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Introducing RAP and Rich

• RAP is a non-profit organization providing 
technical and educational assistance to 
government officials on energy and 
environmental issues. RAP staff have 
extensive utility regulatory experience. RAP 
technical assistance to states is supported by 
US DOE, US EPA and foundations.

– Richard Sedano directs RAP’s US Program. He 
was commissioner of the Vermont Department of 
Public Service from 1991-2001 and is an engineer.
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Prevailing Attitude: 
Why Change Regulation?

• Staffs (utility and regulatory and advocates) 
accustomed to standard practice

– Decision-makers often lack vision, innovation

• Public does not understand the business

– Including opinion leaders, accountability gap

• Wall Street (source of capital) might get 
spooked if performance actually mattered

– Just don’t mess up and everyone will be OK
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Changing Regulation is Attractive if 
Outcomes Matter

• First flickers of performance regulation 
emerged with the cataclysms of nuclear 
plant disallowances and competitive 
generation markets

– Promote productivity improvements

– Promote reliability/service outcomes

– Promote public policy priority outcomes

– Promote stability
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Change is Attractive if Outcomes Matter

• A crisis helps

– High rates (Hawaii, NY, CA)

• Especially a rate spike (Maryland)

– A reliability disaster (MD, NY)

• Climate is a motivator in some places

• Visionary leaders help a lot

– NY, MA, IL, CA

• New technology can change the dialogue
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RAP Observations

• RAP usually asked on the scene by a 
change agent with a long view

– A new commissioner, a utility executive, an 
NGO

• Usually, there are legacy, shorter sighted 
interests also on the scene

• Some narrow performance regulation 
examples…
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Reliability Performance

• Generally, places with reliability 
performance standards focus on avoiding 
the bad performance on outage frequency 
and duration, and on penalties

– For example, MI and VT rules offer refunds to 
affected customers for failure to restore 
service in a reasonable timeframe

– Many other ways to penalize a utility
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Iowa – Mid-American: Rate Cap

• Desire for stable rate performance

– Fifteen years of capped rates: popular

• With ratepayer dividends and excess company 
returns from power sales

• Rates could have been lower, but more volatile

– No specific focus on service outcomes

• Energy efficiency performance is fair, has 
plateaued
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Rate Caps (2)

• A rate cap by itself may be popular but is 
not conducive to improved performance or 
productivity

– Sales rise

– Revenue rises
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Decoupling 
is a form of Performance Regulation

• By setting a revenue target, the company 
must manage to it

– Control costs is consistent with public interest

– No specific performance standards, however

• States with decoupling…
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The (curious) strategic case of Idaho

• Lowest rates in the nation

– Why?

• Low cost hydro-electric power

– Is limited

• Incremental power in Idaho is the same as 
it is everywhere else

– Motivated to do energy efficiency and manage 
within their resources to avoid expensive 
investments
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Energy Efficiency Performance

• States that reward for energy efficiency 
performance

– Shareholder incentive

– 1/3 of states

– Is reward enough to hold CEO attention?

13



States with EE Performance Standards
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UK: OFGEM leads on Performance
and yet is still in the starting blocks

• In the 90s, came out with productivity-
based PBR in a market-based system

• Presently converting to a carbon-based 
strategy of enterprise-wide performance

– RIIO: Utility Revenue = 

• Incentives

• +Innovation

• +Outputs
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With emergent technology and 

services, will the role of the utility, 

and how to evaluate its 

performance, change very soon?



New York indicating interest in 
Enterprise-Wide Performance

• Performance has been incidental in 
regulation

– Noticed when it is absent

– Rewards, when available, are small

• There is more interest in performance 
regulation in the US today than I have 
seen before
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What targeted utility activities 
can we link to performance?

• Reliability

• Service

• Satisfaction

• Safety

• Rates (level, 
volatility)

• Total cost of svc.

• Social goals

• Energy efficiency

• Customer 
Generation

• Resource diversity

• Competitive activity

• Environmental 
performance

• Innovation …
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Opportunities for more

• With technology, there will be more 
opportunities to measure more of 
importance which can turn into a PBR 
metric

– Data to customers

– Responsive, integrated customers

– Targeting customers for specific offers
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No state is serious about PBR…

• A state would be serious about PBR if …

– A significant share of the utility earning were 
based on performance

• What is significant?

– Enough

• Enough to neutralize urge to invest in 
assets and put performance on the same 
tier of priority as assets
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YET

(Maybe New York soon)



Performance-Oriented Earnings
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Weighted Average 

Cost of Debt

Return on Equity

determined by the PUC

Earnings available from 

overall utility 

performance

Earnings from rate base 

investments

%Return on investment



About RAP

The Regulatory Assistance Project (RAP) is a global, non-profit team of experts that 
focuses on the long-term economic and environmental sustainability of the power 
and natural gas sectors. RAP has deep expertise in regulatory and market policies 
that:

 Promote economic efficiency
 Protect the environment
 Ensure system reliability
 Allocate system benefits fairly among all consumers

Learn more about RAP at www.raponline.org

rsedano@raponline.org


