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Electricity has a capacity component and an 
energy component 
When customers connect to the grid, they buy a 24/7 call option on 
the grid (which consists of power plants, transmission lines, 
substations, feeders, transformers, meters, and electric wires).

Even if customers consume no energy during the peak period, they 
should still pay for being connected to the grid. 

That is where a connection charge, or a non-coincident demand 
charge enters into the picture.
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Moving forward with tariff reform 
There is no easy way to differentiate fixed charges by customer size. 
Non-coincident demand charges provide a more feasible option.

Energy can be priced dynamically, but grid costs are best recovered 
through demand charges.

Smart meters have been around for a long time for large customers; 
their presence does not alter the principles of rate design. 

I will share some examples of real-time pricing programs for large 
customers tomorrow; they include both demand charges and dynamic 
pricing.
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