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An increasingly challenging landscape has pushed cost 

reduction to the top of the agenda for executive teams 

at North American utilities. Rising energy effi ciency has 

fl attened demand for electricity, even as operating costs, 

living expenses and pension liabilities continue to rise. 

Meanwhile, utilities are investing to modernize their 

infrastructure and operations. All of this is happening 

at a time when regulatory and competitive conditions 

make rate increases unlikely, yet utilities still aim to 

deliver earnings-per-share growth of 4% to 6%. 

All told, analysis by Bain & Company indicates that over 

the next fi ve years, North American utilities will need 

to slice more than $15 billion, about 20% of operations 

and maintenance costs, to meet earnings growth targets 

without accelerating rate growth—and that number 

could grow if electricity loads decline. 

Most executives recognize the need for action, but are 

daunted by the scale and complexity of the challenge. 

Many leadership teams bear the scars of previous cost-

cutting programs, which often netted out as annual 

budgeting exercises, deferrals of work or other one-off 

efforts. These limited successes make skeptics of execu-

tives, who have come to believe that signifi cant cost re-

ductions are impossible without sacrifi cing reliability, 

customer satisfaction, safety or other aspects of opera-

tional effectiveness. 

However, a small group of industry leaders have shown 

how to make it work. Instead of trimming around the 

edges, these executive teams decide what kind of com-

pany they want in 5 or 10 years, and shape their organi-

zation and spending to meet those expectations. Across 

the board, these utilities have much lower costs than the 

industry average, spending about 25% to 40% as much 

on operations and maintenance as their least-effi cient 

peers (see  Figure 1). And they get better every year, 

reducing administrative costs by about 1.5% annually 

(see  Figure 2). 

For senior executives at utilities that need to reduce their 

cost position—which is just about all of them—the 

transition to become a more cost-effective organization 

begins with leadership from the top and their willing-

ness to make hard decisions. Leaders need to identify 

signifi cant but realistic fi nancial goals, based on a clear 

understanding of their current costs and drivers. Some 

early wins will build momentum to help make diffi cult 

choices. Perhaps most important, they need to develop 

Figure 1: US utilities in the top quartile spend only 25% to 40% as much as those in the fourth quartile
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Senior executive teams at leading utilities are aiming 

higher, setting cost-reduction targets of 30% to hedge 

against worsening fi nancial conditions, one-time costs 

or implementation challenges such as delays in IT 

systems or resistance from regulators. At a leading US 

utility, the CEO and his leadership team (many of 

whom had come from a highly competitive telco) 

agreed that a low-cost position was essential for long-

term success. They pursued cost reductions in a system-

atic multiyear program that launched initiatives to 

implement capital and improve effi ciency while im-

plementing a culture of continuous improvement. 

Throughout, the team emphasized the criticality of 

maintaining customer satisfaction. After several years, 

they have one of the best cost positions, while main-

taining industry-leading customer satisfaction ratings.

Identify root causes and look across functions

Leaders in cost reduction identify more opportunities 

by looking at spending from a range of perspectives, 

questioning every expense and reexamining spending 

habits. Viewing budgets from multiple perspectives—

not just functions, but also by organizational unit, resource 

type and color of money (the industry term for types of 

a strategic roadmap that carries the entire organization 

through budget and rate-case cycles, to avoid falling 

into a trap of annual budget wrangling, and in doing 

so, build a better and stronger organization.

Lead from the top and set ambitious targets

The $15 billion that will need to come out of the North 

American utility industry implies cost reductions of 

between 15% and 20% for each utility—on top of all 

the cuts already made. Successful senior executives will 

approach this target with a strong conviction that these 

reductions are essential, and that armed with industry 

performance data on costs and other metrics, they can 

lead their organizations toward the goal. 

Undoubtedly, most have already heard from their business 

unit leads that reductions at this scale are impossible 

without unintended negative consequences, including 

greater risk in key operational areas, lower reliability 

and the loss of vital talent. Senior executives can coun-

ter the argument by identifying the risk in not acting: 

Utilities will be unable to meet the necessary demands 

in infrastructure development and customer engage-

ment unless they improve their cost performance. 

Figure 2: Administrative costs per customer are declining about 1.5% per year at leading US utilities 
and rising at others
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funding)—allows them to identify more ways to reduce 

costs (see  Figure 3). Many take a zero-based approach 

to budgets, continually questioning what work needs 

to be done and what outputs need to be generated. 

Identifying who does the work and why can also reveal sur-

prises. Sometimes senior staff continues to do work that 

could be more cost-effectively assigned to junior staff, sim-

ply because of time and grade promotions. Old reports and 

paperwork are often generated long after processes have 

changed and their value should have been questioned. 

In other cases, work is needlessly gold plated. One 

utility’s IT organization had poor demand-management 

capabilities and wound up treating all requests as urgent, 

sometimes spending millions of dollars to outsource 

work to expensive contractors in order to hit unneces-

sary deadlines. Utilities often overinvest in their truck 

fl eets, with excessive customization that requires more 

upfront costs and ongoing maintenance expenses than 

they would incur by sticking to standard models.

In some cases, senior executives only have to push a 

little harder. After holding operations and maintenance 

spending fl at for several years, the CEO of one North 

American utility believed that further cuts would be dif-

fi cult, if not impossible. But a 16-week assessment of 

cost-saving opportunities, applying some of these prin-

ciples, revealed another $400 million available, a num-

ber that the line organization reviewed and validated. 

Build a time-phased plan and create momen-
tum with early wins

Success in large cost programs doesn’t come easily. 

While reductions in external spending on materials 

and services can be signifi cant, headcount reductions 

are also likely—a process that can be diffi cult and gut-

wrenching for organizations. It’s critical to design the 

change program in ways that build momentum, to 

ensure success. 

At one North American utility, executives focused fi rst 

on managing suppliers more closely and simplifying 

the organizational structure (primarily at the top) to 

reduce costs by 2% in one fi scal year. The changes were 

well received by the rank and fi le of the organization, 

which helped build momentum and confi dence to 

Figure 3: Leaders examine operations and maintenance costs not just by function, but also by organizational 
unit, resource type and color of money 
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tion’s DNA. They will need to set clear internal tar-

gets and hold teams accountable for results as they 

build a cost-conscious culture that delivers continu-

ous improvement along the lines of the 1.5%-a-year re-

duction demonstrated by the leading quartile. Of 

course, consistent communication about cost re-

duction, both internally and with customers, regula-

tors and shareholders, will remain critical.

The number of leaders in any organization with the set 

of skills to intelligently manage change at this scale is 

fi nite. The right leaders will impart the urgency of the 

effort to their teams and work to instill a sense of pride 

in achievement—along with the bragging rights that 

accompany success. Programs like these are ideal 

learning platforms, and senior executives should view 

them as an opportunity to develop their talent pipeline. 

No utility executive sees this as optional anymore; the 

trends are clear and the numbers unforgiving. Starting 

sooner is better than later, since it allows more freedom 

in cost-reduction decisions and taps greater enthusiasm 

than when one’s back is against the wall. Leaders have 

shown that taking a multiyear, cross-functional ap-

proach to reducing costs yields meaningful and sus-

tainable results, while also building a lean culture 

focused on performance.  

make hard choices that would move the organization 

closer to its long-term reduction targets of 15% to 20%. 

They then took a zero-based approach that revealed 

new opportunities across functions. In fi nance, they 

identifi ed redundancies at the parent company and 

operating companies. In IT, the utility rationalized 

its portfolio, improved demand management and 

committed to standardization. In operations, they reduced 

the number of job classifi cations, invested in technology 

that boosted productivity and employed advanced ana-

lytics to improve forecasting. 

As these programs unfold, executives should also be 

evaluating longer-term decisions, such as whether to 

shutter uncompetitive assets, how to use capital to 

reduce ongoing operations and maintenance costs, 

and where to switch from archaic customized systems 

to standardized solutions that reduce long-term main-

tenance and upgrading costs. 

Develop a long-term roadmap to build the 
right culture and team

Leading North American utilities will set cost reduction 

as a long-term priority, one that transcends budget cy-

cles and becomes a permanent part of the organiza-

Five questions to get started

• Is this a top-three priority for your CEO, CFO and executive team? Cost transformation succeeds 
only when it’s led from the top. Long-term cost reduction has to be an integral part of ongoing 
strategy, not a one-time budget move to meet targets.

• Does everyone on your leadership team understand the case for change? Cost-reduction efforts 
are more successful when executives understand the mandate and can look beyond next quar-
ter’s earnings.

• Who are the 15 to 20 high-potential leaders you will take out of their day jobs for 12 to 18 months 
to drive the effort? Success depends on fi nding the right leaders.

• Can you act counter to your current bonus goals? Incentives must be aligned over the long term, 
and leaders must be rewarded for executing their initiatives, particularly if it requires perceived 
personal pain, such as larger cost reductions than their peers.

• Are you ready for zero-based budgeting every year? A disciplined, multiyear approach is necessary 
to prevent costs from slipping back.
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