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MEMORANDUM

To: Sandie Haverlah - Consumer Fund of Texas

From: Joshua Rhodes, PhD - IdeaSmiths LLC

Date: May 20, 2023

Re: Preliminary analysis of the impact of DRRS

================================================================

IdeaSmiths LLC has been retained by Consumer Fund of Texas to provide an analysis of the

overall cost and market implications of Texas Senate Bill 7 (SB7). IdeaSmiths has partnered with1

Astrapé Consulting for modeling support and is actively working to complete that analysis.

This memo serves to provide a preliminary look at the implications of the Dispatchable

Reliability Reserve Service (DRRS) program. DRRS has been proposed as an additional market

product corresponding to the uncertainty product recommended by the IMM. , DRRS has been2 3

described as a day-ahead reserve product that would be an additional ancillary service deployed

when ERCOT uncertainty associated with IRR output and load increases. We estimate that the

DRRS program would increase costs by about $4B/year, on average, over business as usual.

A recent report by Bates White Consulting quantified the DRRS requirements using the 99th4

percentile of the 6-hour forecast uncertainty for renewable resources in the IMM’s assessment.

The work that supports this memo used the Bates White assessment as a template and

modeled DRRS requirements as a function of the 99th percentile of the 6-hour forecast

uncertainty, load-forecast error, and unplanned historical outages. This was estimated at an

average requirement in 2024 of about 9.5 GW.

The Bates White report priced the DRRS with a 10% discount to recent non-spinning reserve

prices. This assessment means that the additional ancillary service requirements are priced

according to the non-spinning reserves procurement of today when there is no scarcity. The

report estimated the annual DRRS revenue in 2024 as about $1.7B/year.5

5 9,500 MW * 8760 hours * $20.24/MWh = $1.7B

4 DRRS product quantified in a recent report by Bates White Consulting.
https://www.bateswhite.com/media/news/234_ERCOT%20Reforms%20Initial%20Review_Bates%20White.pdf

3 DRRS was described in some detail in comments by the Coalition for Dispatchable Reliability Reserve Services filed in PUCT Project No. 52373,
https://interchange.puc.texas.gov/Documents/52373_384_1258736.PDF

2 The IMM addresses the proposed uncertainty product in the 2021 State of the Market Report (May 2022)
(https://www.potomaceconomics.com/wp-content/uploads/2022/05/2021-State-of-the-Market-Report.pdf), and also in comments filed in
PUCT project No. 52373, https://interchange.puc.texas.gov/Documents/52373_178_1160003.PDF

1 https://capitol.texas.gov/tlodocs/88R/billtext/pdf/SB00007E.pdf#navpanes=0
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However, the above assessment does not account for the scarcity created in the market due to

the additional procurement of 9.5 GW of ancillary products. This work used a similar approach

to quantify the DRRS requirements as mentioned above but also included the impact of load

forecast error, weather variability, and unplanned outages. The 12x24 for this estimated DRRS

product procurement averages out to 9.5 GW can be seen in Figure 1.

Figure 1: Figure showing the estimated hourly average levels (MW) of DRRS that would be

needed to be procured in each month for the full DRRS program.

If implemented, we estimate that the DRRS product would cost about $4B/year more than

business as usual. This rise in total system costs can be directly attributed to the increase in

scarcity pricing that is introduced into the market during non-scarce hours which is due to the

procurement of additional resources for the DRRS product.


