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Introduction

Everywhere in the industrialized world, the electric power and utilities
sector finds itself pulled to economize and pushed to innovate — two
goals that might seem to conflict, but that are actually in harmony. The
pull comes from a prolonged downturn in consumer energy revenue on
both sides of the Atlantic. End-use electricity consumption declined in 22
out of 28 E.U. countries between 2005 and 2014, according to Eurostat. In
the U.S., the Energy Information Administration (EIA) reports that the
electricity sales growth rate since 2002 has hovered around 1 percent or
less per year, and demand has declined in five of those years. That’s a
steep drop from growth rates that were well above 2 percent for much of
the 1980s and 1990s. The rise in demand for electricity has been
consistently lower than general economic growth in recent years.
Revenue growth is almost certain to continue slowing, and, according to
the EIA, there may be two more years of decline during the next decade.
This outlook reflects clear macro-level trends. The EIA cited a range of
causes for the downturn: “Older equipment was replaced with newer,
more efficient stock, [and] efficiency standards were implemented and
technology change occurred, particularly in lighting and other
appliances. The demographic and economic factors driving this trend
included slowing population growth and a shifting economy toward
less energy-intensive industries.”
Offsetting these trends, however, is a surge in demand for new power
and utilities offerings — a surge so strong that the industry hasn’t yet
caught up to it. Innovations in power-sector technology, such as new
storage battery options and smartphone-based thermostat apps, are
advancing at a pace that has surprised developers and adopters alike.
Customers are asking for these products. To meet that demand, industry
leaders are integrating those innovations into their operations and
infrastructure as rapidly as they can.
If your company is in the power and utilities sector, the challenge you
face is to close the demand gap and provide value for customers
profitably. Do so, and you can expect a future of growth and customer
loyalty. Fail, and you may risk being eclipsed by upstart competitors.
4
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Meeting the demand gap

Because of the changes in customer demand, being a leading innovator
is a much more compelling strategy than it used to be in the power and
utilities sector. Digital technologies are evolving, and customers are
quick to adopt them. Both business and consumer energy users are
clear about their expectations. They want to reduce their consumption,
and they know that technological controls and data analytics can help
them do it.
For example, business customers are increasingly interested in
managing their energy use patterns. Manufacturers and industrial
firms are monitoring heating and cooling equipment performance
with intelligent sensors that can indicate malfunctions, anticipate
and prevent disturbances, or signal when major maintenance is needed.
Owners of commercial buildings are installing energy monitors to help
gauge variations in consumption and predict future fuel requirements.
Many well-known companies have announced energy efficiency targets
for 2020, including Procter & Gamble (powering its plants with 100
percent renewable energy), Walmart (reducing building energy
intensity by 20 percent from 2010 levels), and McDonald’s (increasing
energy efficiency by 20 percent in company-owned restaurants).
Companies pursuing energy efficiency have two long-standing goals
— gaining a competitive advantage and boosting the bottom line —
and one relatively new one: environmental sustainability. Google, for
example, has indicated that it expects to satisfy its power needs entirely
from renewables by the end of this year. Adobe has said it would do the
same, by 2035. Even if these goals change before they’re reached, they
will affect business power usage in the short term, demonstrating a
significant shift toward renewables.

Business
customers are
increasingly
interested in
managing their
energy use
patterns.

New energy-related technologies are also beginning to trickle down to
the residential sector. To be sure, the initial response to such technology
was weak. In a May 2016 PwC survey of U.K. energy consumers, 72
percent of respondents said they were unlikely to introduce smart-home
technology before 2020. They also said they were unwilling to pay for
it. But the rapid proliferation of smart-home devices such as Amazon’s
Strategy&
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Alexa and Google Home could change consumer attitudes more quickly
than expected. The same survey, for example, found that 81 percent of
people with smart heating devices noticed a positive effect in the daily
running of their home.
Another recent study, in which PwC surveyed industrial, commercial,
and public-sector energy users in the U.K., found an even higher level
of interest. Respondents indicated that they trusted utilities to deploy
smart-building solutions in their business over and above all other
vendors, including engineering and technology firms. Utilities have a
limited window of opportunity to engage with this trust and establish
their new business models, because rivals from other industries are
rapidly building their capability and credibility with customers.
The solution is going to involve “retailization” — a concept described
in Flipping the Switch, a 2017 report by PwC on prospects for the utility
industry in the United States. Retailization is the development of more
direct consumer-to-utility relationships, along the lines of consumer
banking or online shopping. Early steps might include real-time mobile
and digital experiences, energy efficiency audits, home energy
management solutions, and real-time billing and mobile payments.
There is some distance to go. In 2015, just 40 percent of customers
received outage information directly from their electric utility.

Utilities have a
limited window
of opportunity
to engage with
this trust and
establish their
new business
models.

Over time, a broader array of new technologies — battery storage,
microgrids, analytics software, and intelligent substations — will find
their way onto the retailized power grid as utility offerings. New home
and office electric power installations are coming to be known as
“gateway hubs,” because they provide not just energy, but security,
telecommunications links, and infotainment. These changes are
happening, in part, because a group of manufacturers, startups,
nontraditional entrants, and venture capital funds are focused on
bringing the technology revolution to the utility sector. Power utilities
across the sector recognize that their customers expect them to
innovate, just as other service providers do, and the old industry
boundaries seem much less relevant.
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Blueprint for a service-based
model

Much of this change will start in the business-to-business domain. As
enterprise customers focus on reducing their energy consumption and
expanding their mix of options, they are creating new opportunities for
power utilities. Energy management is a new competency for many of
these businesses, and it requires sophisticated help — of just the sort
that an electric power or oil and gas utility can provide. Thus, with an
eye on future value, customers are proactively turning to utilities and
contracting with them for sophisticated energy management services.
Advances in power-sector technology will ultimately extend to all
customers. But at first, utilities will direct their emerging technology
offerings toward large commercial and industrial customers. In
operational settings — infrastructure, large-scale equipment, industrial
platforms, and complex assets — advances in energy management can
have the greatest impact on reliability and costs.
Many power utilities already maintain active, expertise-driven energy
management programs for customers in these key categories.
Unfortunately, however, the utilities may lack the skill sets and
resources needed to extend them to a broader customer base. Data
analytics capabilities, for example, often receive limited funding owing
to overall cost constraints. That’s likely to change as analytics’ value to
utilities becomes more obvious.

At first, utilities
will direct
their emerging
technology
offerings
toward large
commercial
and industrial
customers.

To capitalize on this emerging market opportunity, utilities need to
move beyond the old commodity-based model in which the primary
goals were cost-effective supply acquisition, modernization of industrial
process equipment, and total bill reduction. Cost management and basic
service will still be important, but they will no longer be central. Power
utilities will now need to provide alternative generation sources, energy
storage, equipment replacement, sensor-based energy monitoring
systems, software-based data analytics, facilities management services,
and the infrastructure to back it all up. On this basis, they will expand
their customer relationships.

Strategy&
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Redefining the portfolio

Utilities are used to providing knowledge and services through a single
model: the regulated business. And this tradition may not need to
change. Many electric power companies can simply expand out from
their regulated business model, increasing their portfolio of offerings
to include some that are regulated and some not. But even utilities that
operate almost entirely in regulated businesses will have to embrace a
new, digitally enabled portfolio of offerings. This is the simplest and
most direct path to a service capability that will have increasingly high
value in the marketplace.
Numerous utilities will find it difficult to stand up this new business,
especially if they try to build all the requisite capabilities to scale
on their own. For example, many utilities will need to build a
sophisticated capability in real-time business model development,
incorporating data analytics and pricing strategies to tailor energyrelated services to each major customer’s interests, and adapting
automatically to changing circumstances; others will require a
capability in making good use of innovations such as sensors and
storage technology. These may be difficult for utilities to develop on
their own. An alternative is to adopt a broad partnering approach that
leverages the existing market expertise of others — either other power
utilities or key suppliers. This partnering approach can be a first step in
a new go-to-market model that positions the utility as part of a broader
energy platform.

This partnering
approach can
be a first step
in a new go-tomarket model
that positions
the utility
as part of a
broader energy
platform.

Several large utilities have already employed an inorganic, M&A-based
strategy, identifying and acquiring companies that have an existing brand
and market position in energy service management. By buying other
companies, these utilities intend to leverage established market presence,
existing technology expertise, and broader distribution channels to
evolve the customer-facing model that they presently employ.
Whether through M&A, partnerships, or both, choosing energy services
management as a growth path means evolving from a basic regulatedutility model to one with more flexibility in market participation,
offerings of products and services, risk taking, and other factors.
8
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This would include more adjustable pricing approaches such as fees-forservice, shared performance gains, and value-based margins. Following
an inorganic approach also means shifting from a business model of
owning assets and driving return on capital to a model that focuses
on product and service volumes that create margins.
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Conclusion

The push into emerging energy services will affect more than individual
companies. It will reshape the power and utility landscape, favoring
utilities that grow beyond their traditional business model to build a
market-based technology and related services portfolio. As power
utilities make this move, the industry will change around them, in
ways that are still hard to predict, in part because the technology is
still evolving. Now that customers are interested and see these changes
as beneficial, they are ready for a new relationship with energy
providers. The primary limit for utilities is their own ability, whether
in marshaling their capital, establishing productive partnerships,
choosing effective technologies, or bringing to scale the capabilities
they will need to thrive over time in this new world.
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