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Why We Need Standby Rates

for On-Site Generation |

Standby rates for on-site generation are a critical tool for
the appropriate allocation of costs to those who cause
them. Moreover, because the system-benefits provided by
on-site generation are highly situation specific, generic
prohibitions on standby rates are highly inefficient and

| are likely to undermine the potential public benefits of

- distributed generation.
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1. Introduction

A recent article in this journal
argued that stand-by rates for on-
site (or distributed) generation are
not only unnecessary, but contrary
to the public interest.! Unfortu-
nately, that article reflected a fun-
damental misunderstanding of
distributed generation (DG) and its
impact on distribution facilities.
A s this article explains, all

consumers who are inter-

connected to the distribution grid

and whorely on that grid toimport |

or export energy impose costs on

the utility system. Consumers with |

on-site generation (consumer-
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i 2003, Elsevier Inc., 1040-61%0/5 - see front matter doi:10.1016//j tej 2003.08.004

generators) are no exception.
Without some mechanism to
recover those costs from consu-
mer-generators, other consumers
on the utility system will be
required to absorb the costs, sub- |
sidizing consumer-generators.
This article also explains that
while certain types of on-site
generation can provide some
system benefits, such system
benefits are highly situation-spe-
cific. Because the benefits can only
be achieved where the generation
is properly planned, designed,
located, and operated, proposals
to compensate consumer-genera-
tors for such benefits through a
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| generic exemption from standby
| charges are not only unfair to
other consumers, but are also
inefficient. Such proposals would
subsidize DG that provides no
public value and reduce incentives
for consumers to plan, design,
locate, and operate their on-site

| generation in a way that provides
| value to their communities and

other electric consumers.

II. Discussion

A. All interconnected
consumers, including
consumer-generators impose
costs on the system

The electric utility industry is
highly capital-intensive. In order
| to serve their consumers, ukilities
must have in place a network of
| transmission and distribution
| facilities adequate to meet the peak
' requirements of the consumers on
| each circuit. Utilities must also
| own, or acquire by contract,
. enough generation capacity to
meet the peak requirements of
| their consumers.” The costs of that
system must be recovered from the
utilities’ consumers.
very consumer that contri-
butes, or could contribute, to
| a utility’s peaks imposes costs on
| the utility. The utility must build
its system a little larger, or acquire
a little more capacity, in order to
ensure that energy is available
and can be delivered whenever
the consumer needs it.
Those costs do not vanish
merely because a consumer
installs on-site generation. If the
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consumer installs intermittent
generation such as wind power,
for example, the generation may
simply not be available during a
utility’s peaks. The wind is often
still during the hottest hours of
the day when the consumer will
lean most heavily on the utility’s
system. The utility must have the
same capacity in place to serve the
consumer-generator as it did
before the consumer installed its
wind turbine.’

A utility’s

costs do not vanish
merely because

a consumer
installs on-site
generation.

Moreover, unless a consumer
agrees by contract to operate its
generator during the utility’s
peaks, the consumer is free at any
time, and for its own reasons, to
take power from its electric utility
rather than operate its generator.
The utility must stand ready at
any time to meet that consumer’s
demand, just as it would in the
absence of on-site generation.

Even a contract is no guarantee
that on-site generation will oper-
ate at peak. As with any genera-
tor, on-site generators will have
unscheduled outages. Though the
odds may be small for a properly
operated and maintained on-site
generator, utilities are not per-

i) 2003, Elsevier Inc., 1040-6190/ $—see front matter doi:10.1016,/j bej. 2003.08.004

mitted to gamble with system
reliability. Utilities must plan for
the risk that the on-site generator
will fail at the worst possible time.
T here are only a few circum-

stances under which a utility
need not design its system to meet
a consumer’s peak demand. The
most obvious is where the con-
sumer elects to operate in isola-
tion from the grid. If a consumer is
not interconnected to the grid,
and cannot draw power from the |
grid, then the consumer cannot
contribute to the utility’s peaks
and will not be charged for
standby service.*

B. Standby rates are required
to recover the costs incurred to |
serve consumer-generators

As noted above, utilities’ fixed
costs are unlikely to change
merely because a consumer
installs on-site generation. Utili-
ties” ability to recover those fixed
costs, however, can change dra- |
matically. As even opponents of |
standby rates recognize, utilities’
traditional rate structures are not
well designed to accommodate |
consumer-owned generation.

While most of a utility’s costs
are fixed, the electric utility
industry has historically recov-

ered its costs largely through
volumetric rates. The small fixed
charge most retail consumers
pay each month is typically suf-
ficient only to cover the cost of
metering and billing. Consumers
then pay a volumetric, or kWh,
charge to cover not only the uti-
lity's variable costs (energy and
some variable operation and
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