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DEMAND CHARGES






What are we talking about here?
Generally, a move to require residential
customers to pay more in fixed charges
and less in variable kWh charges
Demand Rates: charge a fee that varies
each month based on the customer’s
highest actual demand (kW)
Increased monthly charge: charge a
fixed fee that shifts some distribution
costs into monthly customer charge
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CURRENT TRENDS: USING LESS
AND PAYING MORE











Efficiency Programs
Smart Meter Mandates
Renewable Energy Mandates
Distributed Generation and Solar PV
Mandates: Net Metering Subsidy
Shifted to other ratepayers
Enhanced Storm Resiliency and
Distribution Infrastructure Investments
Transmission Costs: Federal and State
In some states, costs of low income
discount or bill assistance programs
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STATES WITH PRICES THAT ARE HIGHEST ARE
ALSO THOSE WITH MANDATES






California: IOU average is 20 cents
per kWh for 500 kWh usage
Massachusetts: 16 cents per kWh
New York: Highest prices and rates
in continental U.S.
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California
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MASSACHUSETTS
Customer Charge $4.00/month Distribution Charge *
First 600 kWh: 3.981¢/kWh
Excess of 600 kWh: 4.643¢/kWh
Transmission Charge 2.614¢/kWh Transition Charge (0.164¢)/kWh
Energy Efficiency Charge 1.624¢/kWh Renewables Charge
0.050¢/kWh
* Includes: Basic Service Adjustment Factor (0.084¢), Residential
Assistance Adjustment Factor 0.391¢, Storm Fund Replenishment
Adjustment Factor 0.266¢, Pension/PBOP Adjustment Factor 0.244¢,
Revenue Decoupling Mechanism Factor 0.179¢, Net CapEx Factor
0.223¢, Attorney General Consultant Expenses Factor 0.001¢, Solar
Cost Adjustment Factor 0.007¢ and Smart Grid Distribution
Adjustment Factor 0.027¢.
Basic Supply Charge in June 2015: 8.076 cents/kWh
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Energy Expenditures: Age 50+
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ELECTRICITY IS LARGEST
EXPENDITURE
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CURRENT TRENDS: RATE
DESIGN IS A ZERO SUM GAME




Whatever the level of rate charges, the
entire rate design must recover the test year
revenue requirement for each class. For
every dollar that is recovered via fixed or
demand charges, a dollar less needs to be
recovered from the energy charge. The
converse is also true.
Utilities are protected with “bill stabilization,”
“decoupling,” and “lost sales revenue”
mechanisms OR THEY WILL FILE A RATE
CASE
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RETAIL COMPETITION
MARKETS: 20 STATES




Supposedly, the wholesale market
sets generation supply prices and
local utilities are not “in the game.”
Hah! Everyone of these states have
adopted mandates for efficiency,
renewable generation supply, solar
PV, distributed generation and the
costs are imposed on distribution
system ratepayers
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WHO ARE THE LOSERS?


Whose bill will increase with
demand charges or fixed monthly
charges? Who pays for mandates
and subsidies for efficiency and
solar programs?
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Low use customers
Low income and fixed income
customers
Renters/multi-unit residents
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WHO ARE THE WINNERS?


Who are those who are likely to
benefit from demand rates and higher
fixed monthly charges?
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Upper income: investments in home
improvements, new technologies and
appliances; income or credit rating to
purchase solar
Better education: understand complex
rate designs and bills; time and energy to
learn and respond
Single Family Homeowner
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RESIDENTIAL DEMAND
CHARGES


Is this being promoted to ensure
that solar PV customers pay their
fair share?
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Consider alternative rates for solar PV
customers and customers with electric
vehicles
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RESIDENTIAL DEMAND
CHARGES


Is this being promoted to respond
to the utility “death spiral” and loss
of sales revenues?
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Where are the efficiencies and
performance standards?
Proliferation of unregulated affiliates
and mergers and acquisitions to benefit
shareholders
The “death spiral” is highly overrated in
actual fact.
13

SENDING THE “PROPER PRICE
SIGNAL”







First, you have to understand the
“signal” being sent.
Second, you have to have the means
to respond.
When the bill is “unbundled” and the
rate tiers proliferate and the
surcharges are listed, what is the
“signal” and who can understand it?
Utilities emphasize the total bill and
require payment to avoid
disconnection
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CAN YOU UNDERSTAND THIS
PRICE SIGNAL?
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CUSTOMER UNDERSTANDING:
Georgia Power Optional Residential
Demand Rate











There are two ways to manage your bill on the Residential Demand
Rate:
Avoid simultaneous use of major appliances. If you can avoid running
appliances at the same time, then your peak demand would be lower. This
translates to less demand on Georgia Power Company, and savings for
you! Each month the demand resets after your meter is read.
Shift energy usage away from the On-Peak time periods (2 PM – 7 PM,
Monday – Friday, June-September, excluding holidays).
Here are four ways to shift usage:

Use a programmable thermostat to increase the temperature in your
home to 78-80 degrees during summer weekdays

Use a timer on your water heater

Avoid using major appliances such as washers, dryers and
dishwashers during the peak time period

Use a timer on your pool pump so that it automatically shuts off
Who could benefit from the Residential Demand Rate?
Customers who pay attention to WHAT appliances are running and WHEN
the appliances are running
Customers who have a programmable thermostat and have timers on
other appliances
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COMED IN ILLINOIS:MANDATORY
DEMAND CHARGES







ComEd in Illinois has promoted legislation to
move all residential customers to demand
charges and has linked this proposal with new
investments in Distributed Energy Resources.
The result: ComEd’s revenues guaranteed by
fixed charges.
ComEd operated a 8,000 opt out dynamic
pricing pilot in 2012 that recorded no
statistically valid peak load reductions or usage
reductions!
ComEd gets its mandates through legislation
and without any reliance on evidentiary
hearings that document costs and benefits.
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DO YOU REALLY BELIEVE MOST CUSTOMERS CARE
ABOUT HOURLY PRICES AND “DEMAND” FACTORS FOR
THEIR APPLIANCES?






Customers will be engaged if the options
are understandable, easy to implement,
automated where possible, result in
measurable bill savings, and presented by
a trusted advisor;
Most Likely Success with Peak Time
Rebates and Direct Load Control (“set it
and forget it”)
The market for solar PV is possible only
with taxpayer and ratepayer subsidies
that are not sustainable in their current
form in the long run
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AFFORDABLE ESSENTIAL
ELECTRIC SERVICE







Affordability is a key criterion
One size does not fit all: What may work in
Arizona in terms of generation prices,
housing, climate, and customer base may
not be reasonable in New York or
Massachusetts
Rate design based on average costs is not a
sin!
Consider changes from the customer’s
perspective: moderation in mandates and
rate design changes
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RATE DESIGN PRINCIPLES
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Who are the winners and losers? Bill impacts are key
to develop and consider by regulators
Consider short term costs and long term estimated
predictions; risk analysis is crucial to identify and
consider since we know from experience that
regulators and policy wonks do not predict the future
accurately
Can you explain it to customers without technical
jargon or economic theory?
Is it fair to lower use, low income, fixed income and
multi-unit customers?
Are you predicting generation supply cost reductions?
Or other predicted benefits in performance or
affordability? Who assumes the risk of achieving these
benefits?
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RATE DESIGN POLICIES









Default rate design for residential customers
should be flat rate
Customer charges should reflect costs of
customer specific charges and not common
distribution charges
Demand charge rates are highly unlikely to be
reasonable or appropriate for vast majority of
residential customers
Offering rate options may be reasonable but
should be approved only where benefits to all
customers exceed the costs
Solar PV customers should pay their fair share
of distribution services and costs
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