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Performance Incentives 

Distinguish between:

• Level of incentive

• Design of incentive mechanism



Types of Incentive Mechanisms
• Performance Target Mechanism

– Utility receives performance-based incentive of an additional 
X% of program costs if it achieves EE portfolio goals or target 
level of performance (often applied as a scale, commonly with 
a cap as a % of program costs)

• Shared Net Benefits Mechanism
– Utility retains X% of the present value of TRC net benefits 

from the portfolio of EE programs

• Cost Capitalization or Bonus ROE Mechanism
– Utility capitalizes the annual program costs over first X years 

of the installed measures at authorized ROE + Y (e.g., 500) 
basis points









Massachusetts Electric PA Mechanism 2005-
2009

Three Measures to Earn Incentives

Savings Incentive

Rewards PA for acquiring 
additional lifetime energy 
and demand savings (kWh 
and kW) and project 
associated non-electric 
benefits

Value Incentive

Rewards PA for seeking 
additional cost effective 
savings (kWh and kW) and 
non-electric benefits

Performance Metrics

Enables the PAs and 
stakeholders to highlight 
elements of the EE Plan 
which might not receive the 
attention they merit in the 
hierarchy of carrying out 
the Plan

Goal: Maximize savings Goal: Maximize net benefits 
(benefits – costs)

Goal: Establish PA focus 
on specified program 
outcomes or plan 
development 

Incentives EE Spending in 
Year

5%
(~8.25% pre-tax)

% Achieved
in Relation to Planned

(75%-110%)
= x x

Structure and key content adopted from PA slides



Three Components of CT 
Mechanism

• Electric system benefits (the $ value of 
kWh and kW savings)

• Electric system net benefits (benefits 
minus costs)

• Performance incentive metrics (program 
specific indicators)



CT Performance Incentive 
Mechanism

Performance (% of Target or Goal) Pre-Tax Incentive as a % of Cost 
Basis    (% of program costs)

70% 2%
80% 3%
90% 4%
100% 5%
110% 6%
120% 7%

130% (maximum) 8%



Rhode Island

For electric programs, the shareholder incentive 
mechanism will continue to include two

components:
(1) kWh savings targets by sector and
(2) performance-based metrics.



A target incentive rate of 4.40% in 2009 applied to the eligible spending budget for 
2009. The projected spending budget for 2009 is approximately $23.5 million.  

The total target incentive for 2009 is 4.40% of the approved spending budget, or 
approximately $1.036 million. Of this total, $150,000 will be the target incentive for 
the performance-based metrics and the remainder will be for the kWh savings target 
(~14.5% of incentives).

The threshold performance level for energy savings by sector is 60% of the annual 
energy savings goal for the sector.

The Company must attain at least this threshold level of savings in the sector before 
it can earn an incentive related to achieved energy savings in the sector. 

The Company will have the ability to earn an incentive for each kWh saved, once 
threshold savings for the sector are achieved, up to 125% of target savings. The 
incentive per kWh saved.

The incentive cap on energy savings will be equal to 125% of the target incentive
amount for energy savings.


