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Please complete this matrix by February 27, 2018, and upload it to the “Feedback” folder on the CMD SharePoint site. The AESO will post all comment matrices received from working group 
members on www.aeso.ca. 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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CMD Key Design Questions Comments and / or Recommendations 
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1. Offer Obligations, Dispatch, and Scheduling: Are 
there any issues or gaps / in the CMD proposal for 
intra hour scheduling and priced import assets? 

Yes.  Internal and external resources must be treated in a fair and equitable manner, without distortions caused by unfair 
advantages of government-owned participants in neighboring jurisdictions.  The establishment of this principle reflects the 
fairness component of a FEOC market.  FEOC principles have consistently been supported for the capacity market, both by 
the Government of Alberta and the AESO.  

Lack of fair treatment will reduce the investment signal for Alberta assets and discriminate against Alberta resources that 
have no reciprocal ability to compete in neighboring jurisdictions and no similar ability to participate in the Alberta market on 
a portfolio basis, as would system-backed external resources.  

Intra-hour scheduling is of secondary importance to this key issue of fairness in the capacity market. 

To ensure fair and equitable treatment, the AESO should:  

1) Account for external resource crown corporation advantages, preferential financing, and subsidies in external resources’ 
capacity market bids;  

2) Ensure that external resources are evaluated against the same reliability criteria as internal resources; and   
3) Either limit external resource participation to asset-specific participation or allow internal resources to participate as aggregated 

resources. 

 

Detailed Response: 

External resources should be able to participate in the Alberta electricity markets in a way that ensures fair treatment for internal 
resources and that ensures that external resources are able to contribute to system reliability for the benefit of Alberta consumers. With 
these overarching principles in mind, TransAlta believes that the AESO has jumped too quickly addressing external resource issues 
that are too narrowly defined (i.e., intra-hour scheduling) without first addressing the larger issue of how to ensure that external and 
internal resources compete on a truly level playing field. Without fully addressing this larger issue, enabling greater external resource 
participation will distort market outcomes and undermine the signal for private investment in Alberta, potentially threatening system 
reliability for Alberta consumers.   

For example, fair competition between external and internal resources cannot occur if external resources have access to preferential 
financing terms that are not available to internal Alberta resources. Furthermore, there are no similar competitive markets in immediately 
adjacent jurisdictions that provide any reciprocal opportunity for Alberta resources to compete against external resources in their native 
markets.  

TransAlta also sees gaps and issues with allowing external resources to qualify as system-backed resources. External resources are 
generally prohibited from participating in the US capacity markets in this manner (with a narrow exemption in ISO-NE for Hydro-Quebec).  
Participating as a system-backed resource effectively creates unfairness by allowing external resources to bid in and meet their 
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obligations as a portfolio of assets, while internal Alberta capacity resources are not allowed this option.  We recommend that the AESO 
limit external resource participation to asset-specific participation and prohibit participation as a system resource.  As an alternative, the 
AESO could level the playing field by allowing internal Alberta resources to participate as portfolios of assets and allowing resources to 
meet their capacity performance obligations on a portfolio basis. 

Mechanisms to ensure fairness could include minimum offer pricing rules to prevent unfair competition based upon subsidization or 
crown-affiliated advantages gained from their native jurisdictions. Once these larger issues on competition are addressed, we see no 
issues with enabling greater participation from external resources.    

2. Offer Obligations, Dispatch, and Scheduling: 
Assuming imports can be scheduled and priced 
intra-hour, can you support that capacity committed 
imports must offer their capacity volumes? 

Yes.  A level playing field supports fairness in a competitive market. External resources must meet the same must-offer, 
performance, incentive and penalty requirements as internal resources.  

 

Detailed Response: 

TransAlta supports fair and equitable treatment for all capacity cleared resources that ensures that they effectively contribute to system 
reliability.  In this regard, we expect that cleared import resources would have must offer requirements just as internal Alberta cleared 
capacity resources do.  Even if imports cannot be priced intra-hour or face scheduling complexities, they should have the same delivery 
requirements as internal Alberta resources.  Unlike existing internal Alberta resources, import resources have a choice in terms of 
participating in the capacity market.  They are not developed for Alberta and are not driven by the needs or economics of the Alberta 
electricity market.  While we do not oppose import participation in Alberta, we believe that it is necessary to recognize the fundamental 
differences between external resource participation and internal Alberta capacity resources.  The capacity market cannot be distorted 
by subsidized generation from other jurisdictions, which requires that a level playing field be established to ensure that the dynamics 
and investment signals from the market encourages private investment in Alberta. Additionally, in order to properly incentivize 
performance that contributes to system reliability when needed, cleared import resources must also meet the same performance 
obligations as internal Alberta resources and be subject to the same penalty system. 
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3. Flexibility and Price Fidelity: 
a. Any concerns with addressing ramp by 

block and dispatch tolerance to address 
system variability? 

b. Any concerns with shorter settlement at 15 
minutes?  5 minutes? 

c. Any options missing from the options to 
evaluate to address variability? 

d. Any unintended consequences with 
optimization look ahead or pre-dispatch? 

e. Any comments on ramp product? 

 

Yes, TransAlta has three primary concerns with these proposals: 1) they will cause unjustified increases in costs to 
consumers; 2) they create unnecessary additional costs for existing generators, unfairly accelerating their retirement; and 3) 
there are more efficient and cost-effective ways to address variability. 

 

Detailed Response: 

Ramping and Dispatch Tolerance – Existing generators can offer low cost capacity and energy to the market, which would 
benefit consumers for years to come.  However, the AESO’s proposal to over-dispatch the merit order and change dispatch 
tolerances for existing generators unnecessarily increases operating costs and reduces asset lives for existing generators. 
The AESO’s proposal will force premature retirement of existing units from the market, and hasten the entry of expensive new 
generation units. 

At a high level, TransAlta believes that the fundamental purpose of the energy market is to dispatch the system most efficiently based 
on short-run marginal costs, while the purpose of the ancillary services market is to encourage an appropriate and diverse mix of 
resources that can provide necessary grid services in the very short term. Given the fundamentally different purposes of the two markets, 
the two markets should send different price signals.   

As such, TransAlta is concerned about over-dispatching the merit order in the energy market to increase flexibility and about changing 
rules such as dispatch tolerances for existing generators to accommodate increased variable generation. Our concern is that these 
mechanisms are punitive to existing generation by requiring them to dispatch more flexibly than they were designed to do, resulting in 
operation of these existing units with excessive ramping and cycling that would result in additional wear and tear, higher maintenance, 
and shorter asset lives. As discussed below, encouraging sufficient ramping capability and flexibility on the system should be reflected 
in products and price signals available in the ancillary services market. 

15-Minute Settlement Interval – The AESO has not demonstrated that moving to shorter settlement periods will lower costs to 
consumers.  TransAlta believes that this could create unnecessary administrative burdens and costs. Until compelling 
analysis for this case can be made, implementing a shorter settlement period should be considered low priority in the near 
term. 

TransAlta agrees that a 15-minute settlement interval can be explored in the future, but does not see this as a priority for the next few 
years given the volume and importance of other market design changes that need to be implemented immediately. TransAlta is not 
convinced that a 15-minute interval provides significantly better incentives or price signals for flexible resources than an hourly 
settlement interval.  We are perplexed by the differences in the AESO’s analysis of the expected changes and benefits from shortening 
the settlement interval.  The AESO’s analysis from its Evaluation of Shortened Settlement Intervals on Unit Revenue dated October 16, 
2017 shows that only wind generation revenues go down under 15-minute settlement whereas all other revenues for all other resource 
types go up. However, the analysis from the AESO’s Comparison of 15 minute Settlement Interval, hourly settlement interval and 
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Payments to Suppliers on the Margin (PSM) Impacts presents a view that the total revenue paid using shorter intervals is significantly 
lower than hourly settlement.  These two analyses do not reconcile and would lead to different views about the prudency of a change 
to 15-minute settlement.   

TransAlta also reiterates our concern that there could be additional costs for market participants with respect to validation, information 
storage requirements, settlement system changes, and other process changes needed to accommodate a shorter settlement interval, 
and that these costs could outweigh any benefits from the change. For example, the line losses use hourly settlement data and energy 
market merit orders and require significant computational resources to calculate. Shifting to even shorter settlement intervals could 
increase this burden four-fold and vastly increase complexity.  We anticipate that there could be proportionately large changes to other 
aspects of work directly tied to hourly settlement data.  Based on the analysis to date, which fails to clearly demonstrate the benefits or 
properly consider the overall costs of the change, we disagree that a case has been made to prioritize a move to a 15-minute settlement 
interval over other, more pressing market design issues. 

Ramp Product – Rather than addressing variability through energy market dispatch, the AESO should create separate ramp 
product in the ancillary services market. The most effective way to procure flexibility is through a separate product that directly 
compensates the most flexible resources that can address ramping needs most efficiently and at the lowest cost. This will 
result in the clearest signal for investment in flexibility, avoid distortions in the energy market, keep low cost capacity 
resources participating in the market, and keep costs low for consumers.   

TransAlta supports options such as procuring more regulating reserves or developing a separate ramping product to address the 
flexibility requirements of the market.  We view ancillary services options as superior to the proposed ramp by block and dispatch 
tolerance proposals because procuring flexibility separately from the energy market allows for self-selection of the units that are best 
suited to be more responsive and have the ramping characteristics required to address variable generation.  We note that the AESO’s 
wind forecasting has been refined over time to be more accurate and reliable and would adequately serve the purpose of determining 
ramping product procurement volumes. A separate ramping product also provides a clearer price signal for the type of flexibility required 
rather than distorting the energy market price signal or muddying the price signal for regulation reserves, which ultimately serve a 
different grid function than a ramping product. 

Look Ahead Optimization and Pre-Dispatch – Look ahead and pre-dispatch are a misuse of the energy market and are inferior 
solutions to addressing variability in the ancillary services market.  Providing a clear price signal through direct procurement 
of a separate ancillary service product will be most effective in signaling investment in needed flexibility. 

We view options such as look ahead optimization and pre-dispatch, both of which misuse the energy market merit order, as inferior to 
an ancillary service procurement.  Dispatching up and down the merit order to meet the flexibility requirement can result in greater 
ramping and cycling of units than they were designed to perform in order to meet system requirements.  Excessive ramping and cycling 
results in more wear on units, which could negatively impact operations, diminish reliability, increase maintenance, and ultimately 
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shorten the life of the asset.  Furthermore, over-dispatching the merit order affects energy price fidelity for the whole market, which may 
be costlier to consumers in the long run than procuring ancillary services.  

Day-Ahead Market – TransAlta supports further consideration of the merits of moving to a financially binding day-ahead 
market in the near future as an Energy and Ancillary Services Roadmap item.  

See comments in item 6, below.  

4. Any comments on co-optimization (EAS) in the 
context of SCED model? 

Note: The AESO will continue the analysis on the 
options for flexibility and present at the next WG 
session in April. 

Yes – the benefit versus cost to market participants of acquiring a Security Constrained Economic Dispatch Tool remains 
unclear. Therefore, we support the AESO performing a detailed cost-benefit analysis to ensure that the tool will result in net 
lower costs to consumers without unduly increasing the AESO’s administrative burden. 

 

Detailed Response: 

TransAlta understands that the AESO would like to further investigate the use of co-optimization software and tools that would aid the 
AESO to manage the system through energy and ramp optimization.  We would like to better understand how these tools can improve 
system operations in terms of the benefits may provide over the more manual and procedural ways that the AESO currently operates 
the system compared to the costs of implementation. We would also like to better understand how these tools will be integrated not just 
into behind-the-scenes system management, but also the energy and ancillary services markets themselves. We understand that these 
tools are common in other markets and may be relatively low cost to implement and result in cost savings at the AESO.  We look forward 
to further analysis that provides a cost-benefit analysis for acquiring a Security Constrained Economic Dispatch tool in Alberta.  
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5. Market Power Screen and Mitigation: Can you 
support the proposal for ex ante mitigation as 
stated (RSI and scarcity screen and conduct 
threshold), specifically: 

a. Are there issues with 0.9 RSI that warrant 
further consideration? 

b. Are there any issues with the revised RSI 
formula?  Is it required? 

c. Are there any issues / unintended 
consequences with additional scarcity 
screen? 

d. Are there any issues with a conduct 
threshold at 3x?   Are there better 
alternatives? 

e. Are there any issues with opportunity cost 
exceptions?  Any input for formulae / 
evaluation? 

No. 

TransAlta cannot support the current market mitigation framework for the energy market. The current proposal does not meet 
the stated goals of the Government of Alberta to ensure low costs to consumers by protecting them from price volatility, and 
to achieve reliability by providing stable and predictable revenues and incentives to generators for investment.   

In fact, the AESO’s proposals will exacerbate energy price volatility and constrain scarcity pricing when needed to incentivize 
dispatch during system events. This will reduce the economic viability of existing low-cost capacity resources by shifting 
compensation away from the capacity market and into the energy market, force the exit of existing generators, require expensive new 
generation entry to maintain reliability, and ultimately increase total electricity costs for consumers.  

To improve energy market mitigation, we recommend that a shortage pricing mechanism needs to be developed: 

1. Thermal generators bid SRMC (including startup costs) and non-thermal generators bid opportunity costs in the energy market; 
and 

2. In tight supply conditions where the supply cushion is <300MW, all energy offers be unmitigated to allow market prices to rise 
to a level that reflects market scarcity.  

   

Detailed Response: 

We do not support the AESO’s proposal of a market power screen (Residual Supply Index (RSI) because it can create perverse pricing 
signals during supply shortfall events. In other words, with RSI, energy prices can fall when supply tightens in scarcity situations. In 
these tight market conditions, the RSI screen falsely captures large and small market participants and indicates that these participants 
can abuse market power.  The net impact is that offers are mitigated and the energy market price is prevented from sending a signal of 
supply scarcity, which impacts generator and load response.  TransAlta recommends that in pre-defined tight supply conditions such 
as a supply cushion of <300MW, all energy offers be unmitigated to allow market prices to rise to a level that reflects market scarcity.  
In order to facilitate this adjustment in offers, the AESO could implement a flag in the future supply and demand forecast that signals 
when a scarcity condition is forecast to occur. 

Furthermore, the use of the screen, coupled with the description in the CMD1, suggests that market participants that are below the RSI 
are able to offer above Short Run Marginal Cost (SRMC). This contradicts the AESO’s expressed view that “Theoretically [energy offers] 
should be mitigated to SRMC” (Energy Market Mitigation and Pricing, February 14, 2018).  While we understand that the AESO is 
concerned about the administrative burden of implementing a conduct and impact threshold framework due to the number of offers that 
it may need to review, we still disagree that the RSI is an appropriate means to reduce this administrative burden.  For example, it 
suggests that a unit that is not actually incurring the costs of starting up or cycling should be able base its offer prices as if it were 
incurring startup and cycling costs. This has the effect of extracting revenues from consumers that are not reflective of the cost to 
operate.  This also suggests that sellers that are below the RSI threshold can freely engage in offer behavior (such as economic 
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withholding) that drives energy prices well beyond the level that would have compensated them for their highest fuel, variable operating 
and maintenance, start up, and running costs.  We cannot reconcile how this can be permitted when capacity resources are already 
earning capacity revenues to compensate for their fixed costs. 

TransAlta understands that the AESO’s rationale for selecting a 3x SRMC conduct threshold was to set the level high enough to allow 
units to offer in a broad range of short run costs such as startup and ramping costs.  However, the threshold should not be set at a level 
that suggests permissive offer behavior because practicing this offer behavior would increase the risk of ex-post investigation and non-
compliance.  We would prefer that the energy market mitigation framework remove this risk by explicitly stating its expectations about 
acceptable energy market offer behavior.  At a minimum, we would expect that the AESO and MSA clarify their expectations that SRMC-
based offers are expected in the energy market for all cleared capacity resources given that competitive offers in the energy market 
should reflect the costs that a supplier would avoid incurring if it were not to provide energy. 

However, TransAlta fully supports the AESO proposal to allow non-thermal resources the ability to submit opportunity costs, which may 
be in excess of 3x SRMC, for approval as the basis for and part of the 3x SRMC conduct threshold for associated company assets.  
This proposal appropriately considers that unique operating characteristics, economics and risks that drive investment and operations 
of resources such as hydropower.  Unlike thermal resources, the economics and operations of these resources are not driven by fuel 
cost, but rather environmental constraints and other opportunity costs associated with the value of water. And while bids of non-thermal 
resources should be able to accurately reflect their economics and operations, there must also be a process that allows for testing of 
these costs to provide greater assurance to consumers that energy offers are constrained from the effects of market manipulation that 
contributed to the price spikes and volatility that they historically experienced in the energy-only market. We are currently in the process 
of determining appropriate methodologies for quantifying these opportunity costs and seek greater clarification about the review and 
approval process that the AESO intends to implement.  
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6. Roadmap: A fulsome roadmap will be presented to 
the April WG.  The rules required for 2021 and 
taken out of scope have been identified.  Rules that 
may be delayed or phased in will be identified at 
that time.   
a. Can you support the efficiency pieces taken out 
of scope (SCUC, BDAM, co-optimization)? (See 
section 10.4) 
b. Scope: Can you support the pricing pieces taken 
out of scope (price cap, shortage pricing, negative 
pricing) 

Recommendation: TransAlta supports considering the price cap and binding day-ahead market in the near future.  We support 
the other efficiency pieces being taken out of the scope. We believe that shortage pricing mechanisms should be addressed 
immediately. 

 

Detailed Response: 

TransAlta supports the AESO’s list of energy and ancillary services market reforms that are considered out-of-scope in the capacity 
market rule package and road map.  We appreciate that the scope of market changes is already broad and the items list such as 
locational marginal pricing, security-constrained unit commitment, and a day-ahead market will only add to the heavy burden of work to 
implement the capacity market.  In this respect, we believe that the AESO’s approach is practical and provides a realistic scope of work 
that can be achieved to facilitate the capacity market implementation. 

TransAlta also supports the removal of negative pricing, intertie dynamic scheduling and co-optimization of energy and ancillary services 
from the roadmap. We see these items as “solutions” to problems that do not currently exist in the Alberta market and distractions from 
more pressing issues that impact system reliability, costs to consumers, and the feasibility of private investment. While these design 
choices may be pertinent to other markets, the problems that these elements address (such as negative pricing) are not emergent 
issues in Alberta, given the mechanisms that Alberta has adopted in our market design.  

TransAlta does see a future need to review the price cap and shortage pricing mechanisms.  However, we do not see these items as 
imminent challenges or risks.  We believe that the price cap, which has never been properly reviewed for potential changes since the 
implementation of the energy only market, is a design element that all markets should periodically review.  Had the price cap been 
initially designed to change over time (such as indexing the cap to inflation), the periods between reviews could have been lengthened.  
However, without such mechanisms in place, a review is long overdue.   

With respect to shortage pricing, we believe that an appropriately designed scarcity pricing mechanism, such as the mechanism 
proposed by TransAlta in question 5 above, may reduce the need to implement an administrative shortage pricing mechanism.  However, 
we do expect that the need for shortage pricing could be entirely mitigated with a capacity market that procures a sufficient volume of 
supply to ensure that the market would avoid shortfall events.    

Although not feasible for immediate consideration at this time, TransAlta supports further consideration of the merits of moving to a 
financially binding day-ahead market in the near future as an Energy and Ancillary Services Roadmap item. TransAlta is interested in 
actively participating in the work to determine these benefits and welcomes the opportunity for further technical working group and 
stakeholder involvement. 
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General Comments:  Any comments on relevant scope areas of the CMD that are not addressed above 

 

 


