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I.  Introduction

EnergyEXPRESS, Enron Energy Services, GreenMountain.com, National Energy Choice, New Energy, PG&E Energy Services Company, Statoil Energy, and Utility.com, (collectively, the “Retail Market Participants”) appreciate the opportunity to provide comments to the Massachusetts Department of Telecommunications and Energy (“DTE”) concerning the performance-based regulation of natural gas and electric distribution companies. 

The Retail Market Participants’ primary interest in this proceeding is to encourage the recognition of retail marketers as a special subset of customers of Local Distribution Companies and Electric Distribution Companies (hereinafter “utilities”).   In crafting performance-based regulations for utilities, we urge the Department to recognize that the service utilities render to marketers is an important factor in the satisfaction level of the ultimate consumer of electricity and natural gas.  These comments are intended to assist the Department in establishing policy and procedures to this end.

II. Comments

A.
Performance Measures


In its Notice of Inquiry/Generic Proceeding (NOI) on Performance-Based Regulation (PBR), the Department asks for comments on the performance measures that should be included in a service quality plan.  For a gas company, the Department has divided performance measures into three categories: (1) safety; (2) customer service; and (3) billing.  Boston Gas Company, D.P.U. 96-50 (Phase I) (1996).  For an electric company, the Department has divided performance measures into four categories – the three above plus system reliability.  Boston Edison Company, D.T.E. 99-19 (1999).  The Retail Market Participants believe that these performance measures form a good starting point.  


However, we urge the Department to acknowledge that retail marketers of electricity and natural gas are a new and growing customer base of these utilities.  As noted in a study prepared for the National Association of Regulatory Utility Commissioners (NARUC): 

“[D]istribution utilities in a competitive environment will also be called on to serve energy service providers, conservation suppliers, marketers, brokers, aggregators, metering companies, billing entities, energy generators, and other wholesalers. Service quality PBR can monitor performance for these customers as well as for retail customers.”


If the Department determines that utilities should be rewarded and/or penalized based on how well the companies serve their retail customers, the Department must also incorporate benchmarks for utility service to marketers.  We urge this distinction in order that quality of service to all customers is measured.  If the quality of service to marketers is not addressed, the Department will have failed to address the needs of marketers’ customers.  A utility could score well on all of the NOI’s proposed benchmarks, and yet not have provided adequate customer service to a large proportion of its customers. 


For example, the Department notes that one feature of Boston Gas’ PBR mechanism involved measuring adjustments made to customers’ bills.  In today’s competitive market, many customers receive two bills – one each from the utility and one from the marketer.  To the extent there are adjustments made to bills for transportation, the end result may be customer perception that transportation service is fraught with errors.  If the problem is large enough, customers may migrate back to sales service, thus making the goal of robustly competitive markets for natural gas and electricity difficult if not impossible to achieve.


Also, retail marketers are dependent on utilities for many things, including:  providing historic consumption data; processing enrollment requests; collecting and providing meter data; and developing the load profiles by which most customers’ hourly usage is calculated.  If the utility fails to perform any of these services in an accurate and timely fashion, the marketer’s ability to serve its customers is impaired.  Both the marketer and its customers suffer.

The Department can encourage utilities to improve service to retail marketers by adopting one very simple performance measure:  the rate of customer migration to competitive supply.  This measure would also advance the policy of increasing competition in energy markets in the Commonwealth.  Indeed, if such a performance measure had been in place during the first 13 months of retail electric competition, the Commonwealth would likely have done far better than the 0.1% switching rate that it achieved.
  

While utilities control many factors that influence switching rates, there are also other factors that are beyond the utilities’ control.  Therefore, we recommend that any PBR program adopt only an upside component of this measure; in other words, we recommend a reward for a customer migration rate above a target level, with no penalty should migration fall below that level. 


In addition to customer migration rate, there are several other indices that can be benchmarked to ascertain the level of a utility’s service to its marketer customers.  Examples of Marketer Satisfaction Measures which lend themselves to being benchmarked, measured, and reported with a minimum of administrative effort include:

· Accuracy and timeliness of responses to requests for consumption history

· Timeliness of processing enrollments

· Timeliness and accuracy of metering and billing data

· Number and frequency of billing adjustments

· Timeliness of posting of consumption and delivery data

· Number of complaints (formal and informal) received from marketers

· Timeliness and accuracy of flow orders (specific to LDCs who determine quantities marketers are to deliver)

· Timeliness and accuracy of algorithms used to determine deliveries

· Speed of response to marketer phone calls, requests and inquiries.

The results of the utility score on these measures can be used to reward or penalize the utility. 


The use of these types of measures is supported in the NARUC study cited above. Drawing a parallel to the telecommunications industry (in part because of the infancy of the energy services market), the NARUC study proposes that:

measurement of specific data can be used to determine service quality in a manner similar to that in which retail service is measured.  Indices might include data error (corrected bills), average time from order to ordinary installation, and conformance of payment transmission to contractual standards. Alternatively, as with retail service, overall customer complaints can be tracked.
 


The Department asks for comment on the use of surveys or other means for collecting information on utilities’ performance. We support the use of focus groups (as they would be particularly helpful due to the relatively small number of these non-traditional customers of the utilities) and surveys in order to determine a utility’s performance.  We also encourage the use of anonymous surveys of marketers regarding utilities’ performance.  Anonymity is important due to the nature of the relationship between the utility and the marketer.  Maintaining a good and friendly relationship with the utility is critical to the marketers’ ability to get the commodity delivered to the customer.  We have seen numerous examples where commercial retribution is exacted on those who complain or speak up.  Although we have not experienced this phenomenon in dealing with Massachusetts utilities, the protection of anonymity will increase the frankness of the assessment.  However, we recommend that anonymous survey results be given less weight than other components in the measurement scheme ultimately adopted.

B. Penalties and Rewards

The Department asks whether the service quality plans should include rewards as well as penalties.  The Retail Marketers strongly encourage the Department to include rewards in its PBR scheme.  We have two reasons.

First, rewards are necessary to encourage the best to get better.  A system that includes only penalties will almost inevitably set the bar at “average” or “slightly above average” performance.  While it is important to bring the poor performers up to that level, we should not stop there.  Massachusetts customers deserve superior performance, and rewards are needed to get us there.

Second, there are some performance measures that are important, but for which a penalty is inappropriate.  We believe that customer migration is such a metric.  Designing a system with rewards as well as penalties increases the number of benchmarks that can be included. 


The Department also asked whether penalties (or rewards) should be linear.  We recommend that both penalties and rewards be non-linear; that is, the reward and penalty should increase more rapidly as performance moves further from the benchmark.  Such an approach will both reduce the likelihood of very poor performance and increase the likelihood of exemplary performance.

III. Conclusion

In introducing competition in both the electric and gas industries in the Commonwealth, the Department has acknowledged that a vibrant, competitive market can serve as the guarantor of exceptional service to end-use customers. This proceeding provides the Department with the opportunity to develop the proper incentives for electric and gas utilities to meet the needs of marketers, without whom the DTE’s goals for a competitive market cannot be met.


Therefore, the Retail Market Participants urge the Department to explicitly address the level of service to marketers as it moves forward with this initiative. To ignore marketers as customers of utilities is to deny a voice to a growing number of ultimate customers in assessing the utilities’ performance. 


We appreciate the opportunity to submit these Comments and we look forward to working with the Department on this important initiative.
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