
Rate Design
Do we have a problem?

If so, how big of a problem is it?
What are good responses?



Do we have a problem? 

YES:  Current rates do not reflect underlying costs.

•Current per-kWh rates are not efficient:  Prices >> MC
IMPLICATION: The economic “pie” could be larger

Everyone could have a bigger slice.

•Demand charges do not reflect capacity costs.



How big is the problem?



Example:  UH Mānoa Energy & Non-Energy ChargesFigure 1: Historical Bills and Major Components

Figure 2: Historical Shares of Energy and Non-energy Charges
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Adders to per-kWh rate

Per kW of non-
coincident peak load



Figure 1: Historical Bills and Major Components

Figure 2: Historical Shares of Energy and Non-energy Charges
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Example:  UH Mānoa Energy & Non-Energy Charges 



It gets worse:  Energy charges already > MC



And considerably worse for other customer classes…



Inefficient rate design invites poor, socially wasteful 
investments, rent seeking and generally kludgy 

responses.

Basic fairness is at stake, not just efficiency.



Example:  UH Mānoa load profile and optimized 
solar plus battery investments.



Give customers options, all based on MC:
1. Flat prices
2. Time-of-use prices
3. Real time prices

The solution  -- Part 1



Like water for power. (And vice versa)
The solution  -- Part 2

Fixed 
charges 

>70% of bill



Find fair, not-too-distortionary way to collect any remaining 
revenue.

• Higher fixed charges
Tie to: property tax, building size, customer value, ??

• Exit fees?

• Tax financing?

The solution  -- Part 2


