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By 2025, 10 million customers in 
California will be on default TOU rates 

Currently, there are some 2.2 million customers on TOU 
rates

On an opt-out basis, SMUD has 542,000, SDGE has 670,000 

On opt-in basis, PG&E has 515,000 customers on TOU rates, 
SCE has 500,000 customers 

Starting in October 2020, the latter two utilities will place all 
new connections on TOU rates; the transition of all 
customers to opt-out TOU rates should be completed by 
2025
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California’s transition to opt-out TOU 
rates will lay the groundwork for 
dynamic pricing

TOU rates promote economic efficiency and equity between 
customers; they have gained widespread acceptance by 
numerous stakeholders in the state

TOU rates incentivize smart charging of EVs and make the 
best use of PVs with battery storage 

They lay the foundation for technology-enabled dynamic 
pricing

There are six reasons for the state to begin planning the 
next step in pricing reform   
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Reason1: California suffered a major 
energy crisis in 2000-01

One of the major reasons for the debacle was the absence 
of price-responsive demand, which disconnected retail from 
wholesale markets

A group of economists (including xxx, and me) signed a 
manifesto calling for the introduction of dynamic pricing in 
the state

The CPUC initiated a docket on dynamic pricing, demand 
response and smart metering under the leadership of Mike 
Peevey
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Reason 2: Californians understand 
and respond to dynamic pricing 

A Statewide Pricing Pilot, jointly conducted by a stakeholder 
group under the sponsorship of the CPUC and the CEC, ran 
over a two-year period

It provided conclusive evidence that Californians accepted 
and responded to dynamic pricing

Using the results of the pilot, the three investor-owned 
utilities filed business cases for AMI involving some $5 
billion and all were approved 
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Reason 3: California is the Innovation 
Capital of the world 

World class companies like Apple, Cisco, Facebook, Google, 
LinkedIn, Tesla and Twitter are located in the state

Just about everything new and exciting begins in California 
and then it sweeps the nation and eventually encompasses 
the entire globe 

California, with ~15% of the nation’s GDP, has a “golden” 
opportunity to serve as a role model in the pricing of 
electricity for the rest of the nation
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Reason 4: Californians have already 
encountered dynamic pricing

ACTIVITY EXAMPLES

Driving their car Toll bridges, roads, parking meters

Entertainment Movies, operas, plays, happy hour at 
restaurants

Ride sharing Uber, Lyft, Kareem

Sporting events Baseball, basketball, football

Vacation and business travel Airlines, hotels, car rentals
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Reason 5: Enabling technologies are 
widely deployed in the state

Enabling technologies such as smart, WiFi thermostats and 
digital appliances are widespread in the state, as are energy 
efficient LEDs and appliances, many of which are digital

PVs, Battery Storage and EVs are being adopted at a rapid 
clip, showing that customers are keen to manage their 
energy lifestyle 

New homes will have solar built into their roofs and many 
will become zero energy homes 
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Reason 6: By 2045, the grid will be 
100% carbon free

California’s grid will face reliability challenges stemming 
from the heavy dependence on intermittent renewable 
energy sources

Load flexibility will be needed to maintain system reliability 
at least cost

One of the best ways to promote load flexibility is to deploy 
dynamic pricing as a default tariff by 2030
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Conclusion

The state should begin offering dynamic pricing as an opt-in 
tariff in 2025 when default TOU deployment has been 
completed 

It should gain experience and insights during the next five 
and prepare Californians for the advent of a new era in 2030

In that year, dynamic pricing, integrated with enabling 
technologies, should be made the default tariff in the state 
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