
 

To: Minnesota Public Utilities Commission 
From: Danny Heinze, Mark Moeller, Breana Johnson, Graham Sudenga, Gerald Aulandez 
Re: Re-energizing Minneapolis Utility Rate Design 
Date: 24 February 2017  

Currently Minnesota utility rate design implements a single fixed rate for electricity consumption 
regardless of the time of day energy is consumed. Fixed-rate design decreases consumer understanding 
about environmental impacts of consumption during peak times. During such times, electricity providers 
increase fossil-fuel based electricity generation to meet demand, generating increased costs which are 
incurred on consumers via fixed-rates, forcing all consumers to subsidize system costs created by 
consumers who consume during peak times. We recommend that the city of Minneapolis implement a 
citywide prescriptive regulation to adopt time-of-use (TOU) rate design for residential energy consumers. 
If implemented properly, prescriptive regulation can effectively mandate how actors manage and use their 
service and prevent issues of a “race to the bottom” mentality, hold-outs, collective action, and free-riders 
(Salzman p. 365). However, the prescriptive institution approach underlines the risk of mitigation over 
modernization and cost management, so proposals must be carefully reviewed (Guerin 2003).  

Using prescriptive regulations to adopt TOU rates fit the common pool goods and social equity 
criteria for environmental policy intervention. The energy grid is a common pool good that is easily 
exhausted and broken down during peak hours. TOU rates would relieve the grid of stress by allowing 
consumers pay for electricity the way it is actually generated. An example of shifting incentive towards 
renewable resources through TOU rate design is Kauai Island Utility Cooperative’s “one-year, 300-person 
TOU solar pilot that will offer a 25 percent discount on electric rates during off-peak daytime hours to shift 
load to when solar is overloading the grid” (NARUC p. 27). In addition to clarifying common pool good 
allocation, our policy would also increase social equity:  

“A customer may increase savings under a TVR [Time-variant rate or time-of-use rate] compared 
with a flat rate, if that customer uses energy in response to the time-variant price signal, such as 
shifting usage to lower-cost periods or conservation” (NARUC p. 26).  

Fixed rates benefit higher income classes therefore social equity is at risk. By converting to a TOU 
rate, consumers are charged “different prices according to a pre-determined schedule of peak and off-peak 
hours and rates” (NARUC p.27). For example, through implementing TOU design, electric companies 
could give a predetermined energy-use schedule to residents as well as offer them the option to buy a 
metering technology. With these resources, residents would know the best times to “plug in” and use 
power based on the price of energy at the time of use (Rousse n.d.). Social justice principles will enable 
our community to support all citizens in an equitable environment. Overall, the principles of social justice 
will enable people of different demographics to get what is fair and just (J. Malmquist, personal 
communication, February 20, 2017).  

Using prescriptive regulation to positively affect these criteria would be more successful than 
changing the decision making process. This would not benefit our cause because electric companies are 
already told by decision-makers what their price cap may be. Changing the decision making process would 
allow for electric companies to potentially form monopolies or, at the very least, have too much control 



 

over the price of electricity. Decision-makers are needed to check and balance companies (Heberlein 
1974). 

Unfortunately, there is a large downfall to current rate design in Minneapolis. Increased demand 
during peak hours makes the integration of renewable energy resources, such as wind and solar, difficult 
because these technologies are still being advanced to improve their delivery predictability and flow 
consistency due to environmental fluctuations and inadequate energy storage technology (Lewis 2016). 
TOU rates will make consumers more conscious of energy usage, leveling out peak times, and allowing 
renewable energy sources to be more advantageous on the grid. This will encourage the development and 
adoption of solar energy by Minneapolis utilities as consumer knowledge increases and the cost benefits of 
investment in renewable energy are shared with all consumers (Evans-Brown 2017).  

Our team wants the city of Minneapolis to implement a time-of-use rate design for residential 
energy users rather than continuing to use a fixed rate design. Using a well-designed prescriptive 
regulation will solve issues relating to our criteria by allowing regulators to determine if a proposal meets 
the standards of the community.  
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 it is possible to design utility revenue policies and rate structures so that utilities and their 
shareholders are rewarded for working with their customers to encourage conservation and distributed 
generation of electricity, while at the same time more closely reflecting the real-time supply and demand of 
energy on the grid. The goal is to provide more options for utilities and consumers.we can figure it out. 
Consise revision  

 

 

 



 

 

http://en.openei.org/wiki/Montana-Dakota_Utilities_Co_(North_Dakota) 

 

http://www.swenergy.org/data/sites/1/media/documents/publications/documents/Innovative%20Local%20
EE%20Projects%20in%20the%20Southwest.pdf An interesting PDF talking about saving energy in other 
ways such as instalation. They also talk about creating jobs 

 

http://energytransition.umn.edu/wp-content/uploads/2015/08/ITC-PTC-Report-FINAL-11.14.pdf A bunch 
of info on the current status of energy issues in Minnesota, info on Xcel and utility rate design included, 
mostly legal perspective 

 

http://www.sierraclub.org/planet/2016/06/solar-energy-future-for-minnesota 

Sierra Club information about implementing solar energy in Minnesota (Since Forrest is into this, I thought 
it would be helpful).. Also, they talk about Duluth and utility rates  

 

Cool Info 

http://www.azcentral.com/story/money/business/2015/05/22/arizona-leads-california-time-use-rates/27821
779/ 

  

 

 

 

CONTACT THE PUBLIC UTILITIES COMMISION  

http://pubs.naruc.org/pub/19FDF48B-AA57-5160-DBA1-BE2E9C2F7EA0: A manual on DER: 
Distributed Energy Resources. the evolution of rate design and how to start the transition or adoption 
process of new designs for smooth implementation.  

Further notes from this resource:  

“DER are resources located on the distribution grid, often on or close to the customer’s premises, and are 
capable of providing many services to the customer and the grid. DER such as rooftop solar generation can 
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offset the premise’s consumption and deliver excess generation into the distribution grid. DER, like 
demand response, can allow the demand on the system to respond to system prices and conditions. DER 
are not simply supply or demand, as traditionally thought, but can be multiple types of resources, such as 
storage or advanced technology paired with a resource, capable of providing a variety of benefits and 
services to the customer and the grid” (p. 16).  

What’s needed for change and design: “New investments may be needed to effectuate the two-way flow of 
electricity, new ways of allowing the utility to recover its costs may be needed, and new assumptions 
regarding the forecasting of customer demand will be necessary to meet this challenge” (p.16) 

“Electricity costs vary throughout the year, month, week, day, and hour; rate design balances this reality to 
allow for the utility to recover its total costs of service (i.e., revenue requirement) over the course of time, 
be it monthly, yearly, or across rate case proceedings. This averaging of costs into a rate supplies a 
convenient rate over time, but does not reflect the changing nature of electricity delivery (particularly with 
increasing amounts of DER materializing)” (p. 19). 

“Of course, over the long term, DER may reduce utility costs.” Such is the result of solar energy, for 
example.  

“Rate design, the process of translating the revenue requirements of a utility into the prices paid by 
customers” 

“However, a single rate design may not meet all rate design principles and policy goals. Indeed, many of 
the goals and principles conflict with one another, and it is the job of the regulator to weigh these 
principles and goals and approve a rate design that best reflects the public interest as the regulator sees it” 
(p.20). 

“total cost incurred to provide service to the entire rate class can be determined through detailed studies 
using cost-causation principles” 

“The basic purpose of rate design is to implement a set of rates for each rate class—residential, 
commercial, and industrial—that produces the revenues necessary to recover the cost of serving that rate 
class.” 

RESOURCE? James Bonbright, Principles of Public Utility Rates 
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