Wﬂ _ * Natural Resources
nc Detense Council

71 Stevenson Street
San Francisco, CA 94105
415 777-0220 .
e-B efit Ch - : Fax 415 495-5935
New ive for Avoidin ded Benefi

b}r Ralph Cavanagh, NRDC Energy ngram Director
February 24, 1995

The nation’s utilities generally are concerned that they could soon be plunged into a
competitive arena dominated by short-term electric commodity prices. As a result, some
utility managers have concluded that any investments that raise those prices -- however
slightly - could result instantly in the loss of customers and revenues. This helps account
for utilities’ nervousness about long-term investments of all kinds, and their particular .
concerns about electricity-saving and renewable energy initiatives. The result is large and
growing "stranded benefits" from what would have been highly cost-effective investments.
[NARUC made these points in a resolution passed unanimously at its November 1994 -
meeting; a copy is attached ]

The issue today is not whether utilities are right in their concerns about the future;
NRDC, for example, continues to press for something much better. But no one can
eliminate the threat overnight; it is now clear that the restructuring debate will extend over a
period of years. State regulators need a near-term strategy that can sustain uuhues progress
on crucial 1nng+tenn mvtstmcnt.s while that debate pmmeds

The solution lies in converting cost recovery for energy efficiency, low-income
services and R&D to a non-bypassable, usage-based "system benefits charge" on electric
distribution services. Cost-effective renewable energy acquisitions should also qualify to the
extent that their initial cost streams exceed short-term commodity costs. This would create a
cost recovery structure that can accommodate strong performance-based incentives and retain
consistency with all plausible restructuring outcomes. Washington’s Utilities and :
Transportation Commission recognized as much recently when it approved Washington Water
Power’s proposal for a usage-based distribution charge to recover energy-efficiency
Investments.

The recommended cost-recovery system requires no change in current rates or rate
structures. Utilities today typically recover "stranded benefits” charges from all distribution
system users based on volume of consumption; they would continue to do so under the new
system. The only difference is that state commissions would make explicit that distribution
system users cannot bypass their share of contributions to stranded benefits by designating a
new supplier of kilowatt-hours over the integrated grid (assuming that states ever da::lded to
permit this). Questions and answers follow regarding implementation issues.
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