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A B S T R A C T

This article examines the use of publicly-available financial and operating data to benchmark distribution
performance of U.S. IOUs. The authors describe a methodology addressing characteristics beyond IOU control
commonly held to impact performance. Econometric analyses refute many commonly-held beliefs about the
influence of various characteristics on various performance measures, and support other beliefs only weakly. The
authors then apply appropriate adjustments quantified through regression analyses to create a distribution
business performance ranking of U.S. IOUs.

1. Introduction

Despite a lack of growth in peak demand and energy use, investor-
owned utilities (IOUs) from coast to coast are proposing record levels of
investment in distribution grids and businesses (see Fig. 1). With gen-
eration investment opportunities few, transmission investments re-
quiring a 10-year lead time, and the difference between the cost of
capital and authorized rates of return at an all-time high,1 IOU interest
in grid investment is stronger now than it has ever been.

Regulators and consumer advocates are facing enormous distribu-
tion investment proposals with increasing frequency, presenting reg-
ulators and advocates with significant challenges. Regulators and con-
sumer advocates are ill equipped to question IOUs’ technical arguments
for new distribution capabilities and capital, as well as IOUs’ estimates
regarding associated customer or grid benefits. How can a regulator at a
significant information, resource, and experience disadvantage possibly
distinguish between the investments an IOU proposes to make, and the
minimum investments an IOU requires to reliably accommodate growth
in PV solar or electric vehicles, to name just two examples?

Faced with this dilemma, more regulators are questioning reliance
on cost-based ratemaking, in which rates are determined solely by re-
source inputs. Many are considering compensation based in part on

performance (outputs), though measurement challenges loom large.
Benchmarking is one approach to performance measurement with
several attractive features. First, an IOU is unable to “game” the per-
formance reports of other IOUs to which it can be compared. Second,
benchmarking adds an element of competition to a monopoly en-
vironment.

IOUs have historically dismissed benchmarking as not credible.
Every IOU believes a combination of climate, system load shape, cus-
tomer attributes, utility business characteristics and size, regulatory
characteristics, and other variables make its own situation unique,
rendering benchmarking meaningless. But is this belief accurate? With
sufficient industry-wide data, couldn’t econometric analyses be em-
ployed to quantify the relationship between various characteristics,
such as peak demand per customer or customer density per distribution
line mile, and performance measures such as distribution rate base per
customer? (Distribution rate base per customer is a capital efficiency
performance measure, with lower values indicating relatively better
capital efficiency and lower rates from a customer’s perspective.)

If the size and direction of the relationship between various char-
acteristics (independent variables) and various performance measures
(dependent variables) could be quantified through econometric ana-
lyses of industry-wide data over several years, it would seem a
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relatively simple matter to apply appropriate adjustments to any in-
dividual IOU’s performance measures based on its characteristics. Such
an approach could make IOU performance benchmarking both credible
and relevant.

This article describes our use of publicly available data on IOU
performance and characteristics to enable credible benchmarking.
Routine econometric analyses are employed to identify factors beyond
utility control which impact performance, and to quantify the size and
direction of any influence to enable appropriate adjustments to re-
ported performance. We describe our methodology and present our
findings. Several findings challenge conventional wisdom about the
impact of various characteristics on various performance measures,
which we label “busted myths.”

Building on our efforts, we calculate a “Customer Value Ranking™”
of U.S. electric distribution IOUs, comparing IOU inputs (capital and
O &M spending) to customer outputs (reliability and customer sa-
tisfaction) as an indicator of IOU value creation. We conclude with a
discussion on the potential uses of benchmarking for IOU performance
evaluation, compensation, and management purposes.

2. The methodology

First, with the help of information technology partners, we com-
bined a variety of publicly available data sources on IOU distribution
business performance into a single dataset. These included the FERC’s
Form 1, the EIA’s Form 861, JD Powers and Associates’ annual cus-
tomer satisfaction surveys, and SEC and state regulatory filings. (While
some may question IOU accounting consistency regarding FERC’s
Uniform System of Accounts, our analyses were conducted at an ag-
gregation level high enough to mitigate this concern.)

We then developed over 30 performance measures of interest, ad-
dressing key performance indicators such as reliability, capital
spending, operations &maintenance (O &M) spending, customer en-
gagement, demand-side management effectiveness, and others. In ad-
dition to SAIDI without Major Event Days, these performance indicators
included distribution O&M spending per customer and per line mile;
distribution rate base per customer and per line mile; overall residential
customer satisfaction; and many more.

To address the issue of comparability, we used the same data
sources to define 20 specific variables that might impact performance,
including every IOU’s business, demographic, regulatory, customer,
load, and climate characteristics. These variables included NOAA cli-
mate region; various definitions of utility size; customer density per line
mile; capacity factor; peak demand per customer; and many others.

We analyzed six years’ data (2010–2015 inclusive) from 131 electric
IOUs for most performance measures, though a few (notably reliability
measures) were only available for three years (2013–2015). Given our
interest in intercompany performance variation, we avoided panel data
and time series econometric techniques that would remove inter-
company variation. Instead, we relied on Ordinary Least Squares

regression analyses to test the impact of various utility-specific char-
acteristics on various utility specific performance outcomes. Use of a
pooled approach with robust standard errors ensured that our coeffi-
cient estimates were consistent. (This means that with large numbers of
observations, estimates converge to their true values.) Given our 784
observations we consider any bias in the coefficient estimates to be
small. The potential for auto-correlation makes it possible that our es-
timates of coefficient variances are underestimated, which we took into
account when making conclusions. Every regression was run in both
absolute and logarithmic values, as well as with one-year and two-year
lags, though in no case did the lags justify the loss of observations.

3. The findings: much conventional wisdom does not hold and
represents ‘busted myths’

Some of the findings produced by the econometric analyses refute
tenets of conventional wisdom that we label “busted myths.” The most
interesting of these are described below.

All reliability measures (SAIDI and SAIFI with and without major
event days) demonstrate a negative correlation with distribution plant
balances per customer. That is, the more capital an IOU has invested in
its distribution business, the worse its SAIDI and SAIFI. This effect ac-
counts for only a tiny amount of the variation in the reliability mea-
sures, and is only statistically significant for SAIFI. However, the lack of
a positive correlation between capital and reliability can clearly be
considered a busted myth, and is consistent with the findings of a
Lawrence Berkeley National Laboratory study in 2015.2

The correlation between NOAA climate regions and reliability are so
weak as to be inconclusive. This finding is consistent with the findings
of a study by Lawrence Berkeley National Laboratory in 2012.3 The
large size of the NOAA climate regions (nine for the entire U.S.) and the
limited number of observations for some regions (four IOUs in the
California/Nevada region and three in the Northwest region) were
contributing factors. However, the fact that we find no significant
correlation between climate and reliability could certainly be con-
sidered another busted myth.

Another intriguing finding is that IOUs with higher distribution
plant balances per customer also exhibit higher O &M spending, re-
futing the notion that IOU distribution investments replace labor with
capital.

Finally, we observe a negative correlation between Billing and
Customer Service Operations &Maintenance (O &M) spending per
customer and customer satisfaction. That is, the more an IOU spends on
Billing and Customer Service, the lower the IOU’s satisfaction score.

4. Other conventional wisdom tenets are confirmed, but
correlations are weak

Other statistically significant correlations are in line with industry
observers’ likely expectations, although the total variation in dependent
variables caused by variation in independent variables was surprisingly
small in all cases. Notable examples are that higher peak demand per
customer is associated with higher distribution plant balances per
customer and per distribution line mile. Higher customer density (per
line mile) is associated with lower distribution plant balances per cus-
tomer and lower distribution O &M spending per customer. Higher
customer counts are associated with lower distribution O&M spending
per customer and lower general and admin spending per customer. Not
surprisingly, fewer power outages are associated with higher customer

Fig. 1. Growth in distribution assets per customer relative to load and peak demand, U.S.
IOUs, 2010–2015.
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