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1 What is PBR?
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• Incentives of traditional regulation
• Build and own to grow rate base
• Increase volume of sales and electricity usage 

to enhance profits
• Avoid disallowances
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“All regulation is incentive 
regulation”
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• Good things that are not profitable for the utility? 
(EE, solar PV) 

• Bad things that are profitable to the utility? (Non-
beneficial electrification) 

• Good things not getting done for lack of interest or 
motivation? (Smart meters)

• Bad incentives but easily seen or less easily 
seen? (Swapping lightbulbs)
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Questions: Are there . . .
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• PBR provides a regulatory framework to connect 
goals, targets, and measures to utility 
performance or executive compensation. 

• Performance Incentive Mechanisms (PIMs) are a 
component of a PBR that adopts specific 
performance metrics, targets, or incentives to 
affect desired utility performance that represent 
the priorities of the jurisdiction. 

5

PBR is. . .
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Directional Incentives
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Operational Incentives



Measurable	Performance	CriteriaMeasurable	Performance	Criteria
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Measurable Performance Criteria



Metrics
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• Outputs are specific results of utility actions, often 
measured as a measurable performance criteria or 
metrics

• Outcomes are how utility services affect ratepayers 
and society and are generally the desired results 
from a specific guiding goal, directional incentive 
and/or operational incentives
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Outputs, Outcomes
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Output Outcome
Certain SAIFI result Reliable service

Calls to call center answered in 
less than 20 seconds

Responsive customer 
service

Disconnections at less than x per 
month

Universal service

Interconnection of DG averaging 
$X in user costs on average in 
under Y days

Supported customer 
generation



2 Why is PBR important?
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PBR enables reform of 100-year 
old regulatory paradigm

Source:	US-Canada	Power	System	Outage	Task	Force	final	report,	April	2004.	
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PBR and smart transformation of 
power sector

Source:	Farrell,	J.	(2011).	The	Challenge	of	Reconciling	a	Centralized	v.	Decentralized	Electricity	System.	Institute	for	Local	Self-Reliance.
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Old system = barrier to new 
technologies, policies 
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• Solar distributed generation
• Higher ramping rate for integration of renewables
• Peak load reduction via demand response
• Increase customers enrolled in time-varying rates
• Water savings
• EV rate education and charging station 

deployment
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PBR can identify and target positive 
incentives and outcomes
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Recent history is full of transformative technology 
changes that were not foreseen by experts. 

PBR can harness disruption



3 What can be achieved 
through PBR?
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• But costs in cost of service regulation form basis 
for PBR so COS regulation is often the solid basis 
on which PBR is built

• PIMs are often added to traditional regulation
• PBR can take a broader approach to modify the 

regulatory incentives inherent in traditional 
regulation
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More focus on outcomes, less focus 
on inputs (costs) 
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• Create good incentives
• Remove bad incentives
• Establish transparency at each step
• Align benefits and rewards
• Learn from experience
• Simple is good
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Incentives



4 Example: Revenues = 
Incentives + Innovation + 
Outputs (RIIO), United 
Kingdom
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RIIO

Buchanan,	A.	(2012).	Moving	Energy	and	Climate	Change	to	a	Better	Place	in	2012.	Ofgem.



Ofgem (2016).	RIIO-ED1	Annual	Report	2015-16.	Retrieved	from:	https://www.ofgem.gov.uk/system/files/docs/2017/02/riio-
ed1_annual_report_2015-16_supplement.pdf



5 Example: Cost Control
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• Set rates for longer period
• Allow utility to keep some/all savings if efficient
• First used in CA, NY, New England
• Common now in Australia, UK, Germany, New 

Zealand, Canada
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Multi-Year Rate Plans
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• Reduce frequency of rate cases, freeing up commission for 
other needs

• Improve culture of utility management 
• Improve utility performance and lower utility costs
• Strengthen incentives for utilities to improve performance 

(Benefits ideally are shared between utilities and their 
customers)

• Often need customer service and reliability metrics 
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Multi-year rate plans can:
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Productivity growth of CMP and
other U.S. utilities, 1992-2014

Source: M. Lowry et al. 
State PBR Using Multi-
Year Rate Plans for U.S. 
Electric Utilities, July 2017



6 Example: 
Distributed Energy Resources
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Measuring DER deployment
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• The power sector is changing rapidly
• Regulation should seek outcomes that simulate 

competitive market behavior where possible and 
beneficial

• For some purposes, advanced distributed 
technologies enable competition for provision of 
safe, reliable and low cost service
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Facilitated Competition Model under 
a Monopoly Regulated Business
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• How would DERs be deployed in a competitive market? 

• How much DERs and what types can the distribution and 
transmission system accommodate? At what costs?

• What is the right (efficient, least-cost) level of level of DER 
deployment?
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Is there a DER deployment 
baseline?
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• Number of DER systems deployed
• Total installed capacity of DER on a particular 

system, or
• total amount of energy produced from DER units
• number of units
• capacity measure in kW or MW, and
• energy measured in kWhs or MWhs

34

What to measure?
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• Survey to assess utility performance in DER 
facilitation avoids the challenge of developing a 
baseline

• Avoids baselining
• Avoids using exogenous factors to measure
• Avoids detailed interconnection review
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New York “REV”
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• Earnings Adjustment Mechanisms
• Financial details set in rate cases for each 

distribution utility
• Some EAMs are expected to supplement 

contributions to platform service revenues for the 
foreseeable future.

36

NY REV rewards distribution utilities for 
achieving facilitated competition and 
customer satisfaction
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Utility revenue within NY REV

Source:	Mitchell,	C.	(2016).	US	Regulatory	Reform:	NY	utility	transformation.	US	Regulatory	Reform	Series.	Retrieved	from:	
http://projects.exeter.ac.uk/igov/us-regulatory-reform-ny-utility-transformation/



8 Take Aways
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• PBR aligns interests of utilities, regulators, 
customers

• PBR can provide cost containment incentives to 
utilities 

• Poorly designed PBR mechanisms exist, and 
provide debatable benefits. 

• PBR could help reform regulation for the “next 
generation” utility
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Take Aways
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