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About one in four American households experience some form of energy insecurity. Within this group, Black, Indigenous, 
Latine, low- and moderate-income (LMI), and other disadvantaged communities face a disproportionately higher 
burden.1 Past e�orts to mitigate energy insecurity have focused on downstream strategies such as bill assistance and 
weatherization. But upstream innovations in the utility ratemaking process have the potential to address the structural 
drivers of energy a�ordability themselves.2

Over 70 percent of household energy services in the United States are delivered by investor-owned utilities (IOUs). IOUs 
are privately owned entities regulated by state public utility commissions (PUCs). In exchange for monopoly power within 
their service territory, IOUs are subject to government-set prices with guaranteed rates of return, which are determined 
through a formal ratemaking process. IOU retail rate increases are routinely reviewed by PUCs through “rate cases” in 
which a judge considers relevant evidence, negotiates with the parties involved, and issues decisions that determine the 
IOU’s revenue requirement and how the associated costs will be allocated among customer classes. PUC regulators must 
balance the interests of utility shareholders and ratepayers, with social and environmental policy goals such as energy 
conservation and a�ordability an important consideration.

Approaches to Advancing Energy A�ordability via Utility Ratemaking 

There are three categories of common utility a�ordability ratemaking approaches, all of which are explained in greater 
detail (including their advantages and challenges) in Table 1:

1. Segmented rate classes help deliver targeted and di�erentiated rates based on customers’ income, location, usage, 
or other criteria. Unlike uniform �xed charges, which lead to higher energy burdens for low-income households, 
income-based �xed charges charge customers according to their ability to pay, with higher income customers paying 
more �xed charges. Variable volumetric charges through increased block pricing structures or time of use rates can 
encourage energy-saving behavior and lower daily peaks. These measures—when accompanied by technologies that 
improve access to relevant information or automate action—can overcome negative impacts on LMI households.3

2. Low-income discount programs subsidize qualifying residential customers’ electricity bills by applying credits or rebates 
through federal funding, state grants, and/or on-bill tari�s. Lifeline rates and straight discount models are the most 
straightforward administratively, though percent-of-income payment plans, which include across-the-board energy 
burden caps that allow for household-level aid determination, have become increasingly popular. Tiered discount models 
o�er the most targeted discounts, but precise income veri�cation requirements impose a higher administrative burden.

3. Budgeting strategies help reduce variance in monthly bill charges for �xed-income households. Budget billing shields 
customers from bill volatility during the summer and winter months when energy consumption tends to increase. 
Prepayment programs help low-income customers pace themselves and reduce utility debt accumulation, though 
they also undermine typical consumer protections such as disconnection notices and seasonal shut-o� moratoriums. 

Through greater adoption of common ratemaking approaches, utilities and regulators can potentially go a long way 
toward addressing energy insecurity. However, maximizing the impact of these approaches will ultimately require 
addressing their drawbacks (see Table 1). For instance, income-based �xed charges, percent-of-income payment plans, 
and budget billing o�er targeted aid to low-income customers, but may require the passage of legislation or complex 
administrative procedures for implementation. Future research can explore whether and how coupling complimentary 
approaches would help overcome the speci�c challenges involved, with the e�ect of further reducing energy insecurity 
for disadvantaged households and communities.4
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Table 1: Common Utility Ratemaking Approaches to Addressing Energy Insecurity

Model Description Pros Cons

Segmented rate classes

Income-
based �xed 
charges

Customers’ �xed charge is  
di�erentiated based on income 
bracket (ability to pay).

• Addresses the regressive nature of uniform  
�xed charges.

• Can encourage adequate consumption of 
energy to support comfort, health, and safety, 
which is especially relevant for LMI customers 
who conserve vigilantly to save on bills.5 

• Authorization likely requires state-level 
legislation. 

• Can discourage energy conservation for higher 
income customers since variable charges would 
make up a lower portion of electric bills. 

Increasing 
block 
pricing 
(IBP)

Raises customers’ variable rates 
once usage passes certain 
thresholds or “blocks,” rewarding 
households that keep their 
energy consumption low.

• Encourages energy conservation.
• Indirectly rewards low-income households, 

which tend to have lower consumption rates.

• Renters may not have control over their 
household’s energy e�ciency.

• Granting higher-income, energy-e�cient 
households lower overall rates decreases the 
cross-subsidy potential of low-income programs.6 

Time-of-
use rates

Prices vary based on the time 
of day, peaking in the late 
afternoon and early evening, 
as a demand response to lower 
daily energy peaks.

• Allows customers to be responsive to price 
signals and adjust consumption accordingly.

• Bene�ts all customers by preventing service 
disruptions during extreme heat or cold.

• Low-income customers may not have access to 
necessary metering infrastructure to opt-in.

• Medically vulnerable and LMI households may 
not be able to lower consumption at peak times.

• May further encourage unhealthy coping 
strategies among low-income households.

Low-income discount programs

Lifeline 
rate

Regulators determine a baseline 
volume of electricity that 
qualifying households will be 
allotted to cover their basic 
necessities, and that portion of 
the bill is discounted.

• Customers receive the discounted rate up to 
the set volume (e.g., 500 kWh), encouraging 
conservation practices.

• Ensures a basic level of energy access in  
line with recognizing energy as a basic  
human right.7

• Determining essential levels of electricity can 
be di�cult given the many factors involved, 
such as household characteristics, home and 
appliance e�ciency, geography, climate 
change-induced temperature extremes.8 
Essential volumes of electricity or gas will 
depend on home heating/cooling con�guration 
(e.g., gas or electric).

• Families may exceed lifelines consistently even 
though their per-person energy consumption is 
less than that of single-occupant households.

Straight 
discount 
model

Eligible customers’ utility 
bills are reduced by a set 
percentage or dollar amount.

• The discount rate will likely be determined in a 
way that contributes to the goal of reducing 
overall energy burden.

• Less administratively burdensome for utilities 
compared with other discount models.

• Customers in the lowest income bracket may 
not receive the relief they need.

Percent 
of income 
payment 
plan (PIPP)

Regulators decide on an ac-
ceptable energy burden (e.g., 
6% of household income), on the 
basis of which they determine a 
household’s monthly bill.

• Most targeted program and guarantees that bills 
do not exceed the determined level.

• Participating households are more likely to 
pay their bills in full and on time compared 
with other households, reducing arrearage-
management costs.

• Imposes higher burden on other ratepayers who 
cross-subsidize once LIHEAP funding is used.

• High administrative costs.
• No incentives for conservation or energy 

e�ciency.
• Targets are arbitrary and may not fully relieve EI.

Tiered 
discount 
model

Varying percentage discounts 
depending on customer income 
level, with larger discounts  
given to the lowest-income 
customers.

• Allows for more speci�c, targeted discounts 
compared with a straight discount model.

• Can potentially reduce overall energy burden 
below the 6% threshold.

• Not as precise as a PIPP for each household’s 
needs (i.e., requires some generalization).

• Income veri�cation adds administrative 
complexity for customers and utilities; if tied to 
other means-tested programs, the tiered model 
can miss eligible groups.

Budgeting strategies

Budget, or 
“smooth-
ed,” billing

Program administrators o�er 
levelized billing by analyzing 
past usage and determining an 
average that then serves as the 
basis for a �at monthly rate. 

• Reduces utility bill volatility during hotter and  
colder months.

• Enables customers to better plan for their  
energy expenditures.

• Requires administrators to “true up” at the end of 
the year, which can be managed through refunds, 
surcharges, or billing rate revisions the next year.

• Customers lose sensitivity to variability in their 
energy use, sometimes leading to higher total 
energy consumption.9

Prepay-
ment, 
“pay-as-
you-go” or 
pre-paid 
meters 

Customers pay in advance for 
service, which is automatically 
(or “voluntarily”) shut o� when 
account balances are fully 
depleted.10 

• Reduces the administrative cost for utilities to 
run arrearage management programs.

• Real-time usage technology allows customers 
to engage conservation practices.

• Ability to make more frequent, smaller 
payments and avoid utility debt

• Programs lead to elevated rates of service 
interruption and cut o�s, putting users at risk.

• Consumers forfeit standard protections such as 
disconnection notices, payment agreements, 
and temperature-based or seasonal bans.

• May encourage unhealthy coping strategies for 
low-income households.
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