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	Comments


Brazos Electric Power Cooperative, Inc., Rayburn Country Electric Cooperative, Inc., South Texas Electric Cooperative, Inc., and Lower Colorado River Authority, (collectively, the ”Co-ops”) appreciate the opportunity to review and comment on the Future Ancillary Services (FAS) initiative, aka NPRR667, in the ERCOT market.  The Co-ops are particularly concerned that there is now a significant rush to complete this project, at this time and as proposed, for the following reasons:

· The long-awaited cost-benefit analysis (CBA) failed to consider all costs to the market and Market Participants, and used outdated and inequitable assumptions.  

· The Co-ops believe that a full implementation of FAS is no longer warranted, and minor changes can be made under the Current Ancillary Services (CAS) structure to implement many of the desired FAS benefits.

· The FAS design still needs much additional work and analysis if it is to be implemented.  

The Co-ops caution ERCOT to consider all factors and to allow proposals from the FAS design to be fully vetted through the stakeholder process, given all of the recent developments.  Detail to support the Co-ops’ concerns is provided below.   

A. Concerns about Costs and Assumptions of the CBA

The Co-ops are concerned that FAS may result in significantly increased costs to Load in the ERCOT market, without a clearly defined reliability benefit.  ERCOT has not provided a business case that considers all implementation and on-going costs, including those of Market Participants. The Co-ops recommend further analysis with specific examples and scenarios showing how FAS is necessary as compared to what can be accomplished with CAS, and how these new products will provide the desired reliability benefit relative to the costs all parties will bear.

While the cost benefit analysis (CBA) estimated $20 million per year in net savings, the Co-ops believe there were serious shortcomings in the analysis that may have significantly overstated the benefits.  

1. The assumptions of fairly high natural gas prices do not seem reasonable given the current market conditions and projected forward curves.  Given current storage levels, current market prices, and long-term supply of natural gas, $4.35/MMBtu does not seem reasonable. If gas prices are adjusted downward to current levels, the stated benefits will likely be eroded.  

2. Many of the benefits of the FAS project may have already been realized with implementation of changes to the Ancillary Services Methodology (ASM) for 2015 and 2016. The CBA compared FAS to the 2014 ASM, which is very different than the 2015 and 2016 ASMs, resulting in an overstatement of the benefits of FAS.  

3. The CBA assumes that there will be no procurement of NSRS (Supplemental Reserves), which may be true in the long-term, but the Co-ops question whether ERCOT will be comfortable not procuring additional NSRS as it implements a new market design.  This will further erode benefits.  

4. The CBA does not consider Market Participant costs to implement FAS.  ERCOT’s comments on the NPRR667 only estimated $12-$15 million in implementation costs without considering costs to Market Participants.  If Market Participant costs are similar, then the costs would far outweigh the benefits. Also, all retail and wholesale Market Participants would incur a significant amount of implementation cost from energy management systems, including Dispatch and unit testing, to Settlement and invoicing systems.    

5. The CBA assumes that a liquid bilateral market will develop for all FAS products. This may not be accurate. The CAS bilateral market is already illiquid with the current six Ancillary Services. Increasing to eleven Ancillary Services will only exacerbate the issue. With a significant scarcity in fast response Resources, it could drive up costs associated with procuring services provided by those Resources, which would offset the benefit from procuring less overall Ancillary Services.  

6. The CBA appears to have assumed there will be no modifications in bidding behavior by Market Participants and utilizes historical capacity offers. Further fragmenting the Ancillary Services into a number of products with a limited amount of Resources may create market power and much higher clearing prices.  Given this potential, the lack of bidding behavior assumptions in the CBA results in unrealistic cost savings.

B. Full Implementation of FAS No Longer Warranted

The reasons for implementing FAS are unclear and have changed over time, ranging from focus on greater integration of emerging technologies, wind and other Intermittent Renewable Resources (IRRs) to reduced cost and reliability improvement. Given this uncertainty in goals, the Co-ops urge reconsideration of the need for a full implementation of FAS as discussed below.

1. Other markets have made adjustments to their protocols to allow participation by new technologies in their Ancillary Services markets without the need to craft an Ancillary Services product to benefit a subset of technologies.  The Co-ops recommend that we learn from these other markets and make similar changes, without overhauling the entire ERCOT Ancillary Services market.  

2. One motivation of the FAS proposal was to enable a broader range of Resources to help meet system needs. However, even with Brattle’s very optimistic views of power and natural gas prices, Brattle’s futures showed minimal amount of battery and energy storage technologies. 

3. ERCOT Market Participants have yet to fully explore the Synchronous Inertial Response Service. This service could provide some of the benefits of FAS without a need to re-work the entire market.

4. The Co-ops believe that ERCOT and Market Participants need to re-evaluate what the goals are, determine what is needed to operate the system reliably, and determine whether CAS can achieve those goals without significant risk.  

C. Design Issues with NPRR667

While the Co-ops are very supportive of finding new ways to bring new technology into the ERCOT market, we find that doing so without full, careful consideration and development will only harm the reliability of the grid in the long run and increase costs to load. We have many concerns about the details of FAS implementation. Below are just a few of the concerns about the FAS design which we have in this regard:

1. Concerns with Complexity and Liquidity

FAS increases the complexity of the ERCOT market significantly.  Splitting the existing ASM products into multiple new products, with stringent performance requirements may preclude a number of Market Participants from offering their Resources to provide these new products.  This could result in scarcity for some of these new ASM products, particularly if the goal is for new technologies or Resources to fill the gap.  If some of these products have very limited eligible Resources, there may be little market liquidity due to lack of participation and, thus, the majority of Market Participants that will not have eligible Resources will be unable to hedge those costs.  If Market Participants cannot hedge their costs, this could lead to extraordinary volatility in retail prices in ERCOT and have a significant negative impact on the Texas consumers and the economy.  
2. MCPC PFRS vs. FFRS
We do not support the Market Clearing Price for Capacity (MCPC) for Fast Frequency Response Service (FFRS) being derived from the Primary Frequency Response Service (PFRS) clearing price multiplied by the equivalency ratio.  These are two different products, with very different standards of performance and we support having separate clearing prices for each product. There has been no clear analysis which demonstrates how these two products relate to each other for purposes of pricing. Additionally, the proposed equivalency ratios seem to be very much a floating target, but with deep financial impact as they assist in determining payment and substitution eligibility. ERCOT needs to define a specific criteria and identify exactly when it will determine these ratios.

3. New Technologies and Controllable Load vs. Thermal Generation

The Protocols and requirements are very specific as they relate to traditional thermal generation but are less specific when applied to loads and controllable loads, and completely silent on new technologies such as battery storage.  If battery storage is contemplated to fill some of the PFRS/FFRS market needs, the Protocols should be written to address their requirements.  Overall, each market Resource should have equitable and comparable standards and requirements. Referencing paragraph (10) of Section 8.1.1.2.1.3, Primary Frequency Response Service Qualification, how does ERCOT intend develop the qualifications for “different technologies”?  Shouldn’t all technologies be required to meet the same consistent standards and requirements to ensure non-discriminatory treatment in the market? 

D. Conclusion

In conclusion, the Co-ops appreciate this opportunity to submit these comments on FAS. The Co-ops feel strongly that before we can responsibly move forward, we must have thorough CBA that uses updated assumptions, compares savings against the latest Ancillary Services changes, and considers all costs of implementation, including Market Participants’ costs. 
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