
 

 

Marcy Cochlan 
Managing Director, Market Regulation & Policy 

Direct Line: 403-267-4664 
Email: marcy_cochlan@transalta.com 

July 20, 2018 

Alberta Electric System Operator 
2500 330 5th Avenue SW 
Calgary, AB 
T2P 0L4 

Attention: Miranda Erickson, Vice President, Markets, AESO 

Dear Ms. Erickson: 

RE: Comprehensive Market Design (CMD) 4 

TransAlta Corporation (“TransAlta”) appreciates the opportunity to file written feedback on CMD 
4 and recognizes the AESO’s hard work to reach this critical point in the market design process. 
We also appreciate the hard work still to come during the rules-making process, and look forward 
to continuing to work with the AESO and our fellow stakeholders.  

In our review of CMD 4 we were very encouraged to see the AESO modify both the shape of the 
demand curve and the capacity market power mitigation framework. Both are critical steps in 
creating the right electricity market design for Alberta’s consumers and generators. 

 By extending the demand curve’s foot and increasing the target procurement volume the 
AESO has (i) recognized that the small size of the Alberta market amplifies the impact of 
supply changes and (ii) taken steps to ensure reliability is achieved, the market promotes 
a stable investment signal for generators and provides stable costs for consumers.  

 In addition, by increasing the default offer cap to 80% of Net CONE and providing the 
opportunity for asset-specific offer caps the AESO has reduced the administrative burden 
on itself and market participants and signaled that it intends to have a capacity market that 
provides the opportunity for Alberta generators to realize cost recovery, which also 
supports the reliability of the market. 

However, there is more work to be done. Good progress was made in the working groups that is 
not reflected in CMD 4. And we are committed to ensuring that progress continues in the market 
rule-making process towards our continued goal of creating an electricity market design that 
supports system reliability, provides reasonable costs for consumers, and attracts investment in 
existing and new generators.  

The following outlines our concerns with specific CMD 4 design features, which we believe should 
be addressed in the rules-making process and reflected in the final market design. 
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Energy market power mitigation: 

 Economic withholding unnecessarily increases consumer costs, decreases the 
investment signal in the capacity market, and should be explicitly prohibited.  

o The newly proposed energy market power mitigation enables even higher bidding and 
economic withholding, by increasing the mitigation cap from 3x to 6x Asset Specific 
Reference Prices (“ASRP”) when the supply cushion is between 250-1,000 MW. 
However, as our previous submissions have showed, allowing economic withholding 
to 3x ASRP increases average Pool prices over $10/MWh in the 2021-2035 timeframe. 
This will increase the risk to consumers of more volatile and higher energy prices, and 
therefore does not support a market design that produces reasonable costs to 
consumers. This proposal also decreases the investment signal in the capacity 
market, which will result in less investment from existing and new generators and lower 
system reliability. The AESO should eliminate economic withholding and require 
generators to submit cost-based bids. 

EAS Offset 

 The use of illiquid forward market prices to estimate energy and ancillary margins will 
underestimate the Net CONE of existing and new generators. 

o Using forward market prices to estimate the Energy and Ancillary Services (EAS) 
Offset for the reference unit and existing generators looking for an asset-specific offer 
cap is flawed. The 3-year forward curve is illiquid and has a wide bid-offer spread with 
few transactions. By using these illiquid forward prices in the Net CONE calculation for 
the reference unit and asset-specific offer caps, the AESO could be underestimating 
their values, which would threaten the reliability of the electricity system by not 
providing generators sufficient revenues to remain in the market. Furthermore, the 
illiquidity of the forward market means there is a higher risk of manipulation by market 
participants attempting to artificially influence the forward price. The common practice 
in other jurisdictions is the use of a 3rd party modeller and a standing committee to 
review the input assumptions, and we recommend the AESO adopt this approach too. 
The EAS offset should be based on the recommendation of a standing 
committee, which decides the appropriate methodology and resulting value 
through a stakeholder process. 

De-listing 

 The temporary delisting requirements are overly restrictive, don’t provide for easy 
entry-exit and therefore do not support coal-to-gas conversions, which are vital to 
system reliability. 

o The temporary physical delisting requirements do not support coal-to-gas conversions 
because they require a generator to be out of the market for a minimum of 5 months, 
which is significantly longer than what we currently expect for conversion-driven 
outage. Temporary physical delisting should help facilitate coal-to-gas conversions, 
which are critical to the reliability of the electricity system. The AESO should reduce 
the temporary physical delisting requirement to 3 months.  

o By restricting temporary economic delisting to the last rebalancing auction, which 
occurs only three months before the start of the delivery period, the AESO is putting 
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reliability at-risk. Three months is not enough time to bring online new generators to 
replace existing generators withdrawing from the auction. Moreover, the AESO is 
unfairly limiting competition in the energy market by barring economically delisted 
generators from energy and ancillary market participation and putting reliability at risk 
by preventing these generators from earning energy and ancillary revenues, which 
could lead to their retirement. The AESO should allow temporary delisting to occur 
in the base and first rebalancing auctions, and allow temporarily delisted 
generators to participate in the energy and ancillary services market without 
restriction.  

o Lastly, there is no justifiable reason for limiting temporary economic delisting to two 
consecutive periods, and such a restriction is unfair, uncompetitive and arbitrary. 
Generators should be allowed the flexibility to enter and exit the market as 
needed and without restriction, based on their view of the prevailing economic 
conditions.  

Penalties 

 The availability performance scheme unnecessarily increases penalty risks for 
generators and costs for consumers.  

o There is no precedent in U.S. capacity markets for an availability performance penalty 
and by implementing one in Alberta the AESO is unnecessarily increasing penalty 
risks for generators, which will result in higher bids in the capacity market and 
ultimately higher costs for consumers. Availability assessment hours are not an 
accurate calculation of a generator’s contribution to reliability and create an additional 
and unnecessary penalty burden and risk for generators. To enable generators to 
efficiently manage performance risk and penalties, the penalty scheme should (i) 
increase the weighting on the performance assessment (80%) and (ii) decrease 
the weighting on the availability assessment (20%) while also (iii) allowing ex-
post volume reallocation for the availability assessment and (iv) phasing-in 
penalties over the first five delivery periods. 

UCAP 

 The UCAP refinement approach should allow market participants to challenge UCAP 
values that do not accurately reflect their contribution to future system reliability.  

o The AESO has developed a restrictive approach to UCAP that (i) restricts generators 
to a narrow range of UCAP values and (ii) unfairly incorporates discrete historical 
events (e.g. major planned outages) in the future forecast of UCAP. This 
underestimates a generator’s contribution to future system reliability, which could 
prevent investment in existing generators and result in their premature retirement. 
Generators should be allowed to challenge UCAP values within a range based 
on their annual maximum and minimum UCAP values calculated for each of the 
past five years; and historical, non-recurring outages should be included in the 
UCAP refinement approach and should not negatively impact a generator’s 
future UCAP values. 

In addition to these CMD 4-specific concerns, we have the following additional comments on 
CONE and MOPR.  
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CONE 

 The After-Tax Weighted Average Cost of Capital (ATWACC) is too low, and does not 
reflect Alberta-specific investment and financing conditions.  

o Despite near universal agreement from Alberta’s generators and the AESO itself that 
the CONE and ATWACC analysis should be developed using Alberta-specific data 
The Brattle Group has continued to rely on U.S.-based companies (e.g. Calpine, 
Dynegy, NRG, Talen Energy). These U.S.-based companies have diverse generator 
portfolios operating in multiple U.S. electricity markets with different electricity market 
structures, regulatory rules, and larger, liquid markets that help lower merchant 
generation project risks. However, Alberta independent power producers (“IPP”) have 
higher risk than U.S. IPPs. Furthermore, none of The Brattle Group’s work considers 
a standalone merchant project nor the required terms and conditions of financing (e.g., 
debt service coverage ratios and cash sweeps). The Brattle Group analysis also fails 
to properly account for the small-market risk premium that would be expected in a 
market the size of Alberta. Collectively, these factors underestimate ATWACC, which 
will result in a market design that fails to provide a price signal for investment in existing 
generators and one that attracts new generators, which jeopardizes system reliability. 
The ATWACC must be developed assuming a stand-alone merchant peaking 
project and reflect Alberta-specific investment risks and financing conditions. 

MOPR 

 Without a MOPR, subsidized resources will distort investment signals for new 
generators when they are needed for reliability.  

o While the AESO has proposed that a mechanism for out-of-market subsidies be 
considered in the roadmap this falls short of a formal commitment to implement a 
Minimum Offer Price Rule (“MOPR”). A Minimum Offer Price Rule (“MOPR”) is needed 
to preserve price formation in the capacity market and prevent subsidized generators 
from artificially depressing pricing. Without a MOPR, capacity prices in the first auction 
are likely to be pushed down by $1.50/kW-mo, which threatens the return on 
investment capital for existing and new generators, and could prevent new generators 
from entering the market when they are needed for reliability. The AESO should 
commit to implementing a MOPR by the first auction. 

TransAlta asks that our concerns be addressed in the market rules drafting process and the 
processes for finalizing the demand curve and CONE. We are committed to making sure the right 
market design is put in place to support a sustainable Alberta electricity market that works for 
generators and consumers.  

We look forward discussing this letter and our attached comments at the AESO’s earliest 
convenience. I may be contacted at (403) 267-4664 or marcy_cochlan@transalta.com. 
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Yours truly, 

TRANSALTA CORPORATION 

MARCY COCHLAN  
Managing Director, Market Regulation & Policy 


