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2.0   IMPLEMENTING CONSUMER CHOICE



2.1.   CONSUMER PRINCIPLES FOR RESTRUCTURING  (UCAN) 

	



2.1.1 Right to Know



Customers must be ensured of access to no-cost, accurate and multilingual informational and educational materials which enable comparison of price, quality, service record and terms of service offered by all market participants.  Such materials must be readily available to all customers and must be disseminated in various languages through multiple media intended to reach different customer groups.  The materials must contain all basic information necessary for customers to make informed decisions about electricity suppliers, including different suppliers' previous experiences in the market and track records.�



Elements:	Affordable info

		Accurate and understandable info (incl. multi-lingual)

		Comparable info

		Readily access info for all customers

		Price, Quality, Terms and Providers' track record

		Disclosure of basic information





	2.1.1.1  Pros



In order for a competitive market to function, customers must have adequate information upon which to make choices.    This information must be readily accessible, understandable and adaptable for comparison purposes.   





	2.1.1.2.   Cons





2.1.2.  Right to Choice 



Customers should have choices which offer substantial savings and identifiable value.  All customers should have the ability to aggregate efficiently on a non-discriminatory basis.   Where competitive services are not available to certain customer groups, barriers to competition that prevent access by these customers must be eliminated. 







Elements:	Ability to aggregate efficiently

		Non-discriminatory access

		Meaningful choice

		Eliminate barriers

		Choice of providers vs. choice of services from one provider

		Monitoring against redlining



	2.1.2.1.   Pros



Choice must be meaningful, i.e. offering true differentiation and sufficent value for which making a choice is deemed desireable.    For small customers, market choices will be limited unless they can exercise some market leverage.  This leverage will come only through aggregation.    Moreover, viligent supervision of the nascent market will be necessary to ensure that barriers to competition have not been intentionally or inadvertantly constructed by market players or by regulatory policy.

Monitoring mechanisms, analogous to the anti-redlining regulations currently in place for large insurance companies operating in California, should be instituted and analyzed annually for enforcement purposes. Discrimination by providers based on race, gender, ethnicity, and other unlawful categories must be discouraged through appropriate sanctions and penalties.�



	2.1.2.2.   Cons















2.1.3.  Fair Dealing



All classes of customers should have access to affordable choices and pricing options without discrimination.�  Service options must be responsive to customer needs and performance must be verifiable.  Slamming, excessive rates, overbilling and other marketing abuses which exist in the telecommunications area must be prohibited and met with severe sanctions, including license revocation, penalties, full restitution to the customer, and a fund for community education.  Energy providers must be made responsible for the actions of their agents or representatives.  Geographic rate deaveraging must be prevented, and tariff compliance certification should be required (i.e., rates in all parts of the state should be within a required range, such as 5%.)  Credit terms, including compliance with the Equal Credit Opportunity Act and Fair Credit Reporting Act,� must be required, and a provider of last resort, or default provider, should be mandated at fair and reasonable rates for all customers.� 





Elements:	All classes

		Affordability

		Pricing options

		Undue discrimination barred

		Verification of performance

		Responsiveness to customer needs







	2.1.3.1.  Pros



Current California statute requires nondiscriminatory pricing for electric service.   Electric service, as a necessary commodity, must be available universally and equitably.    Electric service is among the few necessary commodities, e.g. housing, water, basic foodstuffs,  necessary for persons to participate in society.    And, because electricity is a prerequisite for participating in the increasingly necessary information services sector, electricity must be affordable so that citizens can remain part of the nascent information network. 







	2.1.3.2.  Cons







	

2.1.4.  Right to Redress



Regulatory oversight must continue to ensure that there is a neutral, prompt, no-cost and effective forum for receiving customer complaints against electricity providers and instituting investigations where warranted.  The forum must provide complaint resolution and redress for limited and non-English speaking customers.  Regulatory powers must include enforcement, oversight and levying penalties, --including suspension or revocation of a provider's CPCN or license--, monetary sanctions and full restitution to consumers, including penalties being paid into a fund for consumer education.  Consumers must have the right to petition for enforcement actions.�  Pending resolution of Commission investigations against providers charged with slamming or defrauding large numbers of customers, the Commission may order the provider to post a bond sufficient to satisfy any likely judgment where the provider's place of incorporation or association is outside California or where there is evidence of fiscal instability.





Elements:	Prompt investigation & resolution

		Low-cost or no-cost

		Effective

		Neutral forum

		Licence revocation and fining power 







	2.1.4.1.   Pros



The competitive market will not develop equitably or quickly unless there is a continuing regulatory presence.    Regulators must support their commitment to a robust competitive market with oversight to ensure that complaints are addressed, abuses are prevented and barriers to entry are minimized.   Without enforcement power and adequate staff, effective enforcement will not be practical.





2.1.5.  Customer Participation



Customers must be able to participate in regulatory oversight of the restructured industry, which should be on-going during and after competition commences, including the above-specified right to petition the Commission for redress.�



Elements:	Consumer input

		Oversight continues after commencement of competition

		Regulatory follow-up on implementation of restructuring policies



	2.1.5.1.   Pros



In order for regulators to establish policy and monitor the emerging electric marketplace, it must have continued input from organized consumers.    This input should be solicited and should be on-going throughout the oversight period. 





	2.1.5.2.   Cons





2.1.6.  Right to Privacy



Consumers should be able to control release and use of personal information and records. This information is to be used only in a manner to electric service.  Marketing should not be unduly intrusive.



Elements:	Control of personal records and information

		Customer information usage must be pertinent to service

		Reject undue intrusiveness

		Market information should be low-cost and aggregated

		Government can play role in dissemination of customer information

		   to the market. 





	2.1.6.1   Pros



California state law places protection of personal information at a higher level than most other state or the Federal law.    The emergence of competition in the telecommunications market has imposed significant privacy intrusions upon the California citizenry.    Electric deregulation should guard against similar intrusions by placing release and use of personal information squarely in the hands of the customers, not the market competitors.     



The information that the market will need to promote competition can be made available to competitors at low cost and in an aggregated form so that individual consumers can not be revealed.    Also,  government can play a useful role of getting necessary information to the market so that competition can flourish while still preserving the privacy rights of Californians. 





	2.1.6.2.  Cons







2.1.7  Quality of Service



Service must be safe and in accord with specified service criteria.   Customers should be offered a choice of differentiated levels of service.   Service limiters should not be imposed upon low-income customers.



Elements:	safe

		reliable

		different levels of quality available

		use of service limiters





	2.1.7.1.   Pros



Quality of service must be maintained at current levels to ensure that the expected price reductions from competition represent improved value to consumers.    Also, the emergent information services upon which society increasingly relies requires high quality and reliable electric service.   However, not all customers demand high reliability, so differentiated service levels should be made available.   Those  customers must knowingly choose among those different levels.    However, the use of service limiters or other technologies that ration service may not be imposed upon any customers as a precondition for providing service. 



	2.1.7.2    Cons







2.1.8.  Required Codes of Conduct & Oversight



As a condition of registration and continued service rights, all providers must either accept an industry standard code of conduct or offer a comparable alternative code specifying standards upon which their customer service policies and business practices will be based. 



Elements:	Code as a condition for entry

		Choice of codes -- not imposed

		Clear enunciation of policies and practices

		Revocation of rights if code is not heeded



	2.1.8.1.  Pros



In the emerging energy services market,  the expectations and responsibilities of providers and retail customers will be poorly defined absent some establishment of "game" rules by policymakers.    Rather than establishing specific rules for all possible transaction scenarios and potential problems, the Commission should require adoption of a minimum code of conduct as a precondition for registration.    These codes can serve as a basis for service design, for customer service practices and for regulatory oversight of those practices.  



	2.1.8.2.  Cons





2.1.9   Right to Affordable Electric Service



Because electricity is a necessary service, electric restructuring must result in no significant increases for any identifiable group of customers.    To the extent that savings result from the restructured market, customer classes with relatively fewer options should still reap comparable savings to those with more options.



Elements:	Essential service

		Vulnerable classes protected

		Systemic inelasticity acknowledged





	2.1.9.1.  Pros



As a necessary commodity, the price and availability of electricity will prove to be primary focal points for policymakers.    The premise of restructuring is to bring lower prices through market-based efficiencies.    However, customer classes with fewer options  (which represent the majority of electricity users)  will lose the market leverage that they enjoyed as monopoly-aggregated customers.    Thus, a goal of restructuring must be to bring market efficiencies to those customers who are likely to be overlooked by the competitive market.    Otherwise, restructuring will result simply in windfall price reductions for a select number of large electric consumers at the expense of the majority of Californians. 





	2.1.9.2   Cons





2.1.10   Transaction Costs



Market processes should be designed to avoid unnecessary transaction costs.   Regulatory policy should be focused upon lowering barriers for market entry.  Essential elements of electric service should be non-proprietary and customers without or with modest market choice should be responsible for no more than an equitable share of costs arising from restructuring    



Elements:	reduce barriers to entry

		equitable sharing of restructuring costs

		minimize costs





	2.1.10.1   Pros



Transaction costs, or the avoidance of them, will prove to be a  determining factor in whether competitive develops for the majority of California consumers.    They represent a market barrier that could undo regulatory efforts to promote competition.    Where transaction costs are incurred for anything other than promoting market information,  protecting customer privacy or preserving social equity objectives, then they should be discouraged by the Commission.     Discouraging proprietary systems and guarding against interclass cross-subsidies are important means of limiting unwarranted transaction costs. 

 



	2.1.10.2   Cons







2.1.11.  Improvement over the status quo



Competition must support, rather than jeopardize, existing and evolving social and environmental policies and programs  Special "lifeline" rates and services and safeguards for low-income customers, the elderly and disabled should be preserved in a restructured environment.  



Elements:	Preserve social goals

		Preserve lifeline rates and safeguards for vulnerable customers





	2.1.11.1   Pros



During this century, California has established certain social and equitable goals that it deemed as necessary components of electric restructuring.    The move to a competitive electric marketplace is supposed to enable those social goals to be achieved at lower costs than the regulatory paradigm, as practiced by California, has been able to accomplish.   However, these social programs and objectives must be preserved, lest restructuring devolves into a pretense for abandoning 100 years of equitable policies established by the people of this state. 





	2.1.11.2    Cons





�

2.2     STATEGIC MARKET TRANSFORMATION AS A PREREQUISITE FOR COMPETITION IN THE ELECTRICITY INDUSTRY  (UCAN)



	The CPUC's proposed reform moves California from regional, centrally planned electricity systems to a competitive market structure and the unbundling of industry structure and services.  A number of things must occur in order for this fundamental transformation in the planning and delivery of services successful.   These "things" are market transformation strategies.    Absent these strategies,  the industry risks injury from customer confusion, poor market information, disparate choice, disproportionate market power and political backlash resulting from an undeveloped competitive market.



	The shift can be simply viewed as one of moving from use of more centralized decision making on resources, by utilities and regulators, to decentralized decisions based upon consumer choice.  This shift requires a well functioning market that permits customers to make "meaningful choices" from among reasonable alternatives.  Maintaining a commitment to least�cost outcomes, thus, requires that the necessary steps to market transformation take place and that well functioning markets develop. 

Market transformation is an essential step that must be undertaken in order for customers to be prepared to participate in the future competitive marketplace.





2.2.1	What Is Stategic Market Transformation?



	It is the strategy by which transition from cost�of�service regulation to unbundling and competition is facilitated.    Arguably, with no strategic guidance, a market will evolve (or devolve) into a competitive market over an indeterminate period of time.    This unstructured evolution ignores the political and societal realities of the state's citizenry.     A socially-acceptable transformation of traditional cost�of�service ratemaking into a competitive market will require a proper market structure and sufficient knowledge to enable direct participation by consumers facilitated by some strategic actions by policymakers.  



Two primary aspects of market transformation are:



	 Enabling customers to overcome the transaction costs barriers to 		participation in markets.  This is of course a matter of degree and 		depends on the market.



	 Customer education programs that assist in reducing market barriers and 		that provide an understanding of the procurement and unbundling of 		services.



	The reduction of market barriers to enhance consumer participation requires: (1) advanced knowledge about specific market barriers; (2) properly defined and targeted programs to assist and protect consumers; (3) assurance that price and quality differences are transparent and are without major subsidy.



	The expected mechanics of market transformation for the electric industry encompass the following:



(1)	 Unbundling of transmission, distribution, generation, and customer services.    



(2)	 Differentiation of the services that will be regulated and deregulated.



(3)	 A market structure for the sale and procurement of unbundled services by 		customers and their agents.

	 	

(4)	Market mechanisms for competitive and quasi�competitive services.

	 	

(5)	Pricing, metering, and billing mechanisms for all unbundled services.

	 	

(6)	Proper incentive structures to encourage efficient production, delivery, and use 		of unbundled services.



	In order to provide the market transformation necessary to achieve workable competition it is generally believed that consumers must have "meaningful choice" from among competitive market options.  Meaningful choice is the potential to achieve significant value�added, through price or quality differences, in the selection of market options.



2.2.2	Why Strategic Market Transformation Is So Important



	The transition from the regulated, vertically integrated structure to the unbundled industry structure requires that policymakers define and promote creation of new markets and new separations from  the operations and the services that are currently delivered, i.e.  unbundling.



	How this occurs has everything to do with the value�added to consumers as a result of market transformation and the potential for UDCs to achieve and sustain their status as an electricity service provider.  A poorly designed market transformation will cause both UDCs and their customers to suffer, the latter as a result of higher costs, diminished service quality, and less demand for services in the electricity market.  



	Market transformation, in the absence of strategic steps, could result in certain market structures will create an opportunity for very large customers to gain competitive advantage in the market while medium and small customers are unable to overcome the transaction costs to participate.   



	As in the telecommunications industry, regulators must be concerned about mass consumer confusion that may result from an unorderly or poorly designed market transformation.



	Related is the classic situation that allows for discriminatory gaming.   If there are iterative steps that occur in the choice of power in the competitive market, the number of opportunities for  discriminatory gaming increase, particularly for the largest and most sophisticated players.  



	Another issue in market transformation is the concern that information asymmetry will disadvantage small and medium consumers.  Information asymmetry may be the result of imperfect information �� uncertainty about market behavior �� incomplete information �� because the rules of play (arbitrage) are not known to less sophisticated players �� or both.   



	The proposals below represent an effort by working group participants to craft a strategic market transformation process.    It recognizes the benefits and pitfalls of the transition to the competitive market and attempts to facilitate that transition.   While consensus is not reached on many of the strategies, most of the issues are identified and discussed.   And all the parties recognize that the transformation will not occur without concerted efforts by all of the stakeholders to make the transition work. 







�





	� The July 8, 1996 second draft on Consumer Principles speaks in terms of "affordable" information.  Greenlining does not believe that consumers, particularly non-English speaking and the poor, should be required to pay for basic and reliable consumer education.  The multilingual component of the right to know requirement must be a specified right for California's very large limited and non-English speaking populations. Indeed, cultural sensitivity should also be incorporated into the multilingual requirement.  In community briefings and educational trainings conducted by Greenlining and Latino Issues Forum, the necessity of reaching the non-English speaking and illiterate has also been highlighted by community leaders.   

	� Language in the existing draft focuses almost exclusively on the right to aggregate, rather than on the elimination of all unlawful barriers to customer choice among licensed providers.  Analogous to the insurance industry and mandated by California law, such as the Unruh Act, electricity providers should be prohibited from discriminating against any customer based on impermissible traits or characteristics.  Thus, while it might be permissible to target a certain geographical area or class or customers (i.e., Monterey or small businesses), it would clearly be impermissible to exclude a certain racial group or sexual preference.  For example, serving the Los Angeles area, except for East Los Angeles, or excluding the Castro district of San Francisco would be illegal, as would serving all small businesses except minority-owned ones.

	� Discrimination in the granting of credit based on race, sex, marital status, religion, national origin, age, handicap, familial status or public assistance status must be illegal.  Discrimination in the terms of granting credit must also be prohibited (i.e., based on different deposits, payment terms, meter requirements, credit limits, amount of deposits, etc.).  See, Equal Credit Opportunity Act (ECOA) 15 U.S.C. sections 1601 et seq..

	� Fair Credit Reporting Act mandates, as set forth in 15 U.S.C. sections 1681 et seq. do not resolve the problem of a past, unrelated credit problem, such as failure to pay a store bill, precluding an electricity customer from receiving service or subjecting him/her to onerous terms to secure it, such as prepayment, impossible deposits or adverse terms.

	� Fair dealing needs to ensure that slamming and fraudulent marketing practices are prohibited and dealt with severely when they occur. In telecommunications, incidents of slamming and other abuses are increasing at exponential rates according to Pacific Bell and the PUC's Safety and Enforcement division, which result in a tremendous volume of customer complaints to established local carriers, as well as a tainting of the free market system which tarnishes the reputations of reputable entities, as well. 

	Likewise, fair credit practices must be guaranteed, as well as a provider of last resort on reasonable terms.  Geographic rate deaveraging should be prevented, perhaps along the lines of current FCC proposals on pay telephones. 

	� Rapidly escalating complaints of fraud and slamming in telecommunications in California since telephone deregulation have highlighted the necessity for effective and meaningful mechanisms for prompt, no-cost consumer redress to be built in to any electric deregulation model.  Both Pacific Bell and the CPUC's Safety and Enforcement report enormous increases in customer complaints, particularly with small, out-of-state newcomers to the market.  Reputable companies should support consumer redress and protections which will discourage "quick buck" artists and fly-by-night scam operations from coming to California for ill-gotten profits.  While the CPUC appears to be the best entity to provide such consumer protections, augmented staffing and resources would be necessary to provide prompt investigation and resolution for California customers.  Existing statutory language provides for significant penalties (P.U. Code section 2107), but there may be the need for specific statutory language analogous to the anti-slamming language of section 2889.5 for telecommunications carriers.    

	

	� The investigatory and redress mechanism delineated above will encourage customer participation in the deregulated electric world.  Additionally, open Commission proceedings and the mandate of full and fair price, quality, terms and provider information, as set forth above in section I, will encourage customer participation in deregulation and its oversight.
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