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	Comments


As Advocate for PRS, I respectfully submit the following Position Statement.
The motion to reject NPRR667 was overwhelmingly supported by PRS members – 71.4% of the affirmative votes. Market participants have, together with ERCOT, been engaged in the process of evaluating potential new Ancillary Services for a number of years. We appreciate the significant effort that ERCOT has committed to the process, and believe that much good information has come out of the work developing NPRR667. This is a sentiment that was echoed repeatedly by PRS members.  
Nevertheless, it is not appropriate to approve NPRR667 at this time, for a number of reasons:

1.
ERCOT has not demonstrated a current nor future reliability need for new Ancillary Services.
· The ERCOT System continues to see development of wind capacity and record wind output levels yet no trend of degrading reliability has materialized. ERCOT’s most recent Control Performance Standard 1 (CPS1) 12 Month Rolling Averages are the highest average CPS1 scores ever observed.
· Likewise, there is no reason to believe that poor frequency control may be right around the corner. Improvements to the CPS1 scores are being realized despite an exponential increase in intermittent resources on the system. As noted in the Brattle Group’s Cost-Benefit Analysis of ERCOT’s Future Ancillary Services Proposal (CBA), an anticipated replacement of coal and lignite resources in the ERCOT System with faster ramping gas resources should result in an improvement to system inertial response, resulting in more rapid recovery from system disturbances in the future. 
· Even if frequency control does become more difficult in the future, ERCOT has not shown that the current suite of Ancillary Services is incapable of addressing those situations. Historically, ERCOT has modified the Ancillary Services methodology to ensure it has the right products in the right amounts to address reliability needs. There is no reason to believe that similar adjustments will not meet ERCOT’s reliability needs in the future. 
· One of ERCOT’s arguments in its appeal of NPRR667 is that the current Ancillary Services were designed for a large fleet of gas steam units; however, nearly all of the older gas steam units have been replaced by more efficient and agile gas combined cycle technology and combustion turbines. Those technologies are needed to balance a system with increasing intermittent resources, and can all adequately participate in the current Ancillary Services markets.

· In discussions around NPRR667, ERCOT has suggested that the current Ancillary Services market creates barriers to entry for new technologies (namely, battery storage). Notwithstanding, the CBA showed that participation by new technologies would increase only by approximately 200 MW under the NPRR667 framework. The CBA also demonstrated that most of the opportunity to participate in Fast Frequency Response Service (FFRS) will be consumed by existing Load Resources. Furthermore, NPRR581 introduced an Ancillary Services product specifically to allow battery resources to participate in the Regulation market. This product is not fully subscribed, presumably due to prices in the Regulation market. Thus, it appears that market economics, rather than Ancillary Services market design, is the primary barrier for attracting more battery resources.
2.
Market participants have concerns about market liquidity for new Ancillary Services. 

· Hedging Ancillary Services for Loads is already difficult since the bilateral market for these products is illiquid for both near-term and long-term products. Dividing the current Responsive Reserve Service (RRS) market into five new products will make the task of hedging more difficult and increase hedging related costs.

· Lack of liquidity will create price formation concerns. ERCOT’s solution to price FFRS using an equivalency ratio times the cost of Primary Frequency Response Service (PFRS) is not an adequate approach.
· Varying capacity procurements and equivalency ratios also complicates hedging for Load Serving Entities.

3. 
Market participants would prefer to see ERCOT focus on identified reliability needs and alternatives to NPRR667, which ERCOT is not willing to do so long as NPRR667 is undecided.

· ERCOT’s appeal acknowledged that PFRS will not be an effective market without a modification to BAL-001-TRE, yet ERCOT has taken no observable steps to achieve that modification.
· One of the primary drivers for considering new Ancillary Services was ERCOT’s concern about maintaining system inertia with a higher level of intermittent resources. However, ERCOT stopped pursuing work on a product for system inertia months ago, and now states that it cannot move forward until a decision is made on NPRR667. 
· A number of market participants have expressed an interest in working on more modest incremental changes to Ancillary Services to plan for a future resource mix, but ERCOT has expressed a preference to have a decision on NPRR667 before exploring other options.

4.
The cost and funding for NPRR667 was not adequately addressed.
· The CBA concludes that a significant portion of cost savings from implementing NPRR667 results from a reduction in procurement of Non-Spinning Reserve/Contingency Reserve Service. However, a majority of those cost savings will be realized through implementation of the updated Non-Spin procurement methodology for 2016. Another major contributor to costs savings is a reduction in RRS/PFRS procurement through increased participation of FFRS. A substantial portion of the RRS/PFRS reduction appears to be achievable through incremental changes to the current Ancillary Service.

· NPRR667 will require substantial changes to critical Dispatch software and operating procedures for Market Participants. Therefore, significant implementation costs and risks will be incurred by stakeholders if NPRR667 is implemented. Neither ERCOT’s Impact Analysis nor the CBA consider these costs or risks.
· There is skepticism about the validity of the CBA. It did not account for the reduction of Ancillary Services that ERCOT achieved through changes to the 2016 Ancillary Services methodology, and it used outdated gas pricing data.  
· The implementation cost for NPRR667, which was last updated in November 2014, is very high given the lack of a demonstrated current reliability need, and lack of data to show a future reliability need that current Ancillary Services are inadequate to address.
· ERCOT also does not have a plan to obtain funding for NPRR667. Loads recently absorbed a 20% increase in the System Administration Fee, which ERCOT committed to keep level for five years. ERCOT acknowledged at PRS that it would need additional funding for NPRR667 to be approved by the Public Utility Commission. 
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