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Rate Rate Don’t Tell Me: 
How Rate Design Impacts Energy



∗ Fixed charges 
∗ Energy charges  
∗ Distribution charges  
∗ Demand charges / Capacity charges
∗ Time-based rates, time-of-use, peak, 

non-peak, critical peak, real-time pricing

Terminology



Challenge faced by utilities



Major new investments needed 



∗ Understanding more complex rate design
∗ What rates designs are trying to achieve – how will  

behavior change will be rewarded?

Challenges for ratepayers



Basic Rate Setting 

Revenue 
Requirement

Cost of
Service 

Rate 
Design



∗ Allocation among classes – cost of service – 75-0-25

∗ Contribution to demand

∗ On-peak energy use

∗ Total energy use 

Cost of service 
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∗ Ratepayers: 
∗ In rate design, simplicity is your friend 
∗ Greater the reliance on volumetric charges ($/kWh or 

$/therms) – greater the potential for shorter paybacks 
on energy efficiency investments 

∗ Utilities
∗ Need to meet revenue requirements 
∗ How are utility incentives designed?

Impact on energy efficiency 



∗ Have rate design reflect cost of service

∗ Make sure customers understands and can 
modify behavior based on rate design 

∗ Provide maximum incentive for positive 
behavior (both individually and collectively)

Michigan Experience



Contact Info

James Clift, Policy Director
Michigan Environmental Council
602 W. Ionia St, 
Lansing, MI 48933
517-487-9539

james@environmentalcouncil.org
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