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Wednesday, November 25, 1998



Henry Knawls, Chair 

Low Income Governing Board 

County of Los Angeles, 

Department of Community & Senior Services

3175 West 6th Street, Room 200

Los Angeles, CA  90020



Dear Henry & Board Members:



Attached are MSB’s draft recommendations regarding key considerations necessary for the transition of the LIEE and CARE programs to Independent Administration.  These recommendations include a section on Performance Criteria and Incentives for the new Independent Administrators and their relationship to the transition phase.



Please review the attached materials and come to the meeting with your questions and reactions so we can discuss these issues next week.   



We look forward to the Sacramento meeting next week.



								Sincerely,





								Geoffrey C. Crandall  

								Principal
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Recommendation 1  



The LIGB recommends that the CARE and LIEE Transition Plans be developed respectively by the CARE and LIEE IPAs, and be subject to review and approval by the LIGB/CPUC.  The scope of work described in the RFPs for the CARE and LIEE independent administrators will include the task of developing the detailed plans to ensure that the transition from utility to independent administration is accomplished with no gap in services and as quickly as feasible.



Discussion:  The actual transition of the CARE and LIEE programs from utility to independent administration will require careful attention to details.  The IPAs must develop a detailed plan for implementing the programs, including all aspects of outreach, application, enrollment, service delivery, quality assurance, customer complaint and dispute resolution, data collection and reporting.  The utilities currently have mechanisms in place to accomplish these functions.  Some of those mechanisms can be transferred, others can be modified, while new mechanisms (such as those dealing with uniform statewide implementation) must be developed.  



The IPA will ultimately become responsible for most of the functions currently being performed by the utilities, as well as some other new responsibilities.  It is appropriate that the IPA develop the transition plan because the IPA will have ultimate responsibility for implementing it.  We considered three options:

The LIGB would specify the transition plan to a great degree of detail, and require the IPA candidates to bid on implementing that plan.

The LIGB would provide general guidance, and require the IPA candidates to submit bids that include developing a detailed transition plan as part of the scope of work.

The IPA candidates would be required to submit a proposed transition plan as part of their bids.  The bids would be evaluated based on the quality of their transition plan proposals, among other things.



We rejected the option of the LIGB specifying a transition plan because it didn’t give the IPA enough ownership of the program.  In addition, the LIGB, being a policy board, would not normally have the detailed information to specify the transition to the level needed for implementation.  We rejected the option of the IPA candidates proposing a transition plan in their bids because of the burden it would impose both on the bidders and the utilities.  Each utility would have to be contacted by each bidder regarding the details of their program and supporting resources, and would have to make (or negotiate) decisions including the information and resources to be transferred, the price at which the transfer would be done, and the timing of the transfer.  The large uncompensated effort to develop a transition plan as part of the bid would tend to favor larger and already established firms.



	The LIGB recommends that the transition plan be one of the IPA’s tasks in the scope of work.  The IPA should develop the detailed transition plan as soon after the IPA begins work as feasible to facilitate quick transition with no gaps in service.







Recommendation 2  



The LIGB recommends that the CPUC require the LIEE and CARE IPAs to establish LIEE and CARE Transition Teams to ensure that the transition from utility to independent administration is accomplished with no gap in services and as quickly as feasible.  The Transition Teams will identify and address technical details of the transition, including:

Identification of service delivery procedures currently in use;

Assistance to the IPA to transfer those procedures, modify them, and/or develop new procedures;

Identification of any functions that are part of service delivery which would require parallel implementation by the utility and the IPA (to ensure smooth and gap-free transfer);

Identification of specific detailed timetables for transferring functions consistent with the policy directions and overall timing determined by the LIGB/CPUC;

Reporting to the LIGB regarding progress meeting LIGB/CPUC’s objectives and overall timing of the transition, including policy issues to be considered by the LIGB.



The Transition Teams will identify policy issues for the LIGB’s consideration, but will not address policy issues directly.



The IPA shall propose the composition of the Transition Teams, for LIGB approval, and must include at least one representative of the LIGB and one representative of each utility that provided CARE and LIEE services prior to the transition.  Each utility and the LIGB will identify its proposed representative.  The LIGB strongly encourages the IPA to seek the advice of community agents, CSD, implementors and other subcontractors experienced in delivering the LIEE and CARE services.  The Transition Teams are advisory to the IPAs, are not agencies of the State of California, and may advise the IPA in whatever way the IPA determines is most effective (i.e., the Transition Teams are not necessarily voting bodies).



Discussion:  There are many functions and aspects of the LIEE and CARE programs that need to be transferred, and a wealth of operating experience with the utilities and others that should be made available to the IPAs.  Transition teams to identify important technical and procedural details are an efficient way to plan the transfer, to collect the historical operating experience, as well as to assist the IPA develop its own implementation plans.



The Transition Teams should have representatives from each utility that operated programs prior to the transition, including small utilities.  Because the IPAs will take over the administrative function at each location formerly served by the utility, it is imperative that each utility be consulted and participate in the transition team to capture that utility’s knowledge and experiences.  The IPA has ultimate responsibility for establishing the transition and long-term implementation plans.  The Transition Teams are advisory, and thus do not need to take formal votes to convey information to the IPA (the act of discussing the transition with representatives of the IPA, who will also be on the Transition Teams, will provide that advice).  Thus it is not necessary to have numerically balanced representation.  



It is important to distinguish the IPAs’ Transition Teams from advisory bodies to the LIGB or the CPUC.  The Transition Teams are constituted by the IPAs, and are not advising agencies or decision-makers of the State.  The Transition Teams should not be subject to State open meetings requirements.

�

Recommendation 3  



The LIGB recommends that the CPUC require the UDCs to perform certain functions to support the CARE and LIEE programs during and after transition as part of their regulated services.  These functions are incremental to functions already performed and to systems already in place for other regulated UDC activities.  The LIGB recommends that the CPUC determine the appropriate level of compensation, if any, to be received by the UDCs for performing these functions in support of the IPAs.  If the CPUC determines that compensation for the utilities is appropriate, the LIGB recommends that the charges be cost-based.



The LIGB recommends that the CPUC identify the UDC functions that, if subjected to CPUC cost-setting, could reduce CARE and LIEE program administrative costs incurred by the IPA.  The LIGB will assist the CPUC in identifying those specific functions at the appropriate time.





Discussion:  Inherent in the transition process of low income programs will be the transfer of functions from the investor owned utilities (PG&E, Edison, SDG&E and SoCalGas) to the new independent administrators.  This transfer needs to be accomplished in such a manner and in such a timeframe that there will be no interruption or degradation in services provided to low-income customers. Associated with the transfer of functions will be the transfer of data and other resources that have been involved in the operation of the CARE and LIEE programs.  



However, there are certain functions that the utilities, by virtue of their historic role, will continue to perform after the transition.  In some cases, these functions are still monopoly services that cannot be provided by any other entity, including the IPAs.  



For example, utilities are in a unique position to ask customers about their interest and eligibility for CARE at the time of service turn-on.  Each new customer must contact the utility to receive service, which provides the utility with a unique and non-replicable opportunity to explain the CARE and LIEE programs and provide them with the application forms.  This guaranteed access to the new customer is not available to any other entity, and the utility should be required to provide it.  



Since it is effectively a monopoly service, the CPUC should require the utility to provide it either at regulated rates established by the CPUC or at no charge to the IPA.  Not charging the IPA is reasonable because the service is a small increment to already existing functions the utility must perform as part of its regulated business.  The utilities will need the facility and staff resources to process turn-on requests, and those functions are not unbundled from other operations and overhead costs.  



For other functions, the utility may have tremendous cost advantages that preclude the formation of competitive markets for those services.  For example, the utilities own and operate a customer billing system that stores bill and use data and prepares bills.  The utilities can administer the CARE discounts, or develop consumption data for LIEE prospects with little incremental effort.  Other suppliers of data base services or billing services could build up the necessary systems, but the cost would be higher because the full cost of the new system would be borne by the low-income program.  The utilities could provide the same service at a small incremental cost because they need to have the systems in place for other regulated services.  There is no reason to divert money from the LIEE and CARE programs to build more expensive and redundant services.



Could the IPA negotiate with the utility to receive these (and other) services?  Not very effectively.  The lack of a competitive market and viable alternatives gives the utilities immense bargaining power, making reasonable negotiations very difficult.  The low-income customers are adversely affected if the costs the IPA is forced to pay are excessive.



The LIGB recommends that the CPUC determine those functions performed by the utilities that cannot be viably performed by the IPAs or other entities.  The CPUC should direct the utilities to perform those functions at rates determined by the CPUC.  



Where applicable, the LIGB requests the CPUC to order those services to be provided as part of the regulated utility services recovered through their normal tariffs, with no additional compensation from the low-income programs.  If the CPUC determines that compensation from the IPAs is appropriate, the LIGB recommends that the prices for such services be set at the cost of service (since there is no active market available to establish the value of service).  



The LIGB will work with the CPUC to identify those functions that the utilities should continue to perform. Certain criteria can be defined for functions that could continue to be assigned to the UDCs:

If such functions would be necessarily done by the UDCs by virtue of their distribution function

If another entity providing the function would cause needless duplication

If it would clearly be most cost-effective for the UDC to provide the function

If it would be consistent with the roles and responsibilities defined by the LIGB.



These functions are likely to include:

Providing customer consumption data for evaluations of LIEE recipients served by UDC (analysis of historic program impact);

Providing customer consumption pre- and post-installation data for LIEE recipients served by IPA;

Providing customer consumption data for new and re-certified CARE recipients enrolled under IPA (allows ranking potential LIEE target customers by energy burden);

Checking LIEE applicants to determine whether and when the UDC had previously provided them LIEE services;

Providing information and applications to new customer hookups (to enhance outreach);

Using utility training facilities for CARE and LIEE programs.

Placement of customers on the CARE discount and billing at the CARE discount rate, and removing them from that rate

Determination and transfer of PGC funds for low income programs

Rebilling CARE customers, if necessary

Completing CARE and LIEE reporting and evaluation requirements for the year 2000

Referring customer inquiries and concerns to the CARE and LIEE IPAs

Retaining pertinent information regarding CARE customers, at least until the CARE database and dataset are complete

Inserting notices and information regarding the CARE and LIEE programs in bill envelopes

Inserting recertification notices regarding CARE in billing envelopes

Providing information to the CPUC, LIGB, IAES and IPA for CARE reporting and evaluation requirements



In the case of functions and assets that will be assumed by the IPA, or other entities, more work needs to be done to define these assets and the nature of compensation to the UDCs should they be transferred, leased or sold to the IPA or other entities. In the main, however, costs of these assets and operations have been borne by the ratepayers and recovery for them, if allowed, should be considered on a cost basis, subject to the oversight of the CPUC, and not on a market basis.



There may be other functions and services that could be provided by the UDC to the IPA on a competitive basis subject to a bid process or negotiation.



�Recommendation 4  



The LIGB recommends that the CPUC determine the confidentiality requirements for customer information held by the utilities and in other data bases.  In the alternative, the LIGB recommends that the CPUC provide the necessary legal support services to the LIGB to analyze the implications of confidentiality requirements on the availability and accessibility of customer data to the IPAs.





Discussion:  The utilities have indicated that certain types of data cannot be made available to the IPAs due to customer confidentiality requirements.  These data include customer billing and energy consumption information, customer mailing lists and other information that would be useful, if not essential to the IPAs’ work.  The circumstances under which these data could be made available, if any, could dramatically affect the way in which the IPA and utility roles will be structured.  For example, if the utilities cannot provide data to the IPA, it may be necessary to require the utility to process certain information at the IPAs’ request and provide the IPAs with the results.



The LIGB does not have the legal resources available to analyze the customer confidentiality requirements nor the impact they would have on alternative structures or arrangements.

�



Recommendation 5



The LIGB recommends that the CPUC adopt a transition schedule for the LIEE program.



Discussion: In order to reduce the possibility of a gap or degradation in LIEE services, the LIGB recommends that:

a sufficient period of time is scheduled for transition planning 

a transition plan be developed and approved

a sufficient period of time is scheduled for the IPA to implement the transition plan (this includes staffing, training, contracting, coordination with IPAs, etc.) before taking over LIEE functions

the dates of transferring LIEE services from the UDC to the IPA are determined well in advance of the transfer for each component of the LIEE program

the transition period is a brief a period as possible while ensuring there is not gap in LIEE services or reduction in the quality of services.



August 26, 1999�IPA’s final contract approval date��September 15, 1999 (or earlier)�LIEE transition team is established with representatives of the IPA, UDCs, and LIGB.��(October 1, 1999)�Date of Annual Program Submittal . IPA files LIEE 2000 budget with each UDC ��November 15, 1999�IPA finalizes the LIEE transition plan��December 1, 1999�LIGB approves transition plan��January 15, 2000�CPUC-ACR approves transition plan��July 1, 2000 or earlier�LIEE transition of services to the IPA begins��December 31, 2000 or earlier�LIEE transition of services to the IPA is completed��

The planning and implementation of the LIEE transition will be a complex process requiring the coordinated support of many individuals and organizations.  A team (as described in recommendation 2) developed by the LIEE IPA should undertake the transition-planning task.  

Beginning on January 1, 2000 the IPA will need to begin implementing the transition plan.  At this time the year 2000 LIEE budget will be in place.  This budget must include the funding for IPA start up activities which will include items such as hiring and training of staff, service providers, developing contracts/agreements, procuring the physical assets needed to operate LIEE, preparing marketing activities, etc.  In the recommended transition schedule (above) six months are allowed for these startup activities.

It is anticipated that each UDC (and many service providers) will see attrition of their employees who currently operate LIEE.  Drawing out the transition process will only allow for greater attrition – which may result in gaps in service and degradation of service quality.  Thus it is important to have a short transition period where the dates of transfer from the UDC to the IPA are precisely known.

The transfer dates for each component of the LIEE in each UDC must be determined sufficiently in advance of the actual transfer of that function to the IPA.  If these dates are not determined the UDCs will not know when their operations and hence their agreements with service providers should terminate.

�

Recommendation 6



The LIGB recommends that the CPUC encourages the transition team to consider rolling out LIEE in one UDC service territory after the other.



Discussion: A UDC by UDC rollout will facilitate the orderly transfer of LIEE, by allowing the LIEE IPA to focus on actual program transition at one UDC at a time.  LIEE should be rolled out in the UDCs with overlapping LIEE territories first and the larger UDCs later.  By transitioning at the smaller UDCs first: 

The IPA staff and service providers will find it easier to provide LIEE services to their small customer populations, rather than the large customer population of a large UDC

If transition or quality of service problems occur the number of customers affected would be minimized and

The IPA staff and service providers would take the lessons learned during transition at the smaller UDCs and apply them at the larger UDC.



It is important to explicitly include the small Californian utilities (i.e., Bear Lake, PacifiCorp and Sierra Pacific) in this process.

If the selected IPA is one of the California UDCs then their service territory should transferred at the earliest date possible, with the LIEE transfer dates at the other UDCs adjusted accordingly.



The LIEE roll out schedule could have one of three basic structures:

The outreach function (which includes marketing, application, enrollment and customer response functions) are rolled out for all the UDCs at the same (e.g., July 1, 2000).  The rollout of the LIEE implementation function (which include assessment, education, installation, inspection and all data system operations functions) at each UDC is staggered over several months (e.g., August 1 to December 1, 2000).

The outreach function is rolled out in advance of the implementation function at each UDC in a staggered fashion (e.g., July 1 to December 1, 2000).  The implementation function at each UDC is activated once sufficient applicants are enrolled.

The outreach and implementation functions are rolled out at the same time at each UDC in a staggered fashion (e.g., between July 1 to December 1, 2000).



The final transition schedule should avoid three areas, which would increase transition complexity.

Having one party (the UDC or the IPA) enroll a customer while the other party implements the LIEE measures (problem with options 1).

Not knowing well ahead of time the exact date when a function is turned over to the IPA (problem with option 2).

Transferring many functions at once over large parts of California, which may overly burden the IPA resulting in a reduced quality of service (potential problem with option 1).

As a preliminary recommendation the LIGB recommends rollout option 2, because it corresponds to the normal ramp up of activities that a new program would experience.

�



Recommendation 7 

The LIGB recommends that the CPUC require that between the selection of the IPA and the CPUC’s annual program submittal date (October 1, 1999) that the IPA works with each UDC to develop the year 2000 LIEE budget, and that the UDC works in a cooperative manner with the IPA.



Discussion: The 2000 LIEE budget will cover two entities.  LIEE will be implemented by the UDC for part of the year and by the IPA for part of the year.  Thus the IPA must be involved in the year 2000 budgeting process.

�





Recommendation 8 

The LIGB recommends that the CPUC requires that each:

UDC ensures that all LIEE service provision agreements provide LIEE services from December 31, 1999 until the date that the service is transferred to the IPA, and

UDC’s agreements with 1999 LIEE service providers should allow for service provision extensions (for periods of up to one year beyond the anticipated date of transfer of that service).



Discussion: These recommendations are needed because the UDCs will be operating portions of LIEE well into 2000.  With the date of transfer and the ability of the IPA to successfully perform both unknown at this time, the ability to extend agreements with service providers is needed.  Both unforeseen complications at the IPA or in the LIEE transition process could result in the need to extend service provider’s activities.

�



Recommendation 9

The LIGB recommends that the CPUC require that the LIEE IPA begin to develop a detailed LIEE program plan for the year 2001 program early enough to complete the implementation plan by the CPUC’s date of annual program submittal.



Discussion:  The 2001 LIEE program plan includes developing and receiving LIGB/CPUC approval on the:

measure selection criteria (which is to include quantifiable economic cost effectiveness tests, non-quantifiable factors, non-economic factors and administrative cost-efficiency tests)

process for adding energy efficiency measures to or removing them from the prescribed list of measures

prescribed set of measures for each climatic zone, domicile type (e.g., single family home, multifamily home and mobile home) and ownership (i.e., renter or owner occupied

appliance safety, health and fire prevention protocols

field manual for the installation of each measure at each housing type

weatherization installation standards document and

policy guidelines for non-discriminatory and equitable strategies to select from among the qualified low-income customer who will receive LIEE benefits.

�

Recommendation 10

 	The LIGB recommends that the CPUC require each UDC to maintain its historic LIEE databases and billing records for all LIEE participants.



Discussion:  The period of maintaining these records should be determined pending input from the IPA and the IAES.  The records are needed for the purposes of:

program evaluation by the IAES

program evaluation by the LIEE IPA and

participant application screening (to determine when participants last received LIEE services). 



The UDC shall provide this information to the IPA or IAES with the consent of the customer at no cost to the IPA or IAES.  This would be the case unless the information is archived, in which case the UDC may charge a reasonable fee, to be set by the CPUC, for retrieving the information.



The IPA should also be required to maintain its LIEE participant records.  All IPA LIEE participant records are the property of the CPUC.

�

Recommendation 11 

The LIGB recommends that the CPUC require that limited specific functions, which are required for the operation of the LIEE program and are currently undertaken by the UDCs, be retained by each UDC.  These services will be included under the regulated activities of each UDC, and billed in an appropriate fashion.

Discussion:  These services should be considered regulated UDC services.  The IPA and its non-UDC service providers will be unable to cost effectively provide these services, yet these services must be provided to ensure the effective operation of LIEE both through the transition and future periods.  The specific services may include:

Providing customer consumption data for evaluations of LIEE recipients served by the UDCs (analysis of historic program impact);

Providing customer consumption pre- and post-installation data for LIEE recipients served by IPA;

Providing customer consumption data for new and re-certified CARE recipients enrolled under IPA (allows ranking potential LIEE target customers by energy burden);

Checking LIEE applicants to determine whether and when the UDC had previously provided them LIEE services;

Providing information and applications to new customer hookups (to enhance outreach);

Using utility training facilities for LIEE programs.

Following up with and rectifying any customer complaints/issues for those customers for which the UDS installed the measures

Completing LIEE reporting and evaluation requirements for 2000

Referring customer inquires and concerns to the LIEE IPA

Providing information to the CPUC, LIGB, IAES or IPA for LIEE reporting requirements



In general unique services most cost effectively provided by the UDC, should be.  Requiring the UDC to provide these services is in the public’s best interest. This is discussed more fully in recommendation 3.

The choice of which services are provided by the UDC, and the cost of the services, is up to the CPUC.

�

Recommendation 12  

The LIGB recommends that the CPUC require that each UDC ensures that the LIEE database system is Y2K compliant.

Discussion:  Because the UDCs will be implementing portions, at least, of LIEE well into 2000, it is critical that their database system will operate in a reliable manner.

�

Recommendation 13



The LIGB recommends that the CPUC adopt a transition schedule for the CARE program. All transition activities should be completed, at the latest, by December 31, 2000.



Discussion:  In order to reduce the threat of gaps in CARE services the LIGB recommends that:

The transition schedule allow a significant period of time for transition planning

A transition plan be developed and approved

A sufficient period of time is scheduled for the IPA to implement the transition plan (this includes staffing, training, contracting, coordination with UDCs, etc.) before taking over CARE functions

The dates of the transfer of CARE services from the UDC to the IPA are determined well in advance of the transfer for each component of the CARE program

The transition period be as brief a period as possible while ensuring there is no gap or degradation in CARE services.



The LIGB recommends the following schedule:

August 26, 1999�CPUC approves contract with new CARE IPA. IPA initiates planning, development of outreach.��September 15, 1999 (or earlier)�CARE Transition Team established with representatives of IPA, UDCs, LIGBAC and LIGB.��October 1, 1999�Date of Annual Program Submittal. IPA files 2000 administrative budget with each UDC.��November 15, 1999 (or earlier)�Transition team files CARE transition plan��December 1, 1999�LIGB approves transition plan��January 15, 2000�CPUC-ACR approves transition plan��February 1, 2000 (or earlier)�IPA initiates outreach, intake and enrollment trials and pilots. Initial database for new and recertified applicants functional (UDCs to continue through ramp-up).��July 1, 2000 (or earlier)�IPA assumes formal responsibility for all outreach, intake, enrollment and complaint resolution functions in accordance with transition plan. Any changes for 2001 program recommended.��January 1, 2001 (or earlier)�IPA data system in place. Year 2001 program initiated.��



The above are ultimate “at the latest” deadlines, subject to the definition, submittal (by November 15, 1999) and approval of a transition plan. The transition plan may allow the possibility of a phase in, with perhaps a period of shared or dual responsibility, for the outreach, intake and enrollment functions to be conducted statewide by the IPA. It may also allow for the possibility of a phased rollout by which the IPA would assume responsibility for the CARE program from the utilities in a sequential manner.  



The flexibility defined here for transition milestones and processes is in consideration of the idea that it may be unrealistic to expect that a CARE outreach program can be fully functional in all geographic areas, or that contracts or arrangements with entities that will provide outreach and intake can be made, within shorter time periods than the ones defined. However, the CARE IPA should be expected to initiate, at least, outreach, intake and enrollment trials and pilots under its jurisdiction by February 1, 2000.  



All functions, however, should be assumed by July 1, 2000 with the exception of functions that are mandated to the utilities as regulated services, such as bill inserts and outreach upon service connection, or are contracted by the IPA to the UDCs at the IPA’s discretion. This means, in effect, that for a period, the UDCs may continue to do outreach and intake (acceptance of applications). The details of this collaboration will be the responsibility of the transition team to develop in accordance with the transition plan.



	While the IPA will need to have data systems in place at the time it assumes even a portion or trials of the outreach and intake systems, it is expected that the establishment of a robust data system, fully capable of handling the needs of CARE customers on a statewide basis, may take a longer period. At the latest, this full-scale and fully-tested system needs to be in place by January 1, 2001.



	The UDCs will be expected to maintain records of CARE customers, which may go beyond the minimal flagging of customers to the CARE rate and dates of placement and required recertification, for two years beyond the date the IPA assumes functional control of enrollment.  This is to allow the new IPA to gather a complete data set of new CARE and recertified CARE enrollees through the turnover period implied by the need to recertify all customers within two years.  



At the end of this two-year timeframe the IPA will have a complete data set of all CARE customers statewide. This dataset will contain names, addresses, account numbers, contact information, date of placement on the program, information regarding cross-program coordination or participation, any other necessary data for CARE administration, and any income verification information regarding the CARE customers.  The dataset will not contain any bill histories or information on usage; such information will remain resident with the UDCs.  Datasets must be developed in accordance with necessary considerations of confidentiality.

�



Recommendation 14



The LIGB recommends to the CPUC that the enrollment and data management functions of the CARE program be clarified so that, under the new Independent Administrator:

All applications for the CARE program are sent, either by the applicant or by third-parties to the IPA or its agent for processing and registration.

Subsequently the IPA would transmit information about eligible applicants to the UDC.

The UDC would be obligated to put customers enrolled by the IPA on the CARE discount.







Discussion: The enrollment function - the process of receiving the application, checking it for accuracy, entering the application in the appropriate data bases, and taking whatever additional steps that are needed to begin the rate reduction - will be performed through collaboration between the IPA and the UDC.   Responsibility for this function has not been adequately clarified.  Its clarification will enhance understanding of the scope of services to be provided by the IPA, which functions will remain as regulated services to be provided by the UDCs and the responsibility of the various entities for gathering, retention and reporting of data.



One option is to have all applications sent - either directly by the applicant or by third-parties - to the IPA for processing and registration. Subsequently the IPA would transmit information about eligible applicants to the UDC. 



The other option would be to have applications sent directly to the UDCs for processing and registration.  



The IPA, in this case, however, would be reliant on the UDCs for the collection and aggregation of information about customers and the program. It would also be reliant on the UDCs for selection and referral of customers to the IPA for the post-enrollment monitoring checks. 



Protocols could be established for this selection and referral, but this would amount to an expansion of the regulated functions of the UDCs and may lead to controversies between the UDCs and the IPA, and perhaps other entities, regarding the validity and completeness of applications or their handling.  As well, the IPA would be denied first hand possession and administration of the fundamental dataset regarding the CARE program, which is the information about the customer base.  This information should be immediately available to the IPA as a component of its resident database. 

�



Recommendation 15



The LIGB recommends that the CPUC require that specific functions, which are required for the operation of the CARE program and are currently undertaken by the UDCs, will be retained by each UDC.  These services will be included under the regulated activities of each UDC, and costs recovered in an appropriate fashion.





Discussion: These services are considered regulated services which the IPA or other entities are unable to provide or unable to provide cost-effectively, yet are services that must be provided in order to ensure the effective operation of the CARE program both through the transition and future periods. The specific functions would include:



Placement of customers on the CARE discount and billing at the CARE discount rate, and removing them from that rate

Determination and transfer of PGC funds for low income programs

Rebilling customers, if necessary

Completing CARE reporting and evaluation requirements for the year 2000

Notifying new customers of the CARE program

Referring customer inquiries and concerns to the CARE IPA

Retaining pertinent information regarding CARE customers, at least until the CARE database and dataset are complete

Inserting notices and information regarding the CARE program in bill envelopes

Inserting recertification notices regarding CARE in billing envelopes

Providing information to the CPUC, LIGB, IAES and IPA for CARE reporting and evaluation requirements

Using UDC training facilities for the CARE program



The UDC is not foreclosed from providing other functions and services, the provision of which may be subject to bidding or negotiation with the IPA. In addition, the CPUC may define other functions which it may require the UDC to perform.



�



Recommendation 16



 	The LIGB recommends that the CPUC clarify the manner in which the CARE discount is determined and compensated for in circumstances where generation, billing and other services are unbundled from distribution.  The LIGB recommends that, under these circumstances, the CARE discount be determined on the basis of the UDC’s CARE discount rate, using the UDCs costs for generation, billing and other services as a proxy for the provision of these services by other providers.



Discussion: The CPUC is beginning to deal with the question of unbundling revenue cycle services, such as metering and billing, necessary to the delivery of electric power to consumers.  Consumers, including low income consumers on the CARE program, already have the right under Direct Access to contract with ESPs for generation services which may be priced differently from the power otherwise provided by the UDC.



	A system under which each of the various unbundled elements of electric service provision are required to determine a 15% CARE discount would be complicated and administratively burdensome.  Even more complicated and burdensome would be calculation of and reconciliation with various service providers for the funding of the discount.



	The LIGB recommends to the CPUC that it clarify that the current practice of determining the CARE rate to customers, based on using the bundled services and rates of the UDC as a proxy, be continued and expanded to scenarios under which CARE customers are supplied unbundled services other than just generation. 



In such a scenario, the UDCs CARE rate, based on bundled UDC-provided services, would be used to calculate the amount charged to customers net of adjustments for the provision of elements of unbundled services.� This rate calculation would be the same whomever provided the billing and revenue collection function, other things being equal.



Such a system would reduce transaction costs and would simplify calculation.  It also would centralize with the UDCs the responsibility for provision of CARE discounts, for determination of reimbursement for CARE discounts and for determination of the necessary PGC funds charged to other customers.  



This is sensible since the UDC, as a function of its nature as a distribution entity, will always have a bill for every customer, will always know the customers usage on a kilowatt-hour basis, and will always be required to provide the full range of services on a default basis with prices that can be used as proxies. No other entity will have all the necessary information. �Recommendations on the Performance Incentive System

Recommendation 1

The LIGB recommends to the CPUC that the goals and performance indicators for the LIEE IPA should be as given in the following table.



Table 1: LIEE Goals and Performance Indicators

Goals�Performance Indicators��Smooth transition with no gap or disruption of service�Timely preparation of transition plan

Deviations of performance from the transition plan

Noted gaps or disruptions of service��Customer satisfaction�Customer survey results: outreach, enrollment process, verification, responsiveness to inquiries, installation, and results (health, comfort, hardship, etc.)��Successful, culturally sensitive outreach�Number of customers served

Participation rate by geographic area, race and ethnicity��Quality installations, materials and equipment�Number of callbacks by customers

Deficiencies identified by IAES

Equipment failures and materials deficiencies��Rapid response�Response time to inquiries, complaints and service requests

Average time to completion of verification

Average time to assessment and measure identification

Average time to measure installation and to completion of repairs��Maximization of bill reductions�Energy savings (total and per household)

Bill savings (total and per household)���Table 1: LIEE Goals and Performance Indicators (continued)

Goals�Performance Indicators��Delivery efficiency�Dollars saved per dollar in program budget

Number of measures installed by type

Energy savings per dollar in program budget��Administrative cost efficiency�Administrative budget per participant

Outreach budget per participant��Maximize partnerships between private and public sectors, and with community-based and other organizations�Number of sub-contracts

Distribution of sub-contracts by organization type

Volume of business by sub-contract and organization type��

Discussion:  The goals for LIEE are based on the LIGB’s objectives for the LIEE programs as stated in “Proposed Policy Rules for Independent Administration of the CARE and LIEE Programs” dated November 13, 1998.  The performance indicators could be used by the Independent Audit and Evaluation Service (IAES), the LIGB, and the CPUC to evaluate how well the LIEE IPA is reaching the stated objectives.  These indicators could provide the basis for establishing a financial incentive system that motivates performance to reach the LIGB’s objectives as well.  The IAES could also use them in conducting monthly and annual evaluations of the IPA’s performance.

�Recommendation 2

The LIGB recommends to the CPUC that the goals and possible performance indicators for the LIEE IPA should be as given in the following table.



Table 2: CARE Goals and Performance Indicators

Goals�Performance Indicators��Smooth transition with no gap or disruption of service�Timely preparation of transition plan

Deviations of performance from the transition plan

Noted gaps or disruptions of service��100% participation rate�Participation rate

Percent of enrolled participants found ineligible��Customer satisfaction�Customer survey results: outreach, enrollment process, billing, responsiveness to inquiries, recertification, verification��Successful, culturally sensitive outreach�Number of customers served

Faction of eligible customers served

Participation rate by geographic area

Participation rate by race and ethnicity��Rapid response�Response time to inquiries, complaints and service requests

Average time to enrollment

Percent of accepted applicants enrolled within one billing cycle

Time to verification of randomly sampled participants��Administrative cost efficiency�Administrative budget per participant

Outreach budget per participant��



Discussion:  The goals for CARE are based on the LIGB’s objectives for the CARE programs as stated in “Proposed Policy Rules for Independent Administration of the CARE and LIEE Programs” dated November 13, 1998.  The performance indicators could be used by the Independent Audit and Evaluation Service (IAES), the LIGB, and the CPUC to evaluate how well the CARE IPA is reaching the stated objectives.  These indicators could provide the basis for establishing a financial incentive system that motivates performance to reach the CARE’s objectives as well.  The IAES could also use them in conducting monthly and annual evaluations of the IPA’s performance.

.

Recommendation 3

The Request for Proposals for the CARE and LIEE IPAs should require the bidders to state their perceived goals with respect to the goals given in Recommendations 1 and 2, how they intend to achieve the goals and how their proposed compensation scheme reflects those goals.

Discussion:  The provision of CARE and LIEE services is evolving toward a more market-oriented system.  Bidding for the right to be the IPA should put market-based pressures on the proposers to prepare bids that are innovative, responsive, and convincing with regard to the proposer’s ability to meet the objectives of the IPA.  Similarly, the use of competitive bids by the IPA to choose implementers should provide market-based incentives for efficient outreach and delivery of the programs.  The need for direct financial incentives should depend upon the manner in which the proposer plans to do the work and to be compensated for it.  There may be sufficient incentives associated with market-based choice of IPA and of implementers, and with the structure of the contract to reduce the requirements for or to alter the form a financial incentive system.  For example, if the compensation method is based on the number of participant enrolled in CARE, there will be an inherent reward for increasing the number of participants.  Consequently, to evaluate whether a particular proposal is likely to produce a successful administrator, it will be necessary for the proposer to communicate that the goals are understood, how the goals will be reached, and how compensation would work in achieving the goals.  Once this information is available, the evaluators will be in a better position to determine whether the financial incentives implied by a particular bid align with the objectives for the CARE and LIEE programs. 

�Recommendation 4

The LIGB recommends to the CPUC that the initial evaluation of the IPA should give priority to the smoothness of the transition and the avoidance of gaps or disruptions of service.  The development of a performance incentive system should be postponed until transition issues are addressed and the transition is complete.

Discussion: The focus of the IPA’s activities for the first year or more should be on the successful transition to the new administrative structure.  Transition planning and implementation will take considerable effort, and it is critical that this phase of the evolution toward the new administrative structure be successful.  During this phase, using financial performance incentives covering the range of goals for the IPA will be premature.  The success of the market-based approaches to selection of the IPA and to managing the sub-contracts will not be known.  Baseline data to evaluate performance will not yet be available.  Furthermore, the priority for the limited time available by CPUC staff members and LIGB members should be on addressing transition issues rather than establishing a financial performance incentive system. 

The following guidelines and principles should be considered if and when a financial performance incentive system is developed.  The budget implications of any proposed incentive system should be evaluated.

Considerations in Developing a Performance Incentive System:

1)	The annual evaluation and performance incentive system should be established by the CPUC with the advice of the LIGB.  The system should include performance indicators and targets that should be incorporated in each evaluation. 

a)	The RFP should request that the IPA proposals include a suggested performance incentive system.  However, it should be made clear that the CPUC is not bound by any proposed system by a bidder. 

b)	As allowed by State contract procurement law, the evaluation and performance incentive system should be negotiated with the IPA.

2)	The IAES should prepare an annual performance incentive evaluation of the CARE and LIEE programs based on the indicators established by the CPUC.  This evaluation should be completed by June 1st each year and presented to the LIGB for review.  The IPA should be responsible for providing a report that explains any variation between the targets and realized performance levels.  Based on the IAES evaluation and response by the IPA, the LIGB should prepare recommendations regarding financial incentives including possible termination of the contract with the IPA.  By July 1st, the LIGB should forward its recommendations to the CPUC for final action.  

a)	The possibility of non-continuation of the contract provides an incentive for meeting LIGB goals contingent upon positive performance evaluations.  The CPUC’s contracts office should incorporate contract terms that allow termination of the contract for inferior performance (based on the LIGB’s evaluations) in accordance with State law. 

b)	The contract terms should be drafted in a manner that allows for termination of the contract due to non-performance at any time.

3)	The LIGB recommends that the CPUC authorize financial incentives for the IPAs that include performance awards and, if appropriate and feasible, penalties.  Details of the system should be developed with knowledge of the implementation plan and compensation system proposed by the IPA.  The performance award could include milestones related to program management achievements and program activities.  Management-based milestones include deadlines for program implementation.  Program activity milestones include specific performance indicators such as number of participants.  Variants of the existing performance adder incentive system for non-mandatory measures installed under the Direct Assistance Program could also be considered.

4)	Incentive payments would be paid out of the CARE and LIEE budgets.  They would be paid in the program year following the evaluation.  A concern is that funding incentives out of the budgets would reduce the program budgets and, ultimately, reduce services to otherwise eligible households.  The value of the incentive system in achieving the CARE and LIEE objectives given the funding implications should be evaluated.  Specifically, the cost of the incentives should be offset by benefits that produce a net gain for the programs.

5)	The LIEE IPA may propose to establish an incentive system for its implementers.  However, the need for an incentive system for implementers may be reduced if a competitive selection process is used for the implementers and by performance expectations built into contracts with the implementers.

6)	The CARE IPA may propose to establish an incentive system for its outreach program implementers and any sub-contractors conducting administrative functions.  However, the need for an incentive system for implementers is reduced if a competitive selection process is used for the implementers with the performance expectations built into contracts.  In addition, the means of compensating the implementers may itself provide sufficient financial incentive for superior performance.

7)	A disputes and arbitration procedure should be established to allow the IPA to appeal financial incentive recommendations by the LIGB to the CPUC.



� To illustrate:

	UDCs now charge CARE customers rates based on the frozen residential service charge minus the mandated 10% reduction and minus the CARE surcharge charged to non-CARE customers.  This amount - based on multiplying this per kilowatt-hour rate times the kilowatt–hours used by the customer - would be the starting point for determining the customers bill under unbundled service.

	If the customer has signed up under Direct Access for generation services to be provided by an ESP, then the UDCs proxy amount for generation, based on the amount the UDC would have charged for generation services on a per kwh basis, is subtracted. Subsequently, the ESPs generation charge is added back in.

	If other services are provided to the customer on an unbundled basis, the same process could be used – the UDCs proxy amount would be subtracted from the base and the cost of unbundled services then added back in.
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