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The Necessity of Addressing
Standby Pricing to Achieve An Efficient Market

Standby pricing has, to-date, often been givery @elcondary attention. Yet, the quantity of
power and capacity obtained as standby servicegnareasing and expected to increase more rapidly
with the move to more competitive markets. Thegtesf efficient markets (i.e., markets that mirnzei
total cost to society) requires including efficigmicing of standby services.

Efficient resource decisions for generation armhgmission can not occur unless there is
efficient pricing in transmission, generation, dlacy, and standby services. Standby and ancillary
services complete the package of the services gedyiwhether in the retail or wholesale markete Th
markets for either transmission or generation aainhave efficient pricing if their standby service®
not also efficiently priced. This principle hassbeecognized, to some extent, by the competitiagket
reforms taking place in Europe. For example, irxamination of the reform policies being examiired
Finland, Osmo Rannari, of the Helsinki Energy Boatdted that “For plants to be competitive, thetgo
of generation, including some system for the cbstandby generation capacity must be minimized

The greatest lesson to be learned from the retaiérience to-date is that standby pricing should
be taken more seriously, and examined more clasally on. In comparison, the state level expegenc
shows more problems than successes with regatdndlsy pricing. All too often standby services éav
been underpriced. Also, there are states in whiahdby services are not priced separately; cigatin
potential subsidies to these customers from therathistomers in their rate class (i.e., intra-ckgsity
problems). One can, however, learn from theseakist Additionally, an attempt to correct these
problems can be made while unbundling prices aneldping prices (and contracts) for the new
competitive market place.

! Réannari, Osmo. “Reform of the Finnish Electridifyarket,” within Competition in the Electricity Sply

Industry: Experience from Europe and the UnitedeStged.) Ole Jess Olsen, DJZF Publishing, Cogrmha
Denmark, 1995.



Provision of Standby Services Asa Market Niche

Standby services provide insurance (i.e., redisles) for either a self-generator, or an entity
purchasing power from an unfamiliar source. Asreater number of purchases occur outside the
framework of a vertically integrated supply systeshiability may decline (or perceived as being less
reliable), and the desire for insurance for thesggy contracts may expand. Standby contractingbsil
used by power purchasers to avoid purchasing emeyge backup power from the spot market.

In an open access regime it is more likely thahdby contracting will expand to services being
provided by a party other than the host utilitf/a third party utility wants to supply only starydkervice
to a purchaser, it is all the more important thangby service be priced appropriately. For sotitiéies
with high priced supplies, greatest profitabilityigiit be achieved by concentrating on expanding
transmission and standby services while letting grosupplies become a much smaller part of their
business.

The Obligation to Serve
and the Need for Proper Pricing of Standby Services

To the extent that competition exists in generatind transmission access is developed, utilities
should have no obligation to provide either genenabr standby services, i.e., standby servicesilgho
be supplied through market-based rates. An olidigab serve requires that prices be regulated afith
least a floor price to protect captive customemnfrsubsidizing those customers capable of receiving
alternative primary sources of power and receivinty standby services (power insurance) from their
native utility.

The Public Utility Regulatory Policies Act of 1@ {PURPA), with FERC application, required
that interruptible backup (standby) services bevigier to Qualifying Facilities (QF). The applicati of
this requirement at the state level has varied iderably. Yet, there have been four different
interpretations made, in different states, as ® PRURPA requirements of standby service for QFs.
These are:

1. The utility must offer only interruptible standbgrsice with the price of this service incorporating
appropriate cost-of-service fees.

2. The utility will not be required to provide firm d@nterruptible standby services, if the utility pes
to the state regulatory body that doing so wouldrhigs customers.

3. The utility must provide firm standby service withe price incorporating cost-of-service and
reservation fees.

4. The utility must provide firm standby service unde&r normal pricing schedules (i.e., without
reservation fees).

The above interpretations are ordered by the amotipotential costs they impose on the
utility’s captive customers. That is, the firstdrpretation offers the maximum protection to ocagpti
customers while the last offers the least. Théferences in costs to captive customers resulhfeo
lack of clarity in the obligation to serve clause providing standby services to QFs. They aredugt
to purposeful actions by state regulatory authesito place captive customers at risk. In fads, lck
of clarity was specifically cited by the Michigarulitic Service Commission as the reason for not
approving a standby service rate request.

“What is lacking is clarity about the legal requirents imposed by federal and state law and a
guantification of the effects on Consumers [Conggnower Company], its standby customers,
and other customers of the variety of ways thabtdtig service might be offered and priced.



Consequently, the commission finds that the reé¢enmabt adequate to resolve these issues in a
manner that balances the interests of all partisexves the public interest.”

The Connecticut Department of Public Utility Cait(DPUC) provides an example of the first
PURPA interpretation listed above. The DPUC doatsraquire firm standby service, and they allow
reservation fees to capture the benefits of capdhit is provided to standby customers who receive
interruptible service. In a Connecticut Light dawer Company case in 1988, the DPUC stated:

“Based on the record, we believe the minimum demahdrge proposed by CL&P is
supportable. It is true there is not a great déabet of service data available regarding thisla
because of the newness of the rate and the immyatidirihe subscriber class, but cost of service
is not the sole basis upon which to predicate rdteesler exclusive cost of service principles
intermittent users and interruptible customers nlggar insignificant responsibility for demand
related charges. Nonetheless, both classes of mastoachieve substantial value from the
service being provided and both classes of cus®imgose substantial duty to serve obligations
upon the utility provider. A charge that is refiget not only of costs but of these other
considerations is appropriaté?”

Offering only interruptible standby is equivalgatnot requiring utilities to provide capacity to
serve standby demand loads. United llluminating @amy, also in Connecticut, offers four levels of
interruptible service but no firm service as pdrtheir standby service rate tariff. Several juiisions
and standby rates do not require the utility teeioffrm standby service. For example, the Idah€CPU
directly addressed this issue in Order No. 22887Datember 1989, regarding the Idaho Power
Company's standby rate proposal. They said thantfact demand bears a meaningful and direct
relationship to the utility's obligation to serve.”

In California, Pacific Gas and Electric Compan\G&E) has an approved standby tariff that
specifically addresses its right to refuse stanshayice. This special condition grandfathers atrent
load, but says that PG&E reserves the right to dgagdby service to new or increased loads, ifisgrv
this load may jeopardize service to existing cusian (PG&E will notify the California Public Utiles
Commission (CPUC) of any decisions it makes toseove this reservation load.) This new standbg loa
will be subject to CPUC approval for reservatioparity over one megawatt, or combined reservation
capacity across customers that exceed one megaaratany single non-utility plant.

The relationship between contracting for standty tne obligation to serve can also be seen in
state experience in natural gas standby pricimganl order regarding Arkansas Western Gas Company,
the Arkansas Public Service Commission stated, t@ners opting for transportation which do not pay
standby charges will be referred to as non-coréoouers and will have no rights to system supply’§as

Similarly in California, the California Public Uities Commission stated that, “Standby service
shall have the lowest priority during periods ofrtaiiment,” in its decision regarding Natural Gas
Procurement and System Reliability

The Texas Public Utility Commission provides ushnan example of the second interpretation
of PURPA. It requires utilities to provide standdyd supplemental services to QFs. Yet, the wisit
not required to provide this service(s) if, “aftetice ... and opportunity for public comment, #tectric
utility demonstrates and the commission finds tmatvision of such power will: impair the electric

2 PURbase®©, 48417, 151 PUR4th 374, Case No. U-108&%igan Public Service Commission, May 10,
1994,
3 PURbase®©, 18129, 97 PURA4th 525, Docket No. 880)/Phase II, June 22, 1988.

4 This does not mean, however, that the captiviomess are completely protected in Connecticutis &h

because the standby rates in Connecticut havealditat seen in several states: they are not manglat

> PURbase®©.

6 PURbase®©, 26787, 97 PUR4th, Docket No. 92-028wl@ocket No. 90-004-U, February 14, 1992.
! PURbase®©, 19211, 99 PURA4th 41, Decision 88-12-D@@ember 19, 1988.



utiIity’ssabiIity to render adequate service to dsstomers; or place an undue burden on the ealectri
utility.”

Interpretation four has been seen in Massachusetsexample, standby rates in Massachusetts
were eliminated by the Massachusetts DepartmerRulflic Utilities (DPU) in the mid-1980s with
criteria for an auxiliary service rate set forthBoston Edison Company, DPU 1720 (1984). This was
followed by the disallowance of auxiliary servieges in Cambridge Electric Light Company, DPU 84-
165-A (1985) and Massachusetts Electric Company) B®146. Both of these cases cited the need for
greater proof of the differences in costs betwaandby and non-standby customers. Standby rates we
also eliminated in Massachusetts in the mid-1988spart of the removal of demand ratchets from all
rates in Massachusetts. Massachusetts ElectrixXdiaay service rate, in place from 1982 until the
above case in 1985, was a modified general semdte The general service rate applied for all
customer charges and standby customers also facedxdiary service charge. This service charge wa
a demand ratchet substituting for a reservation fédl demand ratchets were disapproved by the
Massachusetts DPU; as they were believed to |dweeincentive for energy efficiency investmehts.

In North Carolina, Carolina Power and Light Compalfers both firm and interruptible standby
services. Nevertheless, standby service is limitecprotect the captive customers by limiting its
availability to amounts less than or equal to 50 sfiw

The Florida Public Service Commission approvedi@ioPower and Light's (FPL) request that
customers with contracts to sell firm capacity andénergy to FPL, and who cannot restart their
generation equipment without power supplied by FRbuld be excluded from being able to take
interruptible standby and supplemental serviceis Téstriction protects native customers who raly o
the power being sold to FPL by these customersasadres these standby customers have the power to
restart their generators during times when FPL sdbid power and interruptible customers are being
curtailed**

The foregoing variations in PURPA interpretatialesnonstrate the importance of fully defining
the obligation to serve that will exist in any nesgime. It also shows the importance of balancing
obligation to serve with a pricing mechanism thaweges captive customers are protected.

Capacity Pricing and Contracting

The basic issue for standby pricing is the recpwdifixed costs. Unless additional charges are
built into a distinct standby rate, the customeargk and reservation fee (or access fee) are tgebibn
components of a standby rate that are set-up ®icttiection of fixed costs. The other components,
demand charges and energy charges, are depenadentisgige and, therefore, should only cover variable
costs.

The importance of designing a standby price teecdixed costs can also be seen in the pricing
of natural gas standby service. The New Hampdhirglic Utilities Commission supported a standby
schedule to recover fixed costs. This ruling wafodlows:

“Usage data provided by the Company show that adadmumber of customers with alternate
fuel capability are meeting most of their energeds with alternate fuel and using the gas
distribution system for back-up or standby purpos€snsequently, the average annual
consumption of gas by these "standby customersbnsiderably lower than the average annual

8 Substantive Rule 23.66, page 13, Public Utilipn@nission of Texas, Effective date 12/27/1993.

o Western Massachusetts Electric did manage taroathackup rate in settlement with the Energy
Consortium. Other backup rates, though small pliegible to only a few customers, have also bedaiobd by
Boston Edison Company, and, recently, by Cambriglgetric for one customer situation.

10 PURbase®©, 26401, PUR4th, Docket No. E-2, Sub BbBth Carolina Utilities Commission, January 14,
1992.

1 PURbase®, 45314, PURA4th, Docket No. 930929-Brary 17, 1994.



consumption that underlies the applicable rate chadlee As a result, the Company has been
unable to recover from these customers its fixestscdn light of this, the settlement parties
recommend that the Company be authorized to reglazeurrent applicable schedule with a
standby schedule designed to recover the fixed afsttanding ready to servg.”

Standby contracts are the largest mechanism bghagartial requirements' customers are placed
on a standby rate. Contract length varies fromdpenidentified to five years. Standby rates miap a
have required notices to leave standby service.

As a fixed fee, there is a price incentive fortougers to underestimate their contract demand
needs, if the utility will serve whatever demanassused. If this is done systematically, theré stiil
be an intra-class equity problem. Very large oustis can also cause the utility more difficultiesl a
create greater costs if utility’s planned demantbislow due to the contract demand being too |Gw.
prevent these problems some utilities provide fEsafor excess demand, as-used demand greater than
contract demand.

One of the heaviest penalties are those contaimddiagara Mohawk Power Corporation’s
(NMPC) standby tarift. NMPC has a two-tier excessnand penalty clause. If the as-used demand
exceeds the contract demand by ten percent thdtpé&nawvelve times the reservation fee, and if e
used demand exceeds the contract demand by twentgrg the penalty rises to twenty-four times the
reservation fee.

The Idaho Public Utility Commission, in its 1989d@r No. 2288% concerning the Idaho Power
Company’s proposed standby rate, stated that fligy dtiad four alternatives available for addregsin
excess demand over contract demand. These altematere given as the following: contract demand
ratchet; load limiting; disconnection; and exces®wer-run charge. The standby rate for Idaho Powe
Company set in 1989 allows a five percent excessadd with a five-dollar excess charge per excess
kilowatt plus a fifty-cent excess demand fee foitydkilowatt of excess demand. The PUC also stated
that the utility had no obligation to serve abdwve tontract demand.

A contract demand ratchet is a relatively commeatifre among standby rates. One prominent
difference in the standby rate contract demandcedtand a common demand ratchet is that almost half
of utilities with ratchets do not specify a ratctiete period. The contract demand ratchet cladisa: o
states that if the as-used demand exceeds theacbrtemand, the as-used demand becomes the new
contract demand. This is equivalent for most afsth utilities to a twelve-month ratchet since the
contracts tend to be one year contracts.

Another method that can operate as a demand tascteprovide the demand fees on a kilowatt
basis differentiated by categories of demand 0$& categorization is based upon contract or higies
used demand during the contract period, normally year. Fees based upon brackets of demand are
used in the standby rate design of NMPC and PaGfis and Electric Company by kilowatt, and by
kilovolt-amperes for Houston Lighting and Power Quamy’s proposed standby rate.

Unbundling and Flexible Pricing--L essons from Retail Standby Pricing

There is a definite trend in retail standby ragésign towards greater disaggregation of the costs
imposed by these customers. As we have already Heese customers may have the most complex set
of issues in retail pricing, with regard to costisation and alternatives available to them. Theyatso
normally the utility’s largest retail customers withe greatest access to sophisticated cost, ergige
and accounting experts.

12 PURbase®, 36729, PURA4th, DR 90-183, Suppleméntdér No. 20,542, EnergyNorth Natural Gas Inc.,
July 20, 1992.
13 Source: Public Utility Reports, PURba&semid-1994.



There are four general categories of costs inlretandby rates (not including categories of
customer charges). These are whether the staradbydifferentiates between rates for the following
types of disaggregation:

» backup service versus maintenance service (theevaluknowing when backup service will be
taken);

« standby service (backup and maintenance) versuysesupntal servicé,

» by transmission and distribution service level (gadmary, secondary); and

» by voltage level, categories of kiloVolt-amperes.

There can also be many divisions in each of tii@secategories. Given all these factors, retalil
standby rates could become some of the more coatpticate tariffs created by a utility. As sudteit
disaggregation, or unbundling, can provide a bfisim which to examine the level of unbundling theat
desired at the wholesale level. It can also pmwllies as to pricing an unbundled package of cesvi
and what may be missing from the current pricingigles. The increasing complexity is easily seen in
the standby tariff of Niagara Mohawk Power Corpomat(NMPC). The NMPC standby tariff has 13
primary elements.

Another example of a disaggregated, or unbundieahdby tariff is that for Pacific Gas and
Electric Company (PG&E). This one tariff is itsaihe pages in length. PG&E has 11 elements iin the
tariff but a much greater number of segmentatioithimvthese elements than that of NMPC. Many
utilities also have a power factor requirementdmtnot offer the customer the option to pay moreafo
different power factor. This option has been ideld in PG&E's standby service tariff. Another
interesting element of PG&E's standby rate is thatlows for different customer charges for fiftee
customer classes. These include customer chaogesmall businesses and residential. These classes
have not to-date been normally included as pathefstandby customer class. Yet, PG&E’s standby
tariff appears to be prepared to meet new and éhamgeds for this type of service.

Differentiation between back-up, maintenance, suqgplemental service pricing has also caused
utilities to need to provide mechanisms for estintaand controlling the level of each of these g/pé
usages. A possible service alternative to somiefcontrol mechanisms might be found by offering
different levels of standby service. This alteivetis being used by Virginia Electric and Power
Compalr;y who offers five ascending blocks of stansdrywice with each offering more hours of standby
service.

The disaggregation of these costs also makesritegian for defining which type of service is
being taken as more important. Some utilities haegiired meters at both the customer generatidn an
the customer’s site of utility power. The MissoRtblic Service Commission accepted a standby rate
that was higher than that acceptable to the indistr This was due to the fact that the PSC agnetd
Union Electric that it was impractical for the ittilto have to conduct analyses of customer outdges
Oklahoma Gas and Electric has a provision in #@sdiy rate that allows a flexible maintenance servi
but limits maintenance service to up to 120 houith vat least seven days notice to the utility.
Consumers Power allows up to 20 days of schedulathtemance and five days of unscheduled
“maintenance” (backup). Consumers Power also wasved by the Michigan Public Service

14 Supplemental service is often priced at genenafice rates or differentiated due to the abildy this

service to have load profiles like that of non-gtancustomers. Supplemental service may have atdrnear-
round load profiles or may be like the non-stangbgsonal customers, such schools or ski resodth lackup and
maintenance service, on the other hand, are shoatidn loads. These loads move from zero loag $ta
maximum and back to zero load state in a shorbgesf time, such as a few hours or a week. Baekup
maintenance service are differentiated due to Wiilgyato plan maintenance service and have itowmur coincident
to system peak hours.

15 Source: Public Utility Reports, PURb&semid-1994.

16 Edison Electric Institute's Standby Rate: Methadd Descriptions, April, 1991, p. 30.

1 Case Nos. EO-85-17 and ER-85-160. Source: Putilitcy Reports, PURbas®, mid-1994.



Commission to charge the customers for placing mede@ both the utility service and the customer
generation, as these were needed for billing aad tesearclf (The customer intervenors wanted only
a sample of customers to have meters on customeeewgeneration to be used for load research.) On
the other hand, Duke Power offers customers théompif installing meters at the point of their
generation in order to obtain a different pricegc#icity service.

Back-up service is an insurance policy the staralstomer is buying to reserve generation and
transmission capacity. All previously made investits incremental to providing service to that
customer are at fixed costs. These costs shouledm/ered from this customer and priced as fixed
costs. The distribution demand capacity for aamust is a fixed cost that should be recovered fitwah
customer, regardless of the level of future demandnergy usage. If the customer is a transmission
level customer and is large enough to have chahgedmission siting and costs, then these costs are
customer fixed costs.

Green Mountain Power has a Special Equipment fTHrét has the customer pay for fixed
equipment costs with a financing of these cost3his' tariff is applicable to any special contract,
interruptible load, dispatchable power, standbyiser or other special rate customer for whom ndrma
billings on the applicable tariff do not yield aoper return on the Company’s investment in local
distribution facilities and/or special equipment][Charges are determined by] (a) determining the
Company'’s investment in facilities to serve thetooser’'s peak demand, that are not used at any other
time; (b)...multiplying investment total by annwarrying charge.. (22.91 percent); and (c) deteation
of the monthly bill by dividing the annual chargetivelve.™

This concept could be expanded to incorporatellarfassessment of fixed costs. It is also
applicable to transmission level services, andditarfixed costs.

Depending on the policy perspective, operating andintenance costs for maintaining
transmission and distribution (T&D) equipment sfiedio that customer may be viewed as fixed costs.
These costs are non-discretionary costs in orderdintain that customer as part of the systemurgut
customer growth as it affects future additionahsraission and distribution costs could be variaisle
discretionary costs.

The perspectives of discretionary versus non-digmmary costs in viewing what are fixed
customer costs also have implications for custooneaccess fee charges versus demand and energy fee
charges. In-place fixed distribution costs needbé¢orecovered from the customer, regardless of thei
usage. This implies that commonly used contractashel, as used demand charges, and demand ratchets
should be designed for recovery of only generadioth non-customer-specific T&D costs.

This perspective also has implications for eneffigiency investments. These investments can
be beneficial. Postponement of non-customer specéinsmission and distribution costs can have a
system benefit. There can also be a utility anstamaer savings for the postponement of new T&D
expenses to meet load growth above the capacig}-tefvthe current T&D capability to that customer.
Rate design incentives for energy efficiency inwesits, such as ratchet forgiverf@ssiemand
forgiveness, and other pricing schemes should target thoserationary T&D costs (as well as

18 Order No. 380443. Source: Public Utility RepoRs|Rbas®, mid-1994.

19 Case No. U-10337, October 1993. Source: PubliityReports, PURbas®, mid-1994.

0 PURbase®©, 27379, PUR4th, Docket No. 5532, VerrRaititic Service Board, April 2, 1992.

4 In June of 1993 the Connecticut Department ofliewtility Control (DPUC), in Docket 92-11-11,

allowed Connecticut Power & Light (CP&L) to separ#tte distribution demand charge from the
production/transmission (P/T) demand charge armvalll an increased demand ratchet from six monttseive
months. The DPUC also ordered the company to amldgions to the tariffs to reduce ratchets fortoosers that
make conservation and/or load management invessmdifitey also approved a "Transitory Demand Ritter"
provide relief to customers who infrequently neeggy large, incremental amount of energy overatgheriod of
time (such as when new and old equipment mustisimultaneously during a testing period), andtthasitory
higher demand will not result in any long-term aepsences for the Company or its ratepayers. Theade ratchet
would not apply to incremental loads scheduledapmroved by the Company.



generation) while not placing the recovery of costo-specific non-discretionary T&D costs in jeopard
(i.e., requiring subsidization from other customers

The obligation to serve also can become a componE&rhow marginal costs should be
determined as they apply to standby rates. Ittl®omer leaves the system and the utility doesaee
an obligation to serve that customer, then custespecific transmission and distribution maintenance
could be foregone. This immediately infers thedheeestablish a reconnection fee. This fee wiald
required to recover investment costs needed taghrirstomer-specific transmission, and distribution
facilities up to the necessary conditions to sehereturning customer. This fee could be parthef
customer charge, or a separate fee either paidradtinnection, or financed by the utility and plaidby
the customer in installments as part of their tytbill.

Unbundled standby pricing can examine each uniegndlement as it applies to marginal cost
versus fixed cost. This can then be used to cactsér flexible pricing scheme for the service.

The natural gas industry is already facing openpmtition. This has created a greater need for
flexible pricing of standby-type rates from theurat gas local distribution company (LDC) than what
the electric utilities have generally seen thus faor example, the Maryland Public Service Comioiss
has approved a flexible pricing scheme for BaltienGas and Electric Company in its Order No. 70476
in April 1993% BG&E'’s interruptible standby gas rate does natecacost, and responsibility of the
production and storage costs. The flexible ingible standby rate has a floor price of the vddab
marginal cost of service. The standard rate igae as would normally be designated to captust co
recovery. The ceiling rate was then determinedhasstandard rate, plus the difference between the
standard rate and the floor price. In this wag, BG&E and the PSC hope that BG&E will be made
whole for cost recovery. Standby customers are gigen the option to take service at a fixed ifte
they contract not to switch fuels on the basisrafep

Stranded Costs and Standby Pricing

Standby services can be seen as the mid-groumeéedetfull requirements’ customers and lost
customers. This means that standby services’ngriceeds to consider its position a possible ttiansi
state, in order for the pricing to protect natiwestomers over time. For example, a full requireteen
customer may take part of its energy needs frorhira tparty and requires standby service for that
generation. Later, it may then take all of itsrggeneeds from other third party providers. Whiis t
customer becomes a standby service customer, sbitsf@armer revenue may leave stranded generation
costs. Part of these potential stranded costkeg up in their usage for standby service, wHosl
costs are (should be) recovered from this custamits reservation fee. When the customer obtalhs
of its generation from third parties, the unrecewdfixed costs become stranded costs.

This reinforces the importance of the pricing edervation fees or fixed-cost based pricing for
standby services. It also points out the trangiature of the utility’s level of stranded costs.

The Delaware Public Service Commission orderedd@@andatory standby fees in order to
protect native customers in a docket regardingaadéty natural gas rate for Delmarva Power and Light
Company?®

On the other hand, New York State Electric and Gagporation (NYSEG) recently changed
their natural gas standby sales service from aworatiothing (0% or 100%) choice to allow customers
any percentage of their daily load as standby. Jthedby quantity is made by a service agreement,
designating the customer’'s maximum daily standbgntjty (MDSQ). The service is firm up to the

2 For example, Wisconsin Electric Power Companyhaka demand forgiveness clause for customers who

made energy efficiency investments.
23 PURbase®©, 44960, PUR4th, Docket No. 91-24, Oktter3709, November 23, 1993.



MDSQ and interruptible for sales in excess of tHe9®). There is a penalty for the taking of natgas
above the MDSQ in terms of interruptith.

Retail electric standby rates are also beginningn¢orporate considerations for stranded costs.
These can be seen in the standby rates propos&8@9m by Consolidated Edison of New York, and
Niagara Mohawk Power Corporation. The link betwstandby and the move to a competitive market
was recognized in the Massachusetts DPU approvaltadnsition charge as part of a standby rate by
Cambridge Electric Light Company in September, 199BU 94-101/95-36. The DPU approved a
“Customer Transition Charge” (CTC) as a wires chafgot an exit fee) to recover 75 percent of
stranded costs from a move of MIT to QF pofer.

The full range of stranded costs, the inter-refeghip between stranded costs and reservation
fees for standby customers, exit fees, and recdiomefees, however, have yet to be explored akeeith
the retail or wholesale pricing level.

Sequencing of Pricing--Standby Pricing within the Menu of Service Pricing

The discussion of offering interruptible standlgyvices and firm standby services; brings us to
an issue that must be examined carefully in theirggiof the full range of services offered. Retail
pricing of firm standby service and interruptiblenpary service has, at times, led to incompatileit
between these. Not allowing customers to recedth types of service is a result of the state drpee
with the pricing of standby services. A more apiate solution might be that as pricing is desi@yne
taking both services should be more expensive tidaining firm service. Theoretically this should
occur as there are greater administration costadministering both services to a customer, while
providing the same level of capacity and energgntlerving this customer with firm primary service.
State experience has found the taking of both sesvio allow the customer to be receive a discfount
what is essentially firm primary service. Thisizates that the standby service probably is undssrgr
(If not, the interruptible primary service is unpeced.)

It is recommended that utilities examine the pigcof services across the board and how they
appear in sequence of the service offered. Thafin® primary service should cost more than
interruptible, predictable (firm) primary servideosld cost less than the equivalent take of unptalie
firm (standby) service, and predictable servicetmlable as non-peak (maintenance service) should
cost less than the equivalent take of generalldiptable (firm) primary service. Additionally, lities
should examine their pricing as it is in sequenbenvcombined. That is, a customer should not ke ab
to obtain firm service for less cost, by combiniingerruptible primary service with a firm standby
service for the interrupted periods from one wtilprovider. (Recognize, that open access and
competition may allow a customer to achieve a loa@st by obtaining interruptible primary service
from one utility, and firm standby service from #mer utility for the interrupted periods of thesfir
utility. The sequencing of prices may still ocand be economically efficient from each utilitylip
other words, sequencing of pricing is for the tytito insure its pricing and packaging makes semeee
service costs more than less service. Otherwibsidies (or lost profitability in a purely compété
market) and economically inefficient decisions weiticur.

Conclusions

1. Get standby pricing (retail and wholesale) righteagly as possible in the transition to competitive
prices.

2 PURbase®, 47924, PURA4th, Case 93-G-0689, New Bepartment of Public Service, March 4, 1994.
= PUR Weekly, 10/27/95.



Competition in generation has been significantlpacted by technological changes and PURPA.
As a result, pricing for standby services in retadrkets has fluctuated and evolved significantly.

Utilities, at first, were somewhat remiss in saftipricing for standby services, assuming that the
impacts for inappropriate pricing would be minimdh other cases, utilities attempted to achieve

reservation charges, but were unable to get thgmoaed given how much they increased costs for
the standby customers. The importance of thesgcesrcan be seen by their increasing usage. It is
very difficult to raise rates that are priced inagpiately low in the beginning.

2. To the extent that competition exists in generathoil transmission access is developed, utilities
should have no obligation to provide standby sesjid.e., standby services should be supplied
through market-based rates.

3. To the extent that regulators (FERC for wholesate] state regulators for retail) impose standby

service obligations and regulate prices, regulatbosild:

a) Allow the use of balancing accounts to track castsirred in providing each standby-related
service;

b) Allow efficient sequencing of services and prices;

c) Allow the use of a reservation fee to recover fixedts, including the probability of usage and
diversity of loads in the class to be incorpordted the rate;

d) Allow the use of incentive pricing to discouragestmmers from shifting costs by purposely
underestimating contract demand;

e) Allow for the recovery of implicit standby costseated by maintaining an obligation to serve
customers selecting power from alternative souscegliers; and

f) Allow for the recovery of transitional stranded toshrough a fixed fee, such as within the
standby reservation fee.
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