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Affordable, reliable battery energy storage has long been the
holy grail of the electric grid. From avoiding expensive transmission
build-out to smoothing out fluctuations inherent to wind and solar
resource output, batteries hold the promise of providing the solution
to an ever more intermittent and distributed grid. Across the United
States and particularly in Texas, that futuristic vision is beginning to
approach reality as battery costs decline’ and favorable regulatory
policy is implemented.> This Article addresses the current state of
battery energy storage system development and notes recent
contributory policy developments at both the national and state level.

1. BY THE NUMBERS

According to the United States Energy Information
Administration (“EIA”), as of March 2019, the United States had 899
megawatts (“MW?”) of operating utility-scale battery storage power
capacity* and over 1,236 megawatt hours (“MWh”) of battery energy
capacity.’ This installed capacity represents a nearly fourfold increase
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since 2014 and the EIA projects this to continue climbing to over 2,500
MW nationally by 2023.% In 2019 alone, the grid-based energy storage
market appears likely to have nearly double from the previous year.”
There are several varieties of energy storage, from molten-salt thermal
storage to batteries containing zinc or nickel, but lithium-ion batteries
predominate in utility-scale deployment.®  The United States
Department of Energy (“DoE”) attributes the popularity of lithium-ion
batteries to their comparatively high storage capacity, small footprint,
and ready availability.® Of the independent system operators (“ISO”)
and regional transmission organizations (“RTO”), PJM has the highest
installed capacity for utility-scale batteries followed by CAISO.!* For
context, the largest battery storage systems currently operating in the
United States are two forty MW systems in Alaska and California
respectively.!! However, the median project capacity for a utility-scale
battery has been closer to ten MW!? with an average duration of 1.7
MWh.!*  Significantly larger storage projects are now in the
preliminary stages of development, with companies such as solar
developer Intersect Power proposing to construct 495 MW of battery
storage alongside a 495 MW solar installation in Borden County,
Texas.!*

Among the states, Texas has the third most operating utility-
scale battery storage, with about half the installed capacity as
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California and slightly trailing Illinois.'*> In January 2019, the Electric
Reliability Council of Texas (“ERCOT”) reported that Texas’s main
power region has over eighty-nine MW of utility-scale battery
resources installed, with an additional 2,300 MW of new battery
capacity under study.'® The Houston Chronicle subsequently reported
that storage’s generating capacity in Texas is expected to reach 360
MW in 2020 and that ERCOT has over 7,200 MW of large-scale
battery storage in various stages of development for the next five
years.!” These battery resources are predominantly used to supply
ancillary services,'® although Texas is beginning to see battery
systems installed for use in energy purchases and sale arbitrage in
ERCOT’s wholesale energy market.!” 1In earlier stages of battery
development, studies showed that benefit stacking, i.e. obtaining
multiple value streams from a battery, including energy price arbitrage
and capacity payments in addition to supplying ancillary services, was
necessary to justify the high cost of investment in battery storage
capacity.’® Although benefit stacking is slowly becoming more
commonplace, the declining costs of batteries and the availability of
federal Investment Tax Credits (“ITC”) for combined storage and
solar projects are the primary causes of the recent dramatic increase in
battery storage development.?!
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The ITC is available to battery systems that are charged by a
renewable energy resource at least 75% of the time and currently
allows for a 26% tax deduction for projects starting construction in
2020.22 However, this credit is being phased-down and is scheduled
to decrease to 22% in 2021 and 10% from 2022 onwards for
commercial systems.?® The Environmental and Energy Study Institute
(“EESI”) notes that the price of lithium-ion batteries in electric
vehicles, similar to the technology used in energy storage, has declined
by 73% from 2010 to 2016 and has contributed to falling energy
storage costs on the grid.?* DoE estimates that the cost of a sixty MW
storage system ranges from approximately $380 per kWh for systems
that provide four hours of electricity to $895 per kWh for thirty-minute
systems.?> Projects that combine solar and storage are increasingly
prominent, and costs of a storage system for such projects vary based
on whether the photovoltaic and battery systems are at different sites
or are co-located.?® Furthermore, and by way of comparison, a solar-
plus-storage project that offered a median energy price of $45 per
MWh in 2017 is now competing with a similar solar-plus-storage
project that came online in 2019 offering a median energy price of $36
per MWh.?” Together, the declining costs of lithium-ion batteries and
the availability of favorable tax policies appear primed to continue to
accelerate utility-scale battery energy storage development in Texas.?®

II. RECENT POLICY DEVELOPMENTS
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A significant driver of the increase in battery storage
installations are changes to the regulatory environment, both
nationally and at the state level, which are encouraging further
development. At the national level, the Federal Energy Regulatory
Commission (“FERC”) issued Order No. 841 in February 2018
requiring ISOs and RTOs to revise their tariffs to remove barriers to
entry in order for battery energy storage to better compete with other
generation sources in wholesale energy, capacity, and ancillary
services markets.”’ Key regulatory changes include ensuring that
battery storage resources are eligible to provide all services that they
are technically capable of offering and adjusting market rules to
accommodate storage-specific attributes, such as bidding parameters
that account for state-of-charge and allowing batteries to operate as
both supply and demand resources.’® In December 2018, the Energy
Storage Association released its analysis of each ISO’s and RTO’s
level of compliance with FERC Order No. 841.3! It found that CAISO
has largely implemented the market revisions required by the Order
but that no other ISOs or RTOs had yet achieved full compliance and
that further time for implementation would likely be necessary.’?
Texas’s electric industry is regulated by the Public Utility
Commission of Texas (“PUCT”) largely independently of FERC.
While FERC Order No. 841 generally does not apply in Texas,
ERCOT and Texas market participants are monitoring such
developments closely.® For instance, ERCOT has established the
Battery Energy Storage Task Force to develop policy
recommendations for consideration by the ERCOT Technical
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Advisory Committee on operational and market design policies to
better integrate battery storage resources into the market.>*

In February 2018, the PUCT opened rulemaking proceeding
Project No. 48023 to gather feedback from industry stakeholders to
determine if regulatory changes are necessary to accommodate front-
of-meter (“FTM”) battery storage development and other non-
traditional electric technologies.>®> This rulemaking was initiated
following the dismissal of the transmission and distribution service
provider (“TDSP”’) AEP’s previous application in PUCT Docket No.
46368 to own and install a battery in a remote part of its service area
in lieu of a more traditional distribution “wires” solution.*® Pursuant
to Public Utility Regulatory Act § 35.152, in Texas, battery storage is
largely considered a generation resource.’” Although batteries share
characteristics with both generation and transmission/distribution, this
legal designation as generation was implemented to maintain the
distinction between types of market participants. In areas within
ERCOT open to competition, transmission and distribution utilities
are statutorily prohibited from owning generation resources.*® In its
application,” AEP noted that the specific wording of PURA §
35.152(a) states, “Electric energy storage equipment or facilities that
are intended to be used to sell energy or ancillary services at wholesale
are generation assets.”’ AEP argued that the battery at issue would
not fall within Section 35.152(a)’s definition of generation because the
battery would be used solely for reliability purposes as distribution
equipment and not for the purchase or sale of energy or ancillary
services.*! However, other market participants raised concerns about
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the potential for distortion of market prices should ownership of
batteries by transmission and distribution service providers become
widespread.*? Rather than make such a sweeping determination in the
context of a contested case, the PUCT determined that the rulemaking
process would better allow for consideration of the broad market
implications involved and allow for greater stakeholder
participation.®’

In Project No. 48023, Commission Staff published thirteen
Questions for Comment and received sixty-three comments and
replies from a wide variety of industry stakeholders.** Comments
addressed whether the Public Utility Regulatory Act allows an
ERCOT TDSP to own a battery storage device, how energy inflows
and outflows should be accounted for, potential battery ownership
models, and regulatory approval processes in the event of TDSP
ownership, such as an adapted certificate of convenience and necessity
process.”> In addition to AEP’s grandfathered four MW Presidio
battery,*® Texas’s largest utility, Oncor, noted that it operates five
twenty-five kW batteries on its distribution grid in Dallas to study the
effects of battery performance.*’ After meeting with stakeholders and
reviewing these comments, the Commission announced at its Open
Meeting on January 25, 2019, that it would put Project No. 48023 on
hiatus during Texas’s 86th Legislative Session.*® Following the end
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of the legislative session, the PUCT is anticipated to resume
consideration of potential rulemaking changes in Project No. 48023.

During the legislative session, several statutory changes
related to battery storage were proposed or adopted. For instance,
Senate Bill No. 1012 amended PURA § 35.152 to clarify that electric
cooperatives and municipally-owned utilities may own batteries
without registering as power generation companies.** Perhaps the
most intriguing was Senate Bill No. 1941,%° which closely tracked the
proposal from the comments filed by Texas Advanced Energy
Business Alliance (“TAEBA”) in Project No. 48023.>! SB1941 would
have permitted a TDSP to contract with a PGC, following approval by
the PUCT, to receive energy from a battery for the purpose of ensuring
reliable service to the TDSP’s distribution customers.’> The bill
would not have allowed a TDSP to own the battery outright, but would
permit the PUCT to authorize a contract for services if the TDSP’s
contract for use of the battery “is more cost-effective than construction
or modification of traditional distribution facilities.”> In order to
incentivize TDSPs to make use of this potentially more cost-effective
option, SB1941 would have allowed the TDSP to earn a “reasonable
return” on such contracts.>* The session expired before SB1941 could
be adopted, but the near passage of this contract-for-battery-service
model gives some indication of the Texas Legislature’s direction on
battery storage ownership and may influence the PUCT’s direction if
and when Project No. 48023 is resumed.*
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III. CONCLUSION

While utility-scale battery storage development has increased
steadily in Texas for the past several years, the coalescing of favorable
statutory and regulatory changes alongside declining battery costs
appear likely to supercharge batteries installed capacity in the Lone
Star State. The hybrid nature of battery technology has raised
questions that are unique to ERCOT about energy storage’s place in
the market, but as regulators and legislators develop policy about
battery ownership models, further deployment will inevitably
increase.



