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Rate design should promote economic 
efficiency

To promote economic efficiency, some speakers at a CPUC Rate 
Design Forum in December argued for pricing electricity based on 
short run social marginal costs. 

They also said that any discrepancy between dynamic pricing 
revenues and revenue requirements should be covered by fixed 
charges.

Further details can be found at these links: 
https://www.utilitydive.com/news/could-rate-design-help-californias-struggle-with-flat-demand/513234/

http://www.cpuc.ca.gov/general.aspx?id=6442455548

http://www.adminmonitor.com/ca/cpuc/other/20171211/

https://www.utilitydive.com/news/could-rate-design-help-californias-struggle-with-flat-demand/513234/
http://www.cpuc.ca.gov/general.aspx?id=6442455548
http://www.adminmonitor.com/ca/cpuc/other/20171211/
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But rate design also has to promote several  
objectives besides economic efficiency

Equity

Customer satisfaction

Bill stability 

Revenue stability

Gradualism
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The cost of delivering electricity has a capacity 
component and an energy component 

Power is generated at the power plant, but it is the grid which delivers 
electricity to the customer.

The grid consists of transmission lines, substations, circuits, feeders, 
transformers, lines from the last pole to the customer’s premises, and 
the meter. 

When customers connect to the grid, they buy a 24/7 call option on 
the grid.
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What happens when customers don’t consume 
any energy?

The grid still stands and has to be paid for.

Even if customers consume no energy during the peak period, they 
still have to pay for being connected to the grid. 

The payment can be made through a connection charge, or a non-
coincident demand charge, or a fixed charge. 
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Dynamic pricing and demand charges are 
complements, not substitutes 

But there is no easy way to differentiate fixed charges by customer 
size; non-coincident demand charges provide a more feasible option.

Energy can be priced dynamically, but grid costs are best recovered 
through demand charges.

Smart meters have been around for a long time for large commercial 
and industrial customers who have taken service on three-part rates; 
their presence does not alter the principles of rate design. 
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Real time pricing (RTP) in Georgia

Georgia Power has 2,300 C&I customers (representing some 20% of 
retail revenues) on two-part hourly RTP pricing

In the first part, their “baseline” usage is billed on embedded costs, 
which include a demand charge

In the second part, deviations from baseline usage are billed primarily 
on marginal costs, as measured by system lambda.

▀ Customers >5 MW are on hour-ahead RTP pricing; customers >250 kW are 
eligible for day-ahead RTP pricing. 

▀ For 300 hours a year, hourly prices are >75 cents/kWh; customers are 
provided a variety of price protection products. 
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RTP in Illinois 

Commonwealth Edison has 16,000 residential customers and 9,000 
C&I customers on hourly RTP. 

Residential customers are on a 4-part rate: fixed charge, kW for 
coincident peak generation capacity (PJM), RTP for energy, and flat 
kWh price for transmission and distribution. 

C&I customers are on a 5-part rate: fixed charge for distribution, non 
coincident peak demand charge for distribution, demand charge for 
generation capacity, RTP for energy, flat price per kWh for 
transmission and other elements such as renewable portfolio 
standards and energy efficiency. 
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The ideal rate design

It would include demand charges for recovering capacity costs and 
energy charges for recovering energy costs, and a fixed monthly 
charge to recover costs of billing, metering, and customer service.

The demand charges could be based on a combination of non-
coincident peak and coincident peak concepts.

The energy charges could be based on varying forms of dynamic 
pricing 
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