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Rate design never fails to stir up an
argument

“There has never been any lack of interest in the subject of
electricity tariffs. Like all charges upon the consumer, they
are an unfailing source of annoyance to those who pay, and
of argument in those who levy them. There is general
agreement that appropriate tariffs are essential to any rapid
development of electricity supply, and there is complete
disagreement as to what constitutes an appropriate tariff.”

- D.J. Bolton, Costs and Tariffs in Electricity Supply (1938)
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And nothing stirs up controversy better
than a plain old time-of-use rate
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The state of play

While there is a mountain of empirical evidence that customers
accept and respond to TOU rates, skeptics continue to assert the
contrary. That’s the primary reason why only 4% of the
customers in the US are on TOU rates while nearly 80% of them
are on smart meters.

Recently, a very respected and seasoned regulator wrote to me
that TOU rates are “an exercise in modifying human behavior
with little chance of success. Even if successful, they will not
yield any tangible reduction in electricity costs.”

| have been keeping track of frequently voiced objections to TOU
rates since | joined the EPRI Rate Design Study in 1979. The first
one used to be the lack of metering technology. That one is no
longer in my diary. Here are the five that are in my diary. They
have endured for so long that | call them Immortal Objections.
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Objection 1

Objection: While TOU rates might reduce peak load, they
will not lower customer bills.

Response: Well-designed TOU rates will yield savings to
customers even in the short term as customer reduce peak
loads and shift their peak usage to off-peak periods. In the
long run, the savings will be even greater as customers
install new digital devices such as smart thermostats.
Additionally, as peak demands are lowered, there will be
less need to invest in peaking capacity and that will further
reduce costs to customers over the long run.
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Objection 2

Objection: Lower peak demand will not lower transmission
and distribution costs since they do not depend on load.

Response: Congestion is rising on distribution circuits and
that can be relieved by targeted TOU pricing. In addition,
TOU pricing can lower the need for T&D investments in the
long run. Most ISOs/RTO’s would welcome the demand
response created by TOU rates.
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Objection 3

Objection: On-going pilots with TOU rates and other time-
varying rates show minimal customer reaction to price
signals in changing their load profiles

Response: There is a world of contrary evidence on this
topic. Customers do respond to TOU rates and lower peak
demands while shifting some of that load to off-peak
periods.
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Objection 4

Objection: Residential customers are busy with seeing off kids to school
in the morning, commuting to work, returning home to have dinner
with the family and then making time to watch TV and perhaps do the
laundry. Customers have little time or interest in becoming a home
energy manager. They just want the lights to come on when they flip the
bill and get an affordable bill at the end of the month.

Response: While that is true of the vast majority of customers, sound
scientific research has shown that, on average, TOU pricing motivates
customers to modify their lifestyle and save money. In OGE’s case, they
have signed up a fifth of their customers onto dynamic pricing, often
enabled with a smart thermostat. On average, these customers are
reducing their peak demand by 40% and lowering their bills by 20%.
SMUD deployed default TOU rates without any hitch last year. Fort
Collins in Colorado instituted mandatory TOU pricing last year.
Consumers Energy will begin deploying default TOU rates in June. Xcel
Energy in Colorado has filed for deploying default TOU rates this year.
SDGE has already done that and PG&E and SCE will begin deploying TOU
rates from October onwards.
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Objection 5

Objection: In the developing world, people eke out a
meager existence, living from hand to mouth. They are so
focused on making ends meet that they don’t have time to
focus on responding to TOU rates.

Response: Even in the developing world, people are
seeking to lower their energy bills and modify their lifestyle
to improve the climate of the planet. While we don’t have
a lot of evidence from developing countries on the efficacy
of TOU rates, there is no reason to think they won’t work
there.
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Wall Street Journal and USA Today. He has appeared on Fox Business News, National Public Radio and Voice of America. He is the author, co-author or editor
of 4 books and more than 150 articles, papers and reports on energy matters. He has published in peer-reviewed journals such as Energy Economics, Energy
Journal, Energy Efficiency, Energy Policy, Journal of Regulatory Economics and Utilities Policy and trade journals such as The Electricity Journal and the Public
Utilities Fortnightly. He is a member of the editorial board of The Electricity Journal. He holds BA and MA degrees from the University of Karachi, both with the
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About Brattle

The Brattle Group provides consulting and expert testimony
in economics, finance, and regulation to corporations, law
firms, and governments around the world. We aim for the

highest level of client service and quality in our industry.

OUR SERVICES OUR PEOPLE OUR INSIGHTS
Research and Consulting Renowned Experts Thoughtful Analysis
Litigation Support Global Teams Exceptional Quality
Expert Testimony Intellectual Rigor Clear Communication

PLMA - Load Management Dialogue

brattle.com | 11



Our Practices and Industries

ENERGY & UTILITIES

Competition & Market
Manipulation

Distributed Energy
Resources

Electric Transmission

Electricity Market Modeling
& Resource Planning

Electrification & Growth
Opportunities

Energy Litigation

Energy Storage

Environmental Policy, Planning
and Compliance

Finance and Ratemaking

Gas/Electric Coordination

Market Design

Natural Gas & Petroleum

Nuclear

Renewable & Alternative
Energy
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LITIGATION

Accounting
Analysis of Market
Manipulation
Antitrust/Competition
Bankruptcy & Restructuring
Big Data & Document Analytics
Commercial Damages
Environmental Litigation
& Regulation
Intellectual Property
International Arbitration
International Trade
Labor & Employment
Mergers & Acquisitions
Litigation
Product Liability
Securities & Finance
Tax Controversy
& Transfer Pricing
Valuation
White Collar Investigations
& Litigation

INDUSTRIES

Electric Power

Financial Institutions
Infrastructure

Natural Gas & Petroleum

Pharmaceuticals
& Medical Devices

Telecommunications,
Internet, and Media

Transportation
Water
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THE POWER OF ECONOMICS
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