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HOW REGULATORS ARE EVOLVING 
TO SUPPORT DERS

Distributed energy resource adoption requires action 
from both utilities and regulatory commissions. Utilities 
are trying to find their place in the market for DERs 
and regulators are rethinking their own processes and 
policymaking to encourage DER growth. As the following 
chart details, most regulators believe altering tariff 
designs is the most appropriate approach,  
while other more radical methods (such as decoupling 
and performance-based ratemaking) garner less support. 

More than three-quarters of regulators (77%) also plan 
to formally review the technology cost and performance 
effectiveness of DERs, but some authorities may take 
more traditional approaches to doing so than others. 
Regulators are using “cost of service” standards 
to assess the cost effectiveness of DERs through 
traditional regulatory proceedings, when in fact, such 
costs are more market-driven and do not necessarily 
lend themselves to a cost-of-service benefit/cost 
assessment. Markets can set prices higher or lower 
than prices determined by regulators, thereby affecting 
the perceived cost-effectiveness of DERs. As a result, 
return on investment would be higher or lower for DERs 
depending on how prices are set.

Regulatory changes being made to promote the addition of DERs

Figure 12

Revised tariff designs1 60%

Decoupling2 30%

Performance-based ratemaking options: incentive-based3 25%

Changes to the traditional cost of service model4 15%
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In regards to assessing DERs’ financial effectiveness, 
regulators are keen on taking a non-invasive approach; 
the majority of commissions plan to rely on traditional 
proceedings and current utility filings for conducting 
these reviews. This may be less disruptive in the short 
term, but using dated methods to measure an emerging 
technology could skew the data and cause more 

confusion later on. The approach being used suggests 
a need for more current market-based tests for cost 
effectiveness, tying in the personal and intrinsic value 
that extends beyond energy and environmental benefits. 
Risk transfer is important here, as returns on equity will 
vary depending on whether prices are market-based or 
cost-of-service based.

How regulators will review the cost/performance  
e!ectiveness of DERs

Figure 13

New utility report and technology progress reports69%2

Through current annual utility filings; New, separate proceedings 
and information filings

63%3

High-level regulator executive dashboards19%4

Traditional ratemaking proceedings81%1


