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As many as 80% of low income customers

may be over-paying for electricity today

Distribution of Dynamic Pricing Bill Impacts
Residential and Low Income Customers on CPP Rate (Design #2)
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The price of flat-rate pricing

« Under flat rate pricing, inter-customer
subsidies may amount to $3 billion/year

» Collectively, all customers may be
overpaying for electricity by about $7
billion/year

— Using the FERC Staff estimate of 92 GW
saved under universal dynamic pricing, and
valuing demand response at $75/kW-year

* But will customers respond?
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Yes, as seen in scores of pricing

experiments during the past decade

Arc of Price Responsiveness
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And as also seen in the PURPA pilots with

TOU rates three decades ago

Arc of Price Responsiveness (1982 + current price-only)
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Of course, dynamic pricing requires smart

meters

« 33% of the nation’s 114 million households
are already on smart meters

« 50% are expected to be on smart meters
In another five years

* Dynamic pricing is expected to roll out in
the Mid-Atlantic region, followed by the
Midwest and California

 In Arizona, TOU pricing has been rolled
out successfully
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The power of choice
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Making the transition to dynamic pricing

Provide
Shadow Bills

Don’t Provide
Shadow Bills

Conduct
Set First Part Equal >“£easaur:3ment
to Historic Load Verification

Shape

Customer Buys First
Part as a Forward
Market Transaction

Offer Bill
Protection

Don’t Offer
Bill Protection

Create
Understand Segment the Segment- Get the Word

Customer Market Specific Out
Preferences Messages

Educate and
Answer
Questions
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Source documents

(Dynamic pricing bibliography available on request)

» Caves, Douglas W., Laurits R. Christensen and Joseph A. Herriges, “Consistency of
residential customer response in time-of-use electricity pricing experiments,” Journal of
Econometrics, 26, 1984, 179-203.

» Federal Energy Regulatory Commission staff. A National Assessment of Demand
Response P]Qtential. June 2009. http://www.ferc.gov/leqgal/staff-reports/06-09-demand-
response.pd

» Faruqui, Ahmad and Jenny Palmer, “The Discovery of Price Responsiveness — A Survey
of Experiments Involving Dynamic Pricing of Electricity,” EDI Quarterly, April 2012,
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2020587

« Faruqui, Ahmad and Jenny Palmer, “Dynamic Pricing and its Discontents,” Regulation,
Fall 2011. http://www.cato.org/pubs/requlation/reqgv34n3/regv34n3-5.pdf

« Faruqui, Ahmad and J. Robert Malko, “The Residential Demand for Electricity by Time-of-
Use: A survey of twelve experiments with peak load pricing,” Energy: The International
Journal, Volume 8, Issue 10, October 1983, pp. 781-795.

« Kirkeide, Loren, “Effects of Three Hour On-Peak Time-of-Use Plan on Residential
Demand During Hot Phoenix Summers,” The Electricity Journal, 25:4, May 2012.

* Wood, Lisa and Ahmad Faruqui, “Dynamic Pricing and Low-Income Customers:
Correcting misconceptions about load-management programs,” Public Utilities Fortnightly,
November 2010, pp. 60-64.

http://www.fortnightly.com/archive/puf archive 1110.cfm
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Biography — Ahmad Faruqui

Ahmad Faruqui, Ph. D.
Principal

The Brattle Group

San Francisco, California
Ahmad.Faruqui@brattle.com
415-217-1000

Ahmad Faruqui is a principal with The Brattle Group who specializes in the analysis, design and evaluation of
smart grid strategies involving the consumer. He has consulted with more than 50 utilities and transmission
system operators around the globe and testified or appeared before a dozen state and provincial commissions
and legislative bodies in the United States and Canada. He has also advised the Alberta Utilities Commission,
the Edison Electric Institute, the Electric Power Research Institute, the Federal Energy Regulatory
Commission, the Institute for Electric Efficiency, the Ontario Energy Board, the Saudi Electricity and Co-
Generation Regulatory Authority, and the World Bank. His work has been cited in publications such as The
Economist, The New York Times, and USA Today and he has appeared on Fox News and National Public
Radio. The author, co-author or editor of four books and more than 150 articles, papers and reports on efficient
energy use, he holds a Ph.D. in economics and an M.A. in agricultural economics from The University of

California at Davis, where he was a Regents Fellow, and B.A. and M.A. degrees in economics from The
University of Karachi with the highest honors.

The views expressed in this presentation are strictly those of the presenter(s) and do not
necessarily state or reflect the views of The Brattle Group, Inc.
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Our contacts

www.brattle.com

North America

Cambridge, MA Washington, DC San Francisco, CA
+1.617.864.7900 +1.202.955.5050 +1.415.217.1000

Europe

London, England Madrid, Spain Rome, Italy
+44.20.7406.7900 +34.91.418.69.70 +39.06.48.888.10
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