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Some utilities make special efforts to contract with businesses owned by women, minorities, the disabled, and veterans (hereinafter referred to as “diversity businesses”).  These efforts vary:  from (a) simply setting the percentage of contracts that should (or must—the difference depending on whether there is a goal or a mandate) go to diversity businesses, to (b) setting such goals and mandates, but also developing comprehensive programs that identify and address difficulties faced by these businesses.  
I.
Utilities’ Effective Practices 


Utilities develop different strategies to achieve their diversity goals.  The following are the examples of effective practices. 
A. Identify and address specific problems of diversity businesses 


Diversity businesses face specific problems that can prevent them from bidding on utility contracts or succeeding as bidders.  A utility should first identify these problems, and then find ways to address them.  The list of problems includes the following. 
1. Access to capital for expansion and cash-flow needs  


The capital-intensive nature of the electric industry makes it difficult for diversity businesses to develop and compete for utility contracts.  Utilities might provide debt and equity financing or facilitate access to financing.  As an example from another industry, in 1984 P&G established an investment company—Sycamore Investment Company—as a subsidiary to make loans to qualified minority businesses.  The company makes loans only to businesses that have ongoing supplier relationships with P&G.  The loans only cover the development of technologies or business expansion that directly benefit P&G.  Utilities can also facilitate the process of obtaining credit from third-party lending agencies.  To help with cash-flow needs, a utility contract can incorporate provisions such as early or advance payments.
2.  
Certification process  

Utilities can provide the legal and administrative resources required for this process.  Southern California Edison (SCE), as part of its diversity program, hired C.W. Miller & Associates, a Los Angeles-based African-American-owned management consulting firm, to review the technical capabilities of minority and female applicants.  The company helps qualified applicants complete the certification application.

3.  
Large contracts 


Utilities can encourage and facilitate the cooperation of small diversity businesses in bidding as a group for large contracts that they would not be able to handle on an individual basis. 
B.       
Set goals


1.  
Reasons behind numbers

A utility can set a percentage of contracts that should (or must) go to diversity businesses based on a number of factors.  The numbers can reflect the percentage of the diversity population in the territory of a utility’s operations, the practices of other utilities in the industry, standards set by a public utility commission, or standards used by federal and state governments in their diversity programs.  Before setting goals, a utility should examine common practices and the individual situation.  
2.  
Phasing in goal implementation 

If a utility is engaged in a comprehensive program that addresses diversity business problems, it might take some time before the results of these efforts are realized. Over time, such programs will provide a larger pool of qualified diversity applicants.  Thus, it is important to phase in goals based on expectations of the outcomes of the programs (i.e., 15 percent in 2010, 25 percent by 2015).
C.    
Manage the program 


A person (or group of persons) who is in charge of diversity practices should possess the following characteristics to be effective in implementing the program:  

(1) have some power in the company, or be authorized to have this power; (2) have ties with diversity communities that provide an understanding of the specifics of diversity businesses; and (3) have substantial knowledge of the contract area in order to be able to objectively evaluate diversity businesses and their bids.  

D. Report progress 


A utility should establish reporting requirements on the progress of the diversity program aimed at its shareholders, the public utility commission, and the diversity community. 

E.    
Address a trade-off between diversity goals and cost efficiency

A utility can develop a strategy for addressing the situation in which diversity businesses that apply for a contract turn out to be less cost-efficient compared to other businesses.  In this case, a utility will have to decide whether to meet its diversity goal or proceed with the most cost-efficient option.  To some extent, a utility’s take on this issue depends on the public utility commission’s support of the programs (i.e., the commission’s willingness, and statutory authority, to cause ratepayers to pay the extra cost) and the utility shareholders’ willingness to absorb the extra cost.

F.
Provide information


A utility can inform the diversity community about the opportunity to acquire utility contracts to attract more applicants.  Another possibility is to build a “farm team” through alliances with local universities, community colleges, and high schools. 

G.  
Examples of successful programs

II.   
The Value of Diversity Programs to Utilities  


Utilities often cite the goal of reflecting the diversity of their customer base as the main value of diversity programs.  

III.   
The Role of the Regulator 


The regulator could be involved in the process in different ways.

A.     
Involvement of the regulator 

1.  
Initiate diversity programs?

Should the regulator initiate a program by establishing goals or mandates, then imposing them on the utilities; or should the regulator invite (or require) the utilities to propose programs for Commission review?  Or should the regulator do nothing official, instead wait for (and hope for) the utilities to take the first step?  Or should the regulator act informally, making phone calls to CEOs to get companies heading in the right direction? 
      2.  


Set goals? 

Commissions in some states, including California and New Jersey, have established programs that set specific goals for their utilities.   Other states might merely “encourage” action without establishing expectations, goals or mandates.
3.  
Educate utilities about best practices

Government employers have a long history of designing and carrying out diversity programs.  That experience can make available knowledge about how to identify obstacles and opportunities.  Moreover, regulators can encourage idea-sharing among utilities within the state and across the state.  One idea is to use the NRRI Knowledge Communities to stimulate ideas and discussion, and to store and organize current knowledge at the frontier of this effort. 
4.  
Cost efficiency and other utility performance parameters vs. meeting diversity goals 


A commission should develop an approach to dealing with the potential for a trade-off between cost efficiency and diversity goals in the context of rate cases. 
5. Statutory authority
It is not clear-cut whether, and to what extent, a state commission has legal authority to order or encourage diversity programs, and to cause ratepayers to absorb any associated costs.   (Those costs could include the costs of implementation, as well as any incremental costs associated with choosing one supplier over another).  The legal authority question actually has two components:  (a) Does the commission has the legal authority to enter the management domain and require actions (known as the “management prerogative” question).  (b)  Does a commission whose legal authority is bounded by economic regulatory questions have the authority to make decision relating to broader socioeconomic issue like diversity? 
B. Examples of commissions' practices
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