6.2	Facilitated Aggregation for Residential and Other Small Customers.�PRIVATE ��





	6.2.1	Definition





	Section 6.1 describes the rules for aggregation.  We define facilitated aggregation, within this context, as any procedure beyond that enumerated as part of these basic rules that makes it easier, less costly or in other ways more likely that smaller customers can benefit from economies of aggregation.





	6.2.2	Rationale for Facilitated Aggregation





	It is unlikely that most small customers can benefit form direct access unless they are able to realize economies associated with aggregation.  Such economies may be realized from (a) economies of scale made possible by serving a larger group of similar customers, (b) economies of scope made possible by providing multiple services to the same or different customers within the group, and (c) economies of differentiation made possible by matching up appropriately differentiated services to different customers or customer groups (aka market segments).  The ability of aggregators to profitably serve small customers is, in particular, likely to depend on their ability to provide multiple differentiated energy efficiency and management services that enhance customer value by means that go beyond the supply of a lower cost energy commodity per se.





	Offsetting these potential benefits from aggregation are the potentially significant costs of carrying out the transactions necessary to bring about aggregation.  These include (a) metering costs, (b) the customer's search, information, and other decision costs, and (c) the aggregator's marketing costs.  Especially when taken in combination,  these costs, unless mitigated, are likely to prevent realization of aggregation benefits by smaller customers.  The use of load profiles and upstream meters, as discussed in section 11.2, help mitigate what otherwise might be prohibitive costs associated with a requirement for individual meters.  Here we discuss several approaches that may be used to mitigate the other two major aggregation related transaction costs.





	6.2.3  Open Enrollment Periods to Reduce Customer Decision Costs





	It will be difficult for most small customers to compare prices and quality of service offered by competing aggregators.  As experienced with phone deregulation, this has two undesirable consequences.  First, many customers, finding it difficult to decide between alternatives, are likely to stay put and fail to take advantage of otherwise obtainable benefits.  Second, some aggregators are likely to take advantage of the market power that results from customer ignorance to raise prices, lower service quality, or otherwise reduce customer benefits.  The purpose of periodic open enrollment periods would be to reduce these adverse consequences by making it easier for small customers to make simultaneous comparison of prices and service quality across rival aggregators.  Briefly such an approach could be implemented as follows:


		(i) Qualified aggregators would determine which customers they 		wished to recruit (a procedure for doing this is discussed in the next 		section).


		(ii) The CPUC or some designated independent organization, would 		prepare booklets that contain comparable easy to understand 		information that helps customers make an intelligent choice between 		competing aggregators.  The booklets would describe the various 		options being offered and disclose information pertinent to judging the 		reputation and likelihood of each aggregator's claim being met.


		(iii) Customers being recruited by one or more aggregators would 		receive a booklet describing their options and have until the end of 		the open enrollment period to make a choice.


		(iv) Customers would be assigned to the provider of their choice; or if 		they made no choice be assigned to a predesignated default provider 		(e.g. the UDC or some appropriate local government entity) until the 		next enrollment period.





	6.2.4  Preselecting Subgroups to Reduce Customer Recruiting and Marketing Costs





	The use of open enrollment periods to reduce customer decision costs depends on the ability of aggregators to appropriately pre-designate those customers who they would be willing to offer their services to.  Just as there is a wide diversity of customers, there is also likely to be a wide diversity in the kinds and capabilities of aggregators.  For example, some aggregators may be limited in their ability to serve specific geographic areas.  Other aggregators, such as Working Assets now does in tele�communications, may emphasize social themes.  Still others may target particular market niches (e.g. residential weatherization) that primarily serve customers with certain patterns of energy use.  Ultimately the realization of small customer aggregation benefits will thus depend critically on achieving a good match, as efficiently as possible, between customers and their aggregators.





	In those cases where customers have the requisite information we may depend on customer self-selection to realize the desired match-ups.  For example, each customer knows best which, if any, social causes he supports.  But in many, if not most, cases customers will not have all the requisite information.  For example, information about comparative energy use patterns is likely to be a particularly important match-up factor.  But most residential customers are uninformed about how their use compares to the use of other customers.  Because small customers do not generally have all the relevant information self-selection can not be exclusively relied on to achieve the desired match-ups. The efficiency of aggregation may, therefore, be improved by combining self-selection with what we refer to as pre-selection.





	More specifically the efficiency of achieving good match-ups may be substantially increased by making use of available customer data to preselect appropriate subgroups that correspond to the various market segments being targeted by different aggregators.  This could be achieved directly by allowing aggregators to access the relevant customer information.  Alternatively, if the rules governing customer information access (discussed in section 10.0) prohibit this, the desired subgrouping can be achieved by a third party, e.g. either the UDC or an Infoco, who has the requisite access.  In this case the aggregator would designate his criterion to the third party who would then use the customer data to select those prospects or recruits who matched the aggregator's criterion and corresponding market niche.  For example, an aggregator might designate customers living in a certain geographic area with certain use patterns, such as greater than average monthly use with a peaky (e.g. weather sensitive) load shape.  The specific customers meeting the aggregator's designated criterion, (subject to a possible cross check by the aggregator's use of data which masks individual customer identities) would be put on his recruit list and receive the relevant description of his services in the open enrollment booklet.





	6.2.5  Exploiting Synergies Between Aggregation and Energy Efficiency





	To further enhance the prospects for realizing small customer benefits the CPUC may take advantage of synergies that exist between facilitated aggregation, as outlined above, and energy efficiency programs.  





	In order to increase the range of services they could offer qualified aggregator's would be motivated to also become qualified as energy (efficiency) service providers (as discussed in the Energy Efficiency Working Group report).  The procedure for preestablishing subgroups to facilitate small customer aggregation, as described in 6.2.4, could then double as a means of reducing the cost of recruiting energy efficiency prospects.  





	Additionally, the aggregation of customers who stand to benefit from similar kinds of energy efficiency and management services would facilitate the kind of risk pooling that has historically been important for the success of small customer energy efficiency programs.  For example, by depending on average energy savings for the aggregated group as a whole, energy service provider can insure himself against behavioral uncertainties that are invariably associated with individual customers.  Such risk pooling thus puts the aggregator/energy service provider in a much better position to make valid predictable claims about, and even warrantee, group average energy or peak savings.  Likewise by realizing at least some of their benefits as a result of the group performance to be reflected in load profile updates, customers adopting energy efficiency measures insure themselves against a certain inevitable degree of installation and equipment performance risk.





	The synergies between facilitated small customer aggregation and energy efficiency would, it is finally worth noting, be realizable for both privately and ratepayer funded energy efficiency efforts.


�











 





 











