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	Date:
	November 6, 2012

	To:
	Board of Directors

	From:
	Chad V. Seely, ERCOT Assistant General Counsel

	Subject:

	Pilot Project: Fast-Responding Regulation Service (FRRS)


Issue for the ERCOT Board of Directors

	ERCOT Board of Directors Meeting Date:  November 13, 2012
Tab No.: 9


	Issue:
Whether the ERCOT Board of Directors (Board) should approve a pilot project to test a Regulation Service product requiring deployment of participating Resources within 60 cycles of an event or instruction, to be effective immediately.  


	Background/History:
P.U.C. Substantive Rule 25.361 was amended earlier this year to authorize ERCOT to conduct pilot projects, which “provide a temporary platform to evaluate resources, technologies, services, and processes that demonstrate the potential to advance the operational and market functions of the ERCOT system.” P.U.C. Subst. R. 25.361(k)(1).  Pilot projects enable ERCOT to “validate the performance claims of alternative technologies, evaluate the extent to which new technologies or processes can provide services that comply with federal and state reliability standards, and review how resources perform in various operational and market scenarios.”  P.U.C. Subst. R. 25.361(k)(1).  On June 19, 2012, the Board approved the first pilot project under the new rule amendments—a 30-Minute Emergency Response Service.  This pilot is currently underway.
ERCOT staff now proposes that the Board approve a pilot project to study the costs and benefits of an Ancillary Service requiring participating Resources to provide 100% of their obligated capacity within 60 cycles of a triggering event or instruction.  This service is tentatively being called “Fast-Responding Regulation Service,” or “FRRS.”  ERCOT staff specifically requests that the Board approve Exhibit A, Governing Document for Fast-Responding Regulation Service Pilot Project, which contains the necessary details of the pilot.
The Governing Document provides the following information required by PUC Substantive Rule 25.361(k)(2):

(A) The scope and purposes of the pilot project;

(B) Designation of temporary exceptions from ERCOT rules that ERCOT expects to authorize as part of the pilot project;

(C) Criteria and reporting mechanisms to determine whether and when ERCOT should propose changes to ERCOT rules based upon results of a pilot project;

(D) An estimate of costs ERCOT will incur attributable to the pilot project; and

(E) An estimated date of completion for the pilot project.

This pilot proposal coincides with efforts of other ISOs to ensure that payments for regulation service more accurately correspond with the actual operational value provided by different technologies.  Federal Energy Regulatory Commission (FERC) mandated these changes in its Order 755.  Similarly, ERCOT staff believes that compensation for Regulation Service in ERCOT should be re-examined, not only to ensure fairness in compensation, but also to ensure that ERCOT is procuring Regulation Service as economically as possible.  However, before proposing any change to compensation, ERCOT staff believes it essential to study both the capabilities and limitations of these faster-ramping units.  This pilot aims to provide ERCOT with a better understanding of these Resources’ characteristics.
As more specifically described in the Governing Document, the purpose of the pilot project is to:

· Determine whether FRRS can improve ERCOT’s ability to arrest frequency decay during unit trips;

· Determine the optimal means of deploying FRRS by testing various deployment methodologies; 

· Determine whether FRRS can reduce the need for Regulation Service and thereby reduce total Ancillary Service costs;

· Assess the operational benefits and challenges of deploying FRRS; and

· Provide data for ERCOT to determine the appropriate settlement treatment for Resources providing FRRS, including possible “pay-for-performance” methods such as those being developed in response to FERC Order 755.

The Governing Document provides all of the necessary details of procurement, deployment, performance measurement, and settlement.  Participation in the FRRS pilot will be open to Generation Resources and Controllable Load Resources.  To qualify, a Resource must be able to demonstrate through testing an ability to deploy to the level of qualification within 60 cycles of either (1) a receipt of a deployment signal from ERCOT or (2) a deviation in frequency in excess of +/- .09 Hz (or other amount established by ERCOT) from 60 Hz.
During the proposed six-month duration of the pilot (subject to termination or extension as necessary), ERCOT will conduct a weekly procurement of FRRS in which it will commit up to 65 MW of FRRS-Up and up to 35 MW of FRRS-Down for each Operating Hour in the upcoming week.  Participating Resources will be paid the clearing price for conventional Regulation Service applicable to each awarded Operating Hour.  

Under the initial deployment logic (which is subject to change upon proper notice), FRRS Resources may be dispatched by ERCOT when frequency reaches a deviation of more than +/- .03 Hz from the 60 Hz nominal system frequency.  FRRS Resources will be required to automatically deploy when frequency deviation exceeds +/- .09 Hz from the nominal frequency.  In each deployment, FRRS Resources must provide at least 95% but no more than 110% of the committed MW obligation.  Failure to provide the obligated capacity within the required time for 30% or more of the deployments in an hour will result in a clawback of 100% of the payment for that hour.  

Beginning in June 2012, ERCOT staff has publicly discussed this FRRS pilot proposal with various stakeholder groups on 15 separate occasions.  ERCOT staff has conferred with the following groups and committees:

· Emerging Technologies Working Group (ETWG), QSE Managers Working Group (QMWG), and Performance Disturbance Compliance Working Group (PDCWG)
· Wholesale Market Subcommittee (WMS), and Reliability and Operations Subcommittee (ROS)
· Technical Advisory Committee (TAC)
During its development of the project, ERCOT staff actively solicited questions and comments from Market Participants.  As a result of these comments, ERCOT staff made a number of changes to the program concept and the Governing Document.  
P.U.C. Substantive Rule 25.236(k)(2)(D) requires ERCOT to include an estimate of costs in any pilot project proposal.  ERCOT staff estimates that the pilot project will cost $3.4 million.  This figure assumes that the pilot will run from January 19, 2013, through July 19, 2013, and is based on an approximated historical average price of $9/MW for Regulation Up and $6/MW for Regulation Down.  This figure also assumes that ERCOT will procure 65 MW of FRRS-Up and 35 MW of FRRS-Down for each Operating Hour during the pilot.  It is possible that actual costs could be somewhat higher or lower, depending on Regulation prices, quantities awarded, and the performance of the pilot Resources.  These costs will be allocated among Qualified Scheduling Entities (QSEs) on a Load-Ratio Share basis, as with other Ancillary Services.  ERCOT staff also anticipates a personnel impact equivalent to 1 Full-Time Employee for the duration of the pilot project.
ERCOT staff believes that the benefit of running a six-month pilot to evaluate the operational value of fast-responding Resources is well worth the expected cost of the project.  Knowing the value of this capability will help ERCOT determine whether it should establish a separate payment mechanism (or perhaps a separate Ancillary Service) for these Resources without having to propose Protocol changes that are uninformed by real-world data.  

In addition to this valuable knowledge, ERCOT should also receive significant operational benefit for every dollar spent during the pilot.  Payments made to participating Resources will be based on the cost of providing conventional Regulation service, which has a much lower ramp rate.  And ERCOT will only pay participants when they substantially comply with the program requirements.  Finally, ERCOT staff has reserved the right to suspend the pilot as necessary if at any time it determines that pilot deployments are creating an operational concern.



	Key Factors Influencing Issue:
The key factors influencing the issue are: 

(1) The benefit of conducting the pilot, which is the ability to evaluate the performance characteristics of fast-responding Resources without having to effectuate Protocol changes providing for a new Ancillary Service of unknown operational value; and 

(2) The costs of conducting the pilot, as described above. 


	Conclusion/Recommendation:
For these reasons, ERCOT staff respectfully recommends that the Board approve the FRRS pilot project, as described in Exhibit A, Governing Document, to be effective immediately.



ELECTRIC RELIABILITY COUNCIL OF TEXAS, INC.

BOARD OF DIRECTORS RESOLUTION

WHEREAS, pursuant to P.U.C. Substantive Rule 25.361(k), the Public Utility Commission of Texas (PUC) has authorized the Board of Directors (Board) of Electric Reliability Council of Texas, Inc. (ERCOT) to approve pilot projects for the purposes of testing new resources, technologies, services and processes;
WHEREAS, the Board finds that a pilot project to determine the operational value of a faster-responding Regulation Service is a worthwhile endeavor; 

WHEREAS, the Board finds that ERCOT staff has developed a proposal for the administration of the pilot project in Exhibit A, Governing Document for Fast-Responding Regulation Service Pilot Project (Governing Document), and such proposal meets the requirements in P.U.C. Substantive Rule 25.361(k)(2); and
WHEREAS, the Board finds that ERCOT staff provided an opportunity for adequate stakeholder review and comment on the proposal and such review meets the requirements in P.U.C. Substantive Rule 25.361(k)(2); 

THEREFORE, BE IT RESOLVED, that the proposed Fast-Responding Regulation Service pilot project, as described in Exhibit A, Governing Document, is hereby authorized and approved by the Board to be effective immediately.
CORPORATE SECRETARY’S CERTIFICATE
I, Vickie G. Leady, Assistant Corporate Secretary of ERCOT, do hereby certify that, at its November 13, 2012, meeting, the ERCOT Board passed a motion approving the above Resolution by ______.

IN WITNESS WHEREOF, I have hereunto set my hand this ___ day of November, 2012.

______________________________

Vickie G. Leady
Assistant Corporate Secretary
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