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

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

If you have any questions about this comment matrix, please email capacitymarket@aeso.ca 
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Name: Marcy Cochlan Organization: TransAlta  

Date: February 27, 2018 

CMD Key Design Questions Comments and / or Recommendations 

1. UCAP: Can you support using Availability factor for 
dispatchable resources? Does the approach meet the 
intent of a resource neutral approach to capacity 
volume that reflects the deliverability of energy during 
periods of tight system conditions? 

No – determination of availability factor using the 100 hours of smallest supply cushion over the past 5 years to calculate 
UCAP creates unfair treatment for existing generators and unnecessarily increases costs to consumers.  

Specifically: 

 It is discriminatory to existing generators. It is not consistent with the principle of fair treatment for new and existing resources 
because it disadvantages existing assets. Use of 5-year historical availability arbitrary assesses existing asset performance 
under a different electricity market structure that did not provide the same availability incentives as the current market 
structure, whereas new assets will be assessed on a forward-looking basis, meaning that existing assets would be 
retroactively penalized through a lower UCAP value that is unreflective of an asset’s actual reliability contribution. 

 It does not assign risk to the participant that is best suited to manage that risk. The approach of having individual generators 
(rather than the AESO) manage planned outage risk, combined with the AESO’s performance penalty framework, forces 
accountability for managing planned outages onto individual generators when they have no ability to reduce the need for 
planned outages (all equipment requires routine maintenance) nor to ensure that outages do not overlap. This would: 

o Increase costs to consumers in two ways – first by increasing the risk that individual generators price into their 
capacity bids, and second by increasing energy price volatility due to the potential for overlapping outages that are 
not centrally coordinated.  

o Threaten system reliability by limiting opportunities for generators to take planned outages for necessary routine 
maintenance needed to ensure reliable operations and will also likely result in higher and more volatile costs for 
consumers. 

 It degrades the price fidelity of the capacity market signal by procuring less capacity than generators are able to provide to 
the system (as demonstrated by appropriate reliability modelling). This will lead to higher costs to consumers since the AESO 
will be procuring a smaller amount of capacity without any change to generators’ fixed costs, so generators will need to bid 
higher to recoup the same fixed costs over fewer MWs.  Moreover, by buying fewer MWs, the AESO has created a smaller 
capacity market and that will exacerbate the volatility of the capacity price in response to new entry and retirements. 

 It is not consistent with reliability modelling. Because the AESO has not performed reliability modelling, it cannot measure 
whether the 100-hour methodology effectively captures generators’ true reliability contribution. No other capacity market 
uses a 100-hour approach to calculate UCAP and the AESO has not provided detailed justification to demonstrate how such 
an approach would result in improved reliability and lower costs to consumers.  
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To better align UCAP calculations with expected reliability contribution and help consumers procure the lowest cost capacity, we 
recommend that the AESO: 

 Use a 5-year historical 1-EFORd calculation to determine UCAP, consistent with other capacity markets and with the AESO’s 
proposed all-hours reliability modelling approach. This ensures that both new and existing assets receive fair treatment in 
the calculation of their UCAP, is transparent for all market participants to calculate, and provides a clear path for generators 
to manage their performance and improve operations to increase their reliability contribution. 

 Create a bounded mechanism for existing generators to challenge UCAP calculations based on historical data that are 
unrepresentative of likely future performance. This will help ensure that resources are compensated fairly for their reliability 
contribution and that consumers do not overpay for capacity. 

 Centrally coordinate and approve planned outages, and exempt approved planned outages from penalties. This will keep 
unnecessary risk out of generators’ capacity bids and reduce price volatility in the energy market by limiting overlapping 
outages, which will reduce costs to the consumer. 

 

Detailed Response: 

The UCAP approach currently proposed by the AESO is not aligned with reliability modeling and will create unintended negative 
consequences for the system. The UCAP for intermittent resources should be validated from resource adequacy modeling. Not 
properly aligning UCAP with contribution to resource adequacy will create unfair treatment for existing resources, distort market 
outcomes, increase costs to consumers, and ultimately undermine reliability.  

Each resource’s contribution to reliability must be measured in an equitable fashion, meaning that the choice of UCAP methodology 
should be based on robust and detailed resource adequacy modeling.  With this as the basis for UCAP methodology selection, 
TransAlta supports and asks the AESO to select UCAP methodologies that most accurately reflects the different capacity resources’ 
contributions to supply adequacy. We believe that a 1-EFORd approach will be better aligned with reliability modeling and will better 
capture resources’ contributions to supply adequacy rather than simply aligning with certain market participant preferences. Beyond 
better capture of reliability contribution, 1-EFORd provides clearer path for generators to improve their performance and reliability 
contribution. Generators have more ability through appropriate maintenance and investment to reduce their EFORd than to increase 
their availability during the tightest 100 hours. EFORd increases with the age of an asset and it is fair to penalize lower performing 
units for a lower EFORd.  

While TransAlta supports using 5 years of historical data with a 1-EFORd approach, we have concerns about the use of 5 years of 
historical data to estimate future planned outages as well as the potential for unrepresentative data to complicate a resources’ UCAP 
calculation.  For example, historical data on planned outages during the energy only market structure may not be reflective of how 
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assets will operate to manage future performance. Given that the capacity market design was unknown to resource owners in the 
past, owners would not have had comparable market signals and incentives to optimize planned outages. This means that assets 
would be retroactively penalized through a lower UCAP value that is unreflective of an asset’s actual ability to contribute to system 
reliability. The use of 5 years of data also captures planned outages that are on multi-annual outage cycles, which can result in under 
and over-estimating planned outages in the capacity delivery period.  For example, if major planned outages are on a three-year 
cycle, the use of 5 years either includes two major planned outages that unduly underestimates UCAP if major planned maintenance 
is not expected to occur in the delivery year or overestimates UCAP if the 5 years includes only one cycle but major planned 
maintenance is expected in the delivery year.   

Additionally, the use of five years of data captures non-recurring, unexpected forced outages.  For example, Keephills 1 experienced 
a force majeure related to a winding failure in 2013 which resulted in the unit being on extended outage.   Keephills 1 will be assigned 
a lower UCAP based on 5 years of historical data than it is expected to deliver in 2021 because it is highly unlikely that the unit will 
experience a similar extended forced outage in the future.  

Therefore, the AESO should establish a process to share UCAP calculation data with resource owners and create a bounded 
mechanism for resource owners to challenge assigned UCAP values prior to each auction, as operators have the best understanding 
and data related to their units.  A dispute resolution process is important to ensure that the AESO is providing a UCAP that is truly 
reflective of resource’s capacity value.  Such a process will be critical in the first few years of market opening given that historical 
data is based on operation in an energy-only market and not necessarily indicative of future performance under a capacity market.   

2. Payment Adjustment Mechanism: Can you support 
using a 60/40 performance/ availability framework? 
Does the approach achieve the intent of higher 
adjustments to performance periods? 

No – TransAlta has two key concerns with the payment adjustment mechanisms: 

1) They fail to support the lowest cost to consumers -- The penalty framework is uniquely harsh as it combines onerous 
mechanisms exhibited in other jurisdictions (i.e. high penalty multiples and penalties for both availability and 
performance) and compounds their negative effects by offering little to no countervailing opportunities to achieve 
incentives (i.e. non-revenue neutral). As a result, capacity assets must build in higher costs in their offers to insulate 
themselves from downside risk.   This produces higher costs to consumers than necessary. 
 

2) They fail to support system reliability in an efficient way – Without the opportunity to earn incentives for availability, 
a capacity resource will not build in goals to increase availability or otherwise support resource adequacy when the 
system needs it.  
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Detailed Response: 

TransAlta does not support a 60/40 performance and availability framework, which unnecessarily increases penalty risks and 
exposes consumers to higher capacity costs through higher penalty risk premiums in the capacity market. The availability penalty 
framework adds penalty risks by twice penalizing capacity resources for performance during Emergency Energy Alert events - once 
through performance penalties and then again through availability penalties.  Resources are already effectively penalized for 
historical unavailability based on the UCAP calculation (which impacts how much capacity a resource can clear), which is based on 
five years of historical availability data.   

Therefore, we are perplexed by this unnecessary element of the penalty framework particularly given that the choice of the 100 
tightest hours can easily capture hours where the market is actually well-supplied – in other words, 100 tightest hours does not 
equate to periods where supply is a concern. Because of this lack of correlation with market supply, availability and performance 
during the 100 tightest hours cannot be readily managed to because the hours cannot be known until the end of year. Additionally, 
it is unclear how a monthly penalty cap could be applied in practice when availability penalties would only be known at the end of the 
year once the 100 tightest hours were identified. Moreover, such a stringent and punitive performance obligation scheme would make 
the Alberta capacity market an outlier among other capacity markets. This is likely to create significant risk for participating capacity 
resources, leading to increased capacity prices paid by consumers.  As such, we recommend strongly that the AESO remove the 
availability weighting from its penalty framework.   

However, if the AESO is unwilling to remove or substantially reduce the 40% weighting towards availability in the penalty framework, 
there are practical ways that the penalty framework can be re-designed to appropriately align risk and incentives while keeping costs 
reasonable for consumers:  

 The availability portion of the penalty framework should be revenue-neutral in order to provide a balanced package of 
incentives to generators. In other words, penalties that are assessed on availability should be reallocated as payments to 
over-performing generators. Allowing capacity resources to earn over-performance incentives allows them to better manage 
unavailability risk and provides a stronger incentive to resources to increase availability/reliability beyond simply avoiding 
penalties. This would promote more reliable resources and reduce the penalty risk premium applied to capacity bids, the 
result of which will be lower capacity costs for consumers. 

 Availability assessment hours should be easy to predict and respond to. If the AESO prefers a tightest hour framework, then 
this should be based upon a predetermined level of low supply cushion (such as <300 MW), and the AESO should provide 
information on its market reporting and forecast systems that provide capacity resource owners a way to foresee when these 
events are likely to occur.   

 The performance payment adjustment mechanism should fix the denominator for non-performance payment adjustments at 
30 hours to create reasonable and predicable penalty levels.  We note that a low number of expected EEA hours is 
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unwarranted given that the availability payment adjustment mechanism has the effect of double penalizing capacity 
resources for performance during Emergency Energy Alert events (once through performance penalties and then again 
through availability penalties).   Therefore, using a low number of expected EEA hours only serves to further escalate the 
level of penalties without a clear benefit in terms of better performance.  

3. Payment Adjustment Mechanism: Can you support a 
monthly cap at 300%? Does the approach achieve the 
intent of reasonably limiting adjustment payments? 

No – The monthly cap mechanism presents an unclear risk at this time as it is connected to availability penalties, which are 
adjusted ex-post on an annual basis.  

Detailed Response: 

TransAlta could support the application of a monthly cap to all payment adjustments.  However, clarity is required, in addition to 
assurance that the monthly cap will be applied to availability penalties as well as performance penalties.  We believe that caps on 
aggregate penalties will help to limit the penalty risk to capacity resource owners so that they are not forced to include that risk in 
their capacity auction bids, which would ultimately result in higher capacity prices for consumers. 

   

4. Payment Adjustment Mechanism: Can you support a 
1.3x annual revenue/ rebalancing assessment limit? 
Does the approach achieve the intent of ensuring 
capacity resources are available for the obligation 
period? 

No – immediate implementation of a 1.3x annual revenue cap creates too much costly penalty risk without achieving 
additional reliability benefit. In addition, costs to consumers will rise as generators build the risk into their offers. 

Compared to other jurisdictions, a 1.3x annual revenue cap is very high and is not guaranteed to improve reliability more than a 
smaller annual cap. This high cap will increase the risk priced into capacity market bids and unnecessarily increase costs to 
consumers.  

For a more reasonable approach, TransAlta recommends that the AESO: 

1. Implement a transitional 1.1x annual revenue cap, which will allow generators to adjust to the penalty framework and make 
necessary investments to improve performance while managing risk priced into bids; and  
 

2. Review the 1.1x annual revenue cap after two years to determine if a higher cap is needed to better incentivize reliable 
performance. 
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Detailed Response: 

TransAlta supports an annual payment adjustment cap.  However, we believe a 1.3x annual revenue/rebalancing is excessive.  We 
understand that this number is somewhat arbitrary, and we note that the penalty regime is untested.  However, a 1.3x cap is higher 
than what is imposed in similarly new capacity markets such as the UK, which limits penalties to 1x annual revenues. 

Any annual cap that is set above actual capacity revenues earned provides capacity resource owners a strong incentive to meet 
performance requirements. An unreasonably high mark-up can impact expected generator returns by increasing risk. This could lead 
generators to drive up capacity offer prices, yielding higher than necessary costs for consumers in the long-run. This creates 
substantial a downside risk for consumers in Alberta, and we are not convinced that 1.3x strikes an appropriate balance between 
ensuring capacity resources meet their capacity obligations and ensuring lowest cost to consumers. 

Therefore, there must be an adjustment period for capacity resource owners to understand and manage their risks.  Specifically, we 
request that the 1.3x mark-up associated with the annual revenue/rebalancing assessment limit be phased-in over time.  For instance, 
the annual cap could be initially set at 1.1x annual revenue/rebalancing assessment limit and then reviewed after the first two years 
to determine if it should be increased further.  The review should determine if the annual cap provides an adequate incentive to 
manage performance risk and should evaluate the benefits and cost of increasing the cap.  The review should also consider the 
trade-off between capacity offer increases that will result from higher penalties and the system cost of poor performance.  

5. Market Power Mitigation: Can you support setting a 
market power screen as a fixed percentage of 
aggregate UCAP requirement for the auction? Does 
the approach meet the needs of mitigating supplier 
market power? 

No – the proposed market mitigation framework fails to support fair competition.  It creates unfair treatment by arbitrarily 
limiting necessary cost recovery for existing generators, which could preclude them from providing cost-effective capacity 
and energy for consumers.  

Specifically: 

1. The 0.5x Net CONE cap for screened generators was selected based on a flawed analysis, that estimated only certain (not 
all) the fixed costs for capacity resources.  In fact, the capacity market is unlikely to provide sufficient revenue for existing 
marginal units to recover their costs, particularly when inflated energy revenues allowed through 3x SRMC energy market 
bidding would reduce Net CONE. This will likely accelerate the retirement of cost-effective existing generators, threatening 
reliability and necessitating expensive new generation entry, which will increase long-term costs to consumers.  

To create a better capacity market mitigation framework, TransAlta recommends that the AESO: 

1. Limit energy market bidding to SRMC for thermal generators and opportunity cost for non-thermal generators to protect 
against unnecessary energy price volatility and ensure price fidelity in the capacity market; 



 

      Page 8 Public 
 

CMD Key Design Questions Comments and / or Recommendations 

2. Subject all existing generators to the same 1x Net CONE (roughly $8/kW-month) no-look bid cap in the capacity market, 
which is required to ensure revenue sufficiency for marginal existing generators to keep them from prematurely retiring; and 

3. Implement a demand curve with a longer foot to reduce the incentive to exercise market power by limiting potential capacity 
price volatility. 

 

Detailed Response: 

TransAlta does not support setting a market power screen as a fixed percentage of the aggregate UCAP requirement. First, by 
arbitrarily capturing only certain generators on the Alberta system, this approach is discriminatory and anti-competitive. Second, this 
approach would not actually achieve the goal of keeping capacity costs reasonable and stable for consumers while ensuring 
reliability. Instead, it would still allow generators not captured by the fixed percentage metric to economically withhold and shadow 
bid while arbitrarily impeding the opportunity for parties to seek a fair return of and on existing and future investments, which would 
cloud the investment signal for generation when it is needed to maintain reliability. 

For example, if a generator above the UCAP threshold invested in a new reference technology asset, it would be required to bid at 
50% Net CONE only one year after the asset entered the market at Net CONE, or would face an onerous AESO review process to 
justify a higher capacity offer price. However, if a lower-than-threshold seller did the same thing, the seller could offer up to Net 
CONE or higher without any impediment.  This creates unwarranted and unnecessary risks and administrative burden for large 
generators without any actual market power mitigation benefit. 

A price cap of 50% of Net CONE is inappropriate. The AESO itself has recognized that the proposed 50% Net CONE cap may not 
be enough for all technologies to recover their net go-forward costs, meaning the mitigation as proposed would be excessive and 
would have the effect of arbitrarily impeding the opportunity for parties to seek a fair return of and on existing and future investments. 
It would also encourage technologies with net go-forward costs above 50% Net CONE to submit bids above the cap for the AESO 
to review.   

The basis for a price cap for existing generators should not be an arbitrarily-selected percentage of Net CONE, which has no bearing 
on actual go-forward costs for existing generators (although the cap for existing generators should not exceed Net CONE). Rather, 
the price cap should reflect the price level that is needed to help cost-effective existing generators recover fixed costs and earn a 
sufficient return of and on capital to remain in the market to meet system reliability needs. The price cap must adequately reflect 
these costs in and cost-effective system as Alberta’s generation mix transitions from coal to natural gas and renewables. 

TransAlta proposed a safe-harbour price cap of $8/kW-month based upon our own analysis of the cost level that is required to 
support fixed operating cost and capital cost recovery of coal-to-gas conversions, which are necessary to ensure reliability for Alberta 
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consumers.  The AESO’s 50% Net CONE appears based on unreasonably high expectations around UCAP eligibility and energy 
market revenues (i.e., assuming that energy market offers can exceed SRMC).  If AESO’s preliminary estimates of the Net CONE in 
the integrated capacity and energy modeling are accurate, then the AESO’s proposed cap of 50% Net CONE roughly translate to 
50% less than the amount needed to allow needed existing generators to recover their fixed costs plus a reasonable return. We 
believe that this creates missing money issues for converted coal-to-gas units and will discourage investment into conversions.  

Therefore, TransAlta recommends the AESO adjust its price cap upward to a level that at minimum allows existing assets to price to 
$8/kw-month without AESO review. This would resolve the missing money problem for cost-effective generator conversions that are 
needed for reliability while keeping capacity costs reasonable for consumers, and would also limit the administrative burden and cost 
for the AESO by reducing the volume of bids that would be submitted for review. 

Rather, market power mitigation should be achieved through a comprehensive framework that would send the proper price signals 
to generation that is needed for reliability while also keeping costs reasonable and stable for consumers. First, no economic 
withholding should be allowed in the energy market, and all generators should have their energy market bids capped at SRMC. This 
will ensure that the energy market sends pricing signals that encourage the most efficient system dispatch. Second, all generators 
in the capacity market (not just those above the 15% aggregate UCAP threshold) should be subject to the same price cap (discussed 
in more detail in the response to Question 6 below), which would allow for recovery of all net going forward costs. This would put 
generators on a level playing field and allow them to recover missing money not recovered through energy market dispatch at SRMC. 
Finally, as a backstop, implementing a demand curve with a longer foot would reduce the amount of price volatility that could be 
achieved through the exercise of market power in capacity market bidding, which would reduce the incentive for market participants 
to economically withhold capacity or shadow bid and would help promote reasonable and stable costs for consumers.   

6. Market Power Mitigation: Is a price cap of 50% of net 
CONE appropriate to mitigate the offers of suppliers 
with market power? 

No – please see response to Question 5. 

  

7. Market Power Mitigation: Do you think there is 
sufficient support that mitigation of buyer side market 
power is not initially required in the capacity market? 

Not necessarily – buyer side mitigation is commonplace in capacity markets when prices can be distorted by unfair 
advantages of government-owned entities or otherwise subsidized resources. 

 

Detailed Response: 

We believe that a Minimum Offer Price Rule (MOPR) is required to address price signal distortions that arise from the participation 
of federal and provincial subsidized resources, as well as crown-owned or affiliated participants, that do not operate on a level playing 
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field with Alberta resources.  The market design as currently proposed encourages these distortions by reducing the resource 
adequacy target procurement volume based on Renewable Electricity Program (REP) procurement, which is tantamount to allowing 
these resources to supply at zero-dollar offers and does not reflect their true economic cost.  

While the discussion of out-of-market subsidies did not fully resolve the definition, it is of paramount importance that the market 
design provide a signal for new investment when needed for reliability without distortion from subsidized resources. It is also important 
that the market encourage cost-effective existing generators to remain in service when they effectively contribute to reliability. All 
market participants agree that REP-procured capacity falls into the definition of an out-of-market subsidized resource. Most, if not 
all, would agree that resources that are built outside of Alberta that subsidized or funded by crown corporations do not compete on 
a level playing field with Alberta resources funded by private investment.   

These issues must be acknowledged as risks to the development of a competitive and sustainable capacity market in Alberta and 
should be addressed as part of a broader discussion about ensuring the price integrity of the capacity market. Out-of-market 
payments have the potential to distort capacity market price signals, impact investment, and impact the opportunity of existing assets 
to earn a fair return.  Mechanisms can be established to mitigate the impact of subsidized resources and preserve capacity price 
fidelity. 

Therefore, we request that we fully capture the concern about out-of-market subsidies as a real risk to competition in the capacity 
market so that we can, at minimum, include this in as a roadmap item for future design changes. 

8. Delisting: Are there some circumstances where the 
delist bid of an asset does not clear but the asset 
continues to participate in the energy market? 

Yes - as long the appropriate energy market mitigation framework is in place, assets should be able to delist for price and 
non-price reasons and still be able to participate in the energy market. Investors have the right to operate their privately-owned 
assets in the energy market if they so choose, and undermining this right will undermine private investment in new generation assets 
in the province, presenting a reliability risk. It will also limit the ability for investors to place assets on standby to substitute in for 
cleared capacity resources when cleared resources take a planned or forced outage, which will increase penalty risk and yield higher 
costs to consumers. Therefore, assets should be able to delist freely and still participate in the energy market. 

 

Detailed Response: 

At a high-level, TransAlta is concerned that the AESO’s proposed approach to reviewing and approaching generator delist and 
retirement decisions is overly restrictive, and that the AESO is moving too quickly to consider finer details around delisting when it 
still needs to address the larger question of delist and retirement flexibility. Simply put, generation assets are private property, and 
generation owners need the flexibility to mothball and retire units that are either uneconomic given market conditions or require 
sustained outage for upgrades or conversion. Without this flexibility, generation owners are unreasonably exposed to performance 
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and availability penalty risk, while keeping uneconomic generators in the market clouds price signals that would otherwise attract 
more competitive generation. 

It is also possible that a delisted asset may continue to participate in the energy market if its capacity were contracted to an external 
jurisdiction, although opportunities for this arrangement are extremely rare for resources in Alberta. With respect to assets contracted 
outside of the market, we envision that it may be possible that this could occur for reliability or other operational reasons.  For 
example, an asset that delists may be later deemed necessary to operate to manage a system reliability requirement and may be 
contracted to run under a reliability must run contract.  Another example may be that a new opportunity emerges such that an 
otherwise uneconomic plant is needed to meet a (new) customer’s operational requirements.  Under these circumstances, the asset 
may be directed to provide energy under a reliability contract or it may produce energy in excess of its customer’s requirement. 

9. Delisting: Should a resource be able to delist from the 
capacity market but be eligible to participate in the 
energy and ancillary services market? For example: 

a. An asset of a non-mitigated supplier fails to 
clear, should it be allowed to continue energy 
market participation? 

b. For long outage requirements that are for a 
substantial portion of the year? 

Yes - delisted assets should be permitted to bid in the energy market, as this will make resource substitution more 
economically viable.  

See the response to item 8, above. 

   

10. Transition to Capacity Market: Is a rebalancing 
auction for first obligation period 2021/22 required and 
practical? 

Yes - a rebalancing auction should be held three months prior to the first obligation period as this will help ensure the right 
level of capacity procurement to ensure system reliability prior to the first obligation period.  

 

Detailed Response: 

It is highly desirable for all market participants to have the opportunity to experience and learn about the mechanics of the rebalancing 
auction process.  As such, a rebalancing auction should be implemented three months prior to the obligation period (August 2021).  
Furthermore, there are new projects and conversions that might take place leading up to the first obligation period as well as potential 
material changes to the load forecast, and a mechanism to adjust capacity volumes and potentially sell into the rebalancing auction 
is likely to be needed.  
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