
Background

Rate designs that provide economic signals and choice to customers can bring some of the benefits of competition to a regulated 

setting and improve system reliability, while enhancing shareholders’ risk-adjusted return. NERA brings together the breadth of 

capabilities and experience needed to accomplish these goals. 

At A Glance

Time-Based and Optional Rates

Differentiating Retail Rates

Rate Development Process

NERA has advised clients on rate design and regulatory 

strategy since the firm’s inception, and is a recognized leader 

in this field. NERA staff have supported clients at all stages of 

the process of design, implementation, and evaluation of rates, 

including:

• Defining objectives; 

• Identifying pricing strategies;

• Segmenting customers;

• Designing menus of innovative rate structures from which 

customers may choose;

• Projecting customer acceptance, load impacts, and bill and 

revenue impacts;

• Implementing new rates;

• Measuring the load impacts and cost-effectiveness of rate 

options; and

• Supporting clients through the regulatory review process.

Efficient Rate Forms 

NERA staff are in the forefront of developing and 

implementing more efficient rate forms that offer some of the 

benefits anticipated from retail competition—lower average 

energy prices and more efficient consumption decisions. 

Two-part (or multi-part) rate designs achieve these goals while 

meeting revenue requirements. These rate designs provide 

an energy price based on marginal cost for incremental 

consumption while maintaining revenue neutrality through 

a charge that does not vary with customer usage. Since they 

more closely match retail prices to the marginal costs of 

electricity, these rates encourage more efficient consumption 

decisions while promoting demand response that enhances 

system reliability at times of shortage. Examples include two-

part real-time pricing (RTP) rates and efficient block rates. 

Providing Customers Choice in Rate Products and Price 

Protection Products

Allowing customers to select from several rate options is one 

aspect of the choice available in deregulated markets—and 

may enhance customer satisfaction. Economically efficient yet 

potentially attractive ways of differentiating rates include:

Price Protection. Real-time pricing programs, in which the price 

of electricity fluctuates hourly, are often viewed as the most 

risky rate for customers. There are a number of mechanisms by 

which customers’ risk can be mitigated. The two-part structure 

of many existing real-time pricing programs contains both a 

hedge for customers for a fixed portion of their load as well 

as an allocation of fixed costs. The hedge can be contractually 

varied. A variety of price protection products—based on 

variations of caps, collars, or swaps—can also provide risk 

management for RTP customers. 



forms the marginal cost of generation. NERA offers extensive 

capabilities in wholesale market assessment and market price 

forecasting. 

Survey Design and Rate Choice Forecasting

A key ingredient in predicting the impact of new rates is 

projecting the penetration of the new rate or customers’ 

choice among multiple rates. NERA staff have designed 

customer choice surveys and applied them in the design of 

rate menus. Our experts use conjoint analysis, choice models, 

and other survey techniques both to inform rate design and to 

estimate customer response to rate menus.

Rate Case Support

Rate cases present an opportunity to rectify customer class 

imbalances provide greater choice to customers through 

differentiated rates, and introduce more efficient rate 

structures. NERA has provided assistance in virtually all 

elements of rate cases, including providing evidence on the 

cost-of-capital, estimating revenue requirements, allocating 

costs consistent with economic theory, addressing prudence 

issues, and designing rates. NERA also supports rate cases by 

training client staff, and has available former regulators who 

can advise clients on how current regulators are likely to view 

key issues in the case. 

About NERA 

NERA Economic Consulting (www.nera.com) is a global 

firm of experts dedicated to applying economic, finance, 

and quantitative principles to complex business and legal 

challenges. For over half a century, NERA’s economists have 

been creating strategies, studies, reports, expert testimony, 

and policy recommendations for government authorities and 

the world’s leading law firms and corporations. With its main 

office in New York City, NERA serves clients from more than 25 

offices across North America, Europe, and Asia Pacific.

Advance Notice provides a continuum of differentiation 

possibilities, which affect customer ability to manage price risk 

by adjusting consumption patterns. Dynamic time-of-use rates, 

which feature energy prices based on expected marginal costs 

for a future time period, may appeal to smaller customers. 

Many variations are possible—such as rates with fixed prices 

but time periods that are defined dynamically, or based on 

weather forecasts.

Apportioning Fixed Costs to Customers. With more traditional 

block rates or CED (customer charge, energy charge, and 

demand charge) rates, as well as innovative rates, some of the 

same design questions arise. These include the mechanism 

for collecting fixed costs, which costs are considered fixed, 

efficient pricing of higher usage blocks, and pricing to prevent 

revenue erosion. NERA experts have provided cutting-edge 

analysis and have helped clients sort through these issues.

Typical NERA Assignments 

• Design, implementation, and evaluation of many of the 

largest RTP programs in the US, including development of 

the algorithm for setting the hourly prices and mechanisms 

for setting the customer baseline consumption levels, and 

providing projections of customer acceptance, and of load, 

bill, and revenue impacts.

• Designed a menu of self-selecting, efficiently priced 

products for a Midwestern utility.

• Designed an optional rate in which price is tied to a 

weather forecast; work included an analysis of the historic 

relationship between marginal costs and weather conditions.

• Developed a mechanism for incorporation of customer 

response into unit commitment and dispatch algorithms for 

a utility with a large RTP program.

• Evaluated the extensive RTP offerings of an electric 

utility to assess the need for changes to the hourly price 

determination algorithm in light of RTO requirements.

• Evaluated the appropriateness of time-of-use and inverted 

rate structures for a predominantly hydro-based utility.

• Assessed customer response to time-varying prices and 

resulting revenue impacts for utilities in the US and UK.

Marginal Costing and Price Forecasting

The basis for efficient pricing is the marginal cost of electricity. 

NERA has extensive experience with marginal costing and 

conducts annual marginal cost courses. In regions with a 

competitive wholesale market, the wholesale market price 


