 5,000MW of new renewable supply which could translate to more than 25% of the market 
comprising subsidized resources.  These concerns raise risks for investors which will ultimately translate to less new investment, supply uncertainty, and higher consumer costs.     

As an investor that is planning coal-to-gas conversions and other major investment projects in the near future, TransAlta requires more than a commitment to merely consider MOPR. Rather, we require a firm commitment to implement 
a MOPR or MOPR-like mechanism to deal with subsidized resources.  We made recommendations on a MOPR design in our comments to CMD 2 that we requested be included in CMD 3, but no further consideration or discussion 
has occurred.  While we appreciate that there are other aspects of the market design that the AESO has focused on as core elements of the capacity market design, MOPR is a structural feature of a well-designed capacity market 
mitigation scheme and warrants inclusion.  At minimum, the AESO should commit to the market that a mechanism to deal with subsidized resources will be implemented.  We believe that this clarity will help to alleviate investor 
concerns and send a clear signal that the AESO will proactively respond to distortionary factors to ensure a stable and competitive market.   

4) In addition to 2) and 3) above, what other factors or information should the AESO consider as it drafts the ISO rules for this section?  

Not at this time. 

SPECIFIC FEEDBACK QUESTIONS 

1) What additional considerations or further detail may be required regarding how the AESO will conduct the ex ante market power screen to identify firms that will be subject to capacity market mitigation? 

Capacity offer control should be based on the firm that is responsible for determining the capacity offer price. 

We support the concept that capacity offer control refers to the firm that is responsible for determining the capacity offer price.  This concept should be similar to how offer control is determined for energy offers, where the firm that 
determines and makes the offer is attributed offer control.  For jointly owned assets, we would expect that in most circumstances energy offer control and capacity offer control will be the same.  However, we note that offer control for 
jointly owned assets does not necessarily reflect ownership stake and that capacity offer control could be different than energy offer control.   
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2) What additional considerations or further detail may be required regarding the determination of asset specific offer caps? 

The Energy and Ancillary Services Offset for asset specific offer caps should not be determined based on forward prices.  

As discussed in section 4 above, we disagree with using forward prices to determine the EAS Offset used in the Net CONE calculation and strongly disagree with using forward prices to determine asset-specific offer caps.  In addition 
to our concerns raised above, we have little confidence that use of the forward price could be indicative of the expected captured energy price for a peaking asset and strongly oppose this crude method of being used to determine a 
capacity resource’s offer cap when bidding in the capacity auction.   

While forward prices may be acceptable if an asset were able to sell all of its production into the forward market, Alberta’s forward market is too illiquid to actually enable an owner to sell its full volume in this manner.  Moreover, given 
the illiquidity of the forward market, an attempt to sell a large volume in the forward market could have significant impacts on price levels.  Additionally, the forward products (base and peak) do not reflect the annual, seasonal, weekly, 
daily, and intra-hourly production that a capacity resource has and would therefore be inadequate to use without a shape to estimate energy revenues with any accuracy. 

We also note that historically, short-term forwards traded at a premium to realized real-time energy prices, which suggests that an EAS Offset based on forwards would overestimate the revenues of a capacity resource.  This is deeply 
concerning given that such a bias would result in a lower asset-specific offer cap and force the owner to offer at a level that in uneconomic even on an avoidable cost basis. 

Therefore, we strongly recommend that the EAS Offset for determining the asset specific offer cap should be based upon the owner’s views of forecasted energy and ancillary services revenue potential for their asset rather than 
standardized forward prices.   

ADDITIONAL COMMENTS 

Please add any additional comments you may have on this section here. 

Not at this time. 

 

Name: Marcy Cochlan Organization: TransAlta Corporation  
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CMD Final Section 8:  Supply obligations and performance assessments  

GENERAL FEEDBACK QUESTIONS  

1) Please provide your feedback as to whether the design in this section meets the desired end state and criteria set out for Alberta’s capacity market design? 

We had strongly supported the changes made from CMD1 to CMD3.  These changes included asset substitution for availability and performance penalties, ex-post volume reallocation for performance penalties, and revenue-neutral 
incentives and penalties for both performance and availability penalties.  We believed that the framework was moving in the right direction to align performance incentives for market participants with the reliability objectives of the 
capacity market, and was accommodating meaningful risk management that counterbalanced the onerous penalty structure that could charge market participants up to 1.3 x annual capacity revenues.   

However, the framework in CMD 4 is a step backward and will encourage the wrong behaviours and drive inclusion of higher penalty risk premiums in capacity offers, to the detriment of Alberta consumers. The market design, 
including changes in CMD 4 with respect to the proposed capacity performance scheme, will impede appropriate risk management opportunities and increase capacity obligation risks. Specifically, we are highly 
concerned that the following features of the performance assessment framework do not support the desired end state and the design criteria: 

 The weighting for the performance and availability components of the assessment framework is not balanced. 

 Asset substitution and ex-post volume reallocation do not apply to availability assessments, which limits opportunities to effectively manage risk; 

 The penalty framework is not phased in. 

Collectively, these design choices will not achieve the desired reliability objectives because they do not align the interests of market participants with overall system resource adequacy, will not contribute to the reliable operation of the 
electricity grid as they do not incent proactive market participant action, and will not achieve an effective balance between capacity cost and supply adequacy because they drive to higher penalty costs and higher capacity costs to 
consumers with no offsetting reliability benefit. 

2) Which, if any, of the concepts or details discussed in this section are unclear or confusing? What should be added or clarified in the ISO rules to address this? 

The weighting for the performance and availability components of the assessment framework is not balanced. The performance component should be weighted higher than 60%. 

We continue to believe that the AESO has not provided sufficient justification for its proposed weighting of the performance (60%) and availability (40%) components of the assessment framework. We note that no other U.S. capacity 
market jurisdiction uses a market design feature similar to the availability component that the AESO proposes. Frankly, we believe that the availability component of the assessment framework is largely unnecessary, as the true 
measure of a resource’s contribution to system reliability is whether or not a resource delivers up to its expected capacity when system reliability is truly at risk (i.e., EEA events), rather than the tightest 100 or 250 supply cushion hours 
in each delivery year. Furthermore, capacity resources are already strongly incentivized to manage availability under the proposed UCAP calculation method, as any extended periods of unavailability during tight supply cushion hours 
will be reflected in a resource’s future qualified capacity (which impacts the ability to earn future capacity revenues).  In addition to being largely unnecessary, the availability component is duplicative of performance penalties in that 
both apply during EEA events. By introducing an unnecessary and duplicative component of the assessment framework, the AESO unnecessarily increases the risk of significant penalties that will ultimately be priced into capacity 
market bids, increasing costs to consumers without any material improvement in resource performance and system reliability. 

Therefore, because the performance component more accurately incentivizes performance when resources are truly needed to maintain system reliability, we recommend that the performance component be weighted higher than 
60%, with a commensurate decrease to the availability component weighting. We feel a reasonable weighting would be 80% to the performance component and 20% to the availability component. 

Asset substitution should apply to availability assessments.  

The progress made between CMD1 to CMD3 with respect to risk management has been undermined by the AESO’s sudden and unexpected change to the asset substitution proposal in CMD4. Specifically, the removal of asset 
substitution for availability assessments creates unmitigable penalty risk and reduces the incentives for market participants to engage in appropriate, proactive risk management to minimize supply scarcity and resource adequacy 
events. The potential for this change was not indicated at any point between CMD1 to CMD4, nor was it discussed at any of the CMD working group sessions including the recent June working group meetings. The AESO did not 
provide any explanation for the change except for the CMD4 stakeholder consultation meeting held on July 10, 2018, where the AESO stated that it felt that availability performance is measured based on an average of a capacity 
resource’s performance during the 250 tightest hours in a year and that averaging was, in the AESO’s view, sufficient to mitigate risks.   

We strongly disagree with the AESO’s views. First, the use of an average to calculate and measure availability performance is a mitigating factor and it does not drive the right incentives to manage or prevent resource adequacy 
shortfalls.  While it is true that a market participant may be credited with a benefit from over-performing in one availability assessment hour to reduce or eliminate an availability payment adjustment from under-performance in another 
assessment hour, intertemporal averaging does not encourage the right risk management behaviour.  Actual resource adequacy shortfalls cannot be managed by taking over-performance from one period to compensate for under-
performance in another period.  Resource adequacy shortfalls and market tightness can only be managed by ensuring that sufficient resources are available in real time to meet system needs.  Encouraging ex-ante asset substitution 
to ensure that there is sufficient real-time supply best encourages the appropriate behavior to address resource adequacy concerns.  



 

      Page 18 Public 
 

CMD Final Section 8:  Supply obligations and performance assessments  

Second, the AESO’s proposal to disallow asset substitution for availability assessments will discourage appropriate risk management. Asset substitution should be encouraged as it is a proactive and cost-effective mechanism that 
incentivizes market participants to substitute capacity resources to ensure that all capacity obligations are met and resource adequacy issues are averted ahead of time. There are no costs to consumers associated with asset 
substitution - it is simply a mechanism that allows capacity obligations to be traded to resources that are best able to meet real-time availability and delivery requirements, increases transparency of resource adequacy supply, reduces 
the probability of resource adequacy events, and mitigates shocks to capacity and energy prices for consumers. This not only prevents emergency alert events from occurring but also helps to ensure that the energy market is less 
supply constrained, with the commensurate benefit of lower energy prices for consumers.  However, the incentive to arrange asset substitution is greatly diminished if the capacity resource owner receives no credit in terms of availability 
measurement for the system benefit that it creates by ensuring that its capacity obligation is covered through an asset substitution transaction.  In fact, a disincentive is created because the owner incurs a cost to arrange an asset 
substitution but still faces availability performance risk despite ensuring that its capacity obligation was met.   

Third, disallowing asset substitution for availability assessment results in perverse penalties.  Owners are subject to payment adjustments for both availability and performance penalties if a capacity resource does not generate during 
an Emergency Energy Alert (EEA) event.  Under the proposed framework for asset substitution, an owner can arrange an asset substitution to ensure that another capacity resource meets his capacity obligation by generating during 
an EEA but could still be penalized for availability performance.  In other words, the AESO proposes to penalize an owner that has ensured that replacement capacity is available to meet a resource adequacy event.  

Given the clear benefits of allowing asset substitution to apply to availability assessments and our understandable confusion with the AESO’s recent change to revoke asset substitution for availability assessments, we strongly 
encourage the AESO to reconsider its position in the ISO Rule drafting phase and allow asset substitution to apply to availability assessments.  

3) What gaps or disconnects may exist in this section? What should be added or clarified in the ISO rules to address this?   

Ex-post volume reallocation should apply to both availability and performance assessments. 

We remain unclear as to why the AESO has not allowed ex-post volume reallocation to apply to both availability and performance assessments, as the AESO has applied ex-post volume reallocation to performance assessment as a 
reasonable risk management mechanism. We therefore recommend that ex post volume reallocation be allowed for both performance and availability assessments.  We strongly support ex post volume reallocation mechanism, which 
allows capacity supplier that over-performed to sell the volume of its over-performance to an under-performing capacity supplier.  We believe that expanding this mechanism to apply to availability assessments in addition to performance 
assessment provides a mechanism for suppliers to manage penalty risk and will reduce penalty premiums that would otherwise result in higher capacity cost to consumers. 

Penalty exemptions should be provided for factors that are beyond the owner’s control.  

We commented in CMD1 that “the AESO has not adequately dealt with other factors beyond management control. In particular, hydro resources face significant constraints where capacity cannot be delivered to the system due to 
environmental restrictions and public safety concerns. It is entirely unreasonable to assign penalties where obligations cannot be met without jeopardizing the environment or public safety.” Furthermore, we recommended in our 
comments to CMD2 that the AESO “[a]llow for adjustments to performance and availability assessment to take into consideration factors that are beyond management control, since levying penalties will not improve performance and 
availability during events that resource owners cannot manage.”   

We note that Section 8.2.39 includes “market suspension, limited markets operations, war, invasion, armed conflict, blockage, acts of public enemy, riot, revolution, insurrection, act of terrorism, sabotage, act of vandalism, fire, lightning, 
explosion, earthquake and flood” as events when availability and delivery assessments will not be conducted.  However, we recommend that the events be expanded to include “environmental restrictions and requirements to maintain 
public safety” in the ISO Rules.  

Penalties should be phased in to give capacity resources sufficient time to adjust their operations to the new performance assessment framework.  

In our CMD1 comments, we stated that “there should be an adjustment period for capacity resource owners to understand and manage their risks”. Furthermore, in our CMD2 comments, we recommended that the AESO “phase-in 
the penalty scheme to give capacity resources sufficient time to adjust their operations to the new performance assessment framework.” We continue to recommend that the AESO phase-in the penalty scheme, which will help limit 
the amount of risk that is included in capacity market bids and keep costs reasonable for consumers. A phase-in period over the first five delivery periods would be reasonable.  

4) In addition to 2) and 3) above, what other factors or information should the AESO consider as it drafts the ISO rules for this section?  

Long Lead Time Energy (LLTE) availability assessment should include an asset specific reference price criterion.  

At the June Energy and Ancillary Services working group session, we raised concerns about the potential energy market price distortionary impacts that the proposed availability assessment framework could have for LLTE assets.  
As proposed, LLTE resources with a start time greater than 1 hour will be penalized for availability assessment.  As such, to avoid availability assessment risk, LLTE assets would have to commit to the energy market with potentially 
large must run volumes that would otherwise not be dispatched into the market if based on economics.  We view this as an unintended consequence that will incentivize uneconomic dispatch and result in poor market outcomes and 
reduced market efficiency.  We recommend that the availability assessment for LLTE resources include an asset specific reference price criterion such that an LLTE resource will only be considered unavailable during an availability 
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assessment period if the energy price is higher than the capacity resource’s asset specific reference price.  This would remove the perverse incentive for LLTE resources to engage in uneconomic self-commitment while still ensuring 
that LLTE resources would be appropriately penalized for availability if they should have economically dispatched in the market but failed to do so.  

SPECIFIC FEEDBACK QUESTIONS 

1)  What additional considerations or further detail may be required regarding how the AESO will assess whether demand response assets have obtained a sufficient load volume prior to the second rebalancing auction?  

Not at this time. 

2)  What additional considerations or further detail may be required regarding how the performance of external capacity assets will be measured during availability and delivery assessment periods? 

The performance requirements that apply to external capacity assets should be the same as for internal capacity assets. 

We do not agree that external resources should have a different performance requirement than internal resources.  As proposed, the AESO is providing an external resource 35 minutes to start dispatch, whereas the standard is 10 
minutes for an internal resource.  The standards should be the same for all resources given that the capacity product being procured by the AESO is supposed to be fungible across all capacity resource providers.  We recommend 
that requirements be standardized by either making the external resource performance standard more stringent and in line with internal resources, or making the internal resource performance standard more lenient and in line with 
external resources.   

3) Should the list of events under which availability and delivery assessments will not be conducted as provided in section 8.2.39 be further defined?  If so, please provide your suggestions. 

See response to question 3 above. 

ADDITIONAL COMMENTS 

Please add any additional comments you may have on this section here. 

Not at this time. 

Name: Marcy Cochlan Organization: TransAlta Corporation  
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GENERAL FEEDBACK QUESTIONS  

1) Please provide your feedback as to whether the design in this section meets the desired end state and criteria set out for Alberta’s capacity market design? 

Generally, yes. 

2) Which, if any, of the concepts or details discussed in this section are unclear or confusing? What should be added or clarified in the ISO rules to address this? 

Not at this time. 

3) What gaps or disconnects may exist in this section? What should be added or clarified in the ISO rules to address this?   

Not at this time. 

4) In addition to 2) and 3) above, what other factors or information should the AESO consider as it drafts the ISO rules for this section?  

Not at this time. 

 

ADDITIONAL COMMENTS 

Please add any additional comments you may have on this section here. 

Not at this time. 

  

Name: Marcy Cochlan Organization: TransAlta Corporation  
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GENERAL FEEDBACK QUESTIONS  

1) Please provide your feedback as to whether the design in this section meets the desired end state and criteria set out for Alberta’s capacity market design? 

The energy market mitigation design does not achieve the right balance for a sustainable energy and capacity market design.  It permits economic withholding and offer prices that will suppress capacity market prices, 
which are a key signal for needed investment, and raise energy costs for consumers. 

The changes to the market mitigation framework from CMD2 to CMD4 has elevated the concerns that we have raised throughout the CMD process.  We stated in our CMD2 comment matrix “Allowing economic withholding and 
unnecessarily increasing costs to consumers does not align with the desired end state of “achiev[ing] sufficient investment to maintain supply adequacy and reliability at the lowest cost for consumers”, nor with the criterion that “[t]he 
capacity market should be compatible with other components of the electricity framework.”   

CMD 4 has gone even further to distort capacity market clearing prices (by increasing energy prices and decreasing Net CONE) and place consumers at risk of high and volatile energy prices by increasing the ex-ante offer mitigation 
cap to from 3x to 6x the Asset Specific Reference Price (ASRP) when the supply cushion is between 250MW to 1,000MW.  While we acknowledge that the reduction of the no-look scarcity threshold from 500MW to 250MW is more 
stringent, the impact of increasing the mitigation cap in higher supply cushion hours affects a large number of hours and will likely lead to overall higher energy prices for consumers.  

Therefore, the AESO should expressly prohibit economic withholding and require generators to submit cost-based bids. 

2) Which, if any, of the concepts or details discussed in this section are unclear or confusing? What should be added or clarified in the ISO rules to address this? 

See our comments to 3 below. 

3) What gaps or disconnects may exist in this section? What should be added or clarified in the ISO rules to address this?   

The rationale for the increase in the mitigation cap is scant and does not justify the change.  

The AESO has not adequately consulted on the changes to the proposed energy market mitigation framework.  In fact, the AESO did not even share this proposal until the release of CMD4.  In the most recent Energy and Ancillary 
Services working group session held on June 13, 2018, the AESO proposed an Residual Supply Index (RSI) threshold of 1.0, a no-look scarcity threshold of 500MW, and a reduction to the ex-ante mitigation cap from 3x to 2x ASRP.  
Shortly following the meeting, the AESO circulated a document to working group members titled “Monitoring and Mitigation in the Energy Market Graduated Scarcity and Reference Price Proposal” that proposed the following: 

Supply Cushion and ASRP Multiple Range 
Supply Cushion ASRP Multiple 

>1000 2x 
500-1000 3x 
250-499 6x 

<250 Screen is lifted 

 

At no time was it proposed that the ASRP multiple be increased to 6x for supply cushion levels between 250-1000MW.  The AESO has provided no justification for choosing 6x ASRP nor any analysis evaluating the impacts of different 
supply cushion levels and different ASRP multiples on the energy or capacity markets.   

We provided modeling estimates performed by LEI in our CMD2 comment matrix that showed the energy market price impacts of moving from a market that prohibits economic withholding to a market where economic withholding (in 
the form of 3x ASRP bidding is allowed.  The results showed that average pool prices increased by over $20/MWh in 2021 and over $11/MWh on average over the 2021-2035 timeframe. These increased pool prices would in turn 
increase consumer costs by hundreds of millions of dollars per year.  While the analysis of CMD4 has yet to be completed, we anticipate that the energy market price impacts from proposed change will result in equal if not higher 
increases in consumer costs.  

We request that the AESO provide an analysis of forecast energy and capacity market prices and consumer costs reflecting the change from the CMD2/CMD3 energy market mitigation proposal to the CMD4 proposal.  We also request 
that the AESO provide its analysis that supports the proposed level of 6x ASRP when the supply cushion is between 250 and 1,000MW.  We firmly believe that these types of substantial changes made in the final month of the CMD 
process require clear justification. Unfortunately, we see significant gaps in the consultation process and disconnects in the logic and analysis performed to date that cause great concern about the AESO’s own adherence to its 
consultation principles.  
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4) In addition to 2) and 3) above, what other factors or information should the AESO consider as it drafts the ISO rules for this section?  

Not at this time. 

SPECIFIC FEEDBACK QUESTION 

1)  What additional considerations or further detail may be required regarding the determination of the asset-specific reference price for non-thermal, energy-limited assets? 

We appreciate the statement that “[t]he AESO recognizes the importance of water management to the operation of hydro assets and that opportunity cost is a critical element for determining when the available water is best used to 
produce energy.  The AESO continues to be of the view that in periods when water is scarce and opportunity is relatively high it is appropriate for there to be no energy market mitigation for such an asset if that asset makes offers to 
provide ancillary services, especially active spinning and supplemental reserves and standby reserves.”  The AESO should also consider month to month and seasonal water management given that this is a critical aspect of managing 
hydro resources which are not just energy resources but also critical resources for the environment and other water users.  If this temporarily dimension defines a short timeframe (a week or weeks) and the other uses of water are not 
properly accounted for, water is wasted not only for energy production but also for other valuable societal uses.  

Additionally, we do not support the AESO’s proposed asset-specific reference price based on a 3x the 30-day rolling average pool price.  As mentioned above, 30 days does not properly account for the inter-monthly and seasonal 
hydro cycle and creates a significant risk of undervaluing the opportunity cost of hydro.  We also disagree with the proposed multiplier, which appears arbitrary and is not supported by an analysis of opportunity costs. 

We welcome the opportunity to assist in determining the relevant products and volume obligations for hydro resources.  We look forward to being involved in the further consultation.   

ADDITIONAL COMMENTS 

Please add any additional comments you may have on this section here. 

Not at this time. 

 

Name: Marcy Cochlan Organization: TransAlta Corporation  

 

 


