
74 Cvgell erat ilJll alld Competiiire Potier [ourual VV/. 14, Nv. 2

Evaluating the Services of
Power Marketers

Kevin D. Fraser, Director of National Real Estate A CCOl/1I ts
PG&E Energy Services

If ever the term "vaporware" were appropriate it is in the market­
ing and sales efforts of too many power marketers across the country.
Apparently oblivious to the inevitability that these promises must tum
into concrete product, sales staff and seemingly entire companies are
cons is ten tly mi srepresenting the services available. Obviously this is
not an appropriate commentary on all power marketers; however, it
do es affect all of us as we find ourselves in the position of having to 'ex­
plain away' the smoke and mirrors presentations made by others. This
article explains the claims and techniques used by these firms, and lays
out so me guidelines for better evaluating marketer services.

As I go from (p rospective) clien t to client I often am not the first to
visi t and attemp t to introd uce energy serv ices . In two separa te meetings, I
recei ved comme n ts fro m one clien t w ho said th ey we re still tryin g to
wipe the slime off their shoes from the previou s visi tors. The othe r clien t
rem arked that midway throu gh a pr esentat ion she rose and informe d the
m ar keter tha t "I ha ve already bou ght a used car th is year," terminated the
meeting and walked out.

In both cases I am happy to say that my group was we ll recei ved .
However our job was all the more d ifficult in that we ha d to spend con­
side rable tim e ed uca ting the clien t on the rea lities of the market.

Here is where the real problem man ifests itself-in cons ume r con fu­
sion . The negative lash back to thi s misinformation typicall y takes tw o
fo rm s, bot h of which result in d elayed cons umer particip ation and re­
d uced fina nc ial benefit.

First and most common is the cons umer attitude of 'wai t an d see' as
it regar ds the deregu lation ind ustry . How can they think othe rwise when
it appears eve n the people in this industr y don 't kn ow wha t is go ing on ?
lf Co mpany A give s a presen tation and int roduces a concep t in dica ting a
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25% sav ings on electric commodity, followed by Company B stat ing 5%
as the maximum po ssibl e, who can blame the cons ume r for bein g con­
fused ?

Worse ye t, some pow er marketers pr esent conflicting inform at ion
even amo ng their own peopl e, some times submitted in wr iting . How is
the cons umer to decide?

The second and possibly worse consumer reaction is one of d is­
trust for our industry with a consequen ce of pu rposefully avoidi ng
energy sav ing oppo rtunities . Too many consumers feel this is an industry
of sna ke-oil, and often jeeringly refer to similar ities of the supposed di s­
counts fro m telecommunication s d er egula tion, wi th th is being ju st
ano the r exa mple of the cons ume r being mislea d . These consumers re ­
qui re subs tan tia l ed uca ting and fortuna tely th e industry is matur in g
some wha t to the point that we now have decent exa mples of signif ican t
deals to p resent as subs tan tiation.

I have collected examp les of some of these conf us ing and mi slead ­
ing sta teme n ts and claim s. Several of these origina te from clien ts I visi t
whi le othe rs have been culled from my compa ny in va rio us off ices na­
tion wide. This is to ed uca te on the confus ing messages we are sending as
an ind us try , not to persecute indi viduals or compa nies.

The sing le mos t well known and often di scussed mislead ing claim
involves taking a give n benefit and claiming it as a new serv ice offering .
On both sides of the coun try, in the resident ial mar ket , legislat ion has
man dated certa in di scounts based agains t existing tari ffs. Some compa­
nies havin g taken these discounts and marketed their power by claim ing
a d iscount equa l to or slightly less than that mandated by legislat ion . Ob­
vious ly if consume rs are aware, they realize they wi ll enjoy the d iscount
regardless of the provider. As it happens, appa ren tly resid ential cons um­
ers are aware and they ha ve looked very unfavorabl y on th is obv iously
intention al and misleading practice.

The next best known practice is a 'careful wording ' in claiming the
amo un t of di scount a large commercial or industrial consu me r may en­
joy. Expressi ons of from 15 to 25 percent off the cost of energy are all too
common . Only when a reputable marketer exp lains to the consumer that
this is a reduction of cos t aga ins t the commo di ty alone and no t the overall
bundled bill does the prospec tive clien t begin to understan d and become
deflat ed in their expec tations . At this po in t they are usu ally so annoyed
they don 't wan t to do bu siness wi th anybod y.

There are several varia tions to thi s misleading prac tice , ma ny in-
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volv ing natural gas. In the case of natural gas there may be claims mad e
of di sco un ts in the 15-20% ran ge, which of course is wh at the cus tomer
then expec ts to see at the bottom of their bill . In truth the di scoun t is on
commo d ity d elivered to the City ga te and the cus tomer wa s not in forme d
they wo uld be pa ying new fees to the utility in the form of tran sp ortat ion
charges . The net effec t is an 8% overa ll d iscount.

Ano the r gas example in volves the market er d iscu ssing un it mea­
su re in d eca the rms rather th an Mill ion Cub ic Fee t. Th e unit cos t per
decat her m is lower than that of Mcf, and the cus tomer likes wha t they
hear. The true translator comes later in the form of the bill when the clien t
sees the actua l d iscoun t is very small ind eed .

Possibly the best known comme rcia l market mislead ing represen ­
ta tion relates to electricity and involves pla yin g on the ign oran ce of the
clien t as it relates to the distinction of 'Tariff' Vs 'Po wer Excha ng e' . In
Ca liforn ia a 14% PX discount is equa l to rou ghl y 3% off tar iff (a t a poin t
in time). No t sur p rising , too man y mar keter s pr esent on ly the PX di s­
coun t and do not mention the d istinc tion to the un aware client. Even up
to con tract time the representation mad e is that of a d ram at ic di scou nt to
the 'energy' cos t, bu t of course the consume r understand s th is to mean
the overall bundled cos t of energy rather than simply the commo d ity
componen t.

Co ns ide ring the above accou nt s one might believe th is is purely a
despicable industry ind eed , which wo uld be incorrect and an in justice.
This is an ind us try wi th significan t and resp ecta ble players, crea tive an d
competitive, strugglin g every da y to devise new p roducts and get a step
ahead of the cro wd . With this type of infancy, and this degree of d y­
nam ic evolu tion, there wi ll be those who cross lines eithe r intent ionall y
or ina dvertently with the conse quences ind ica ted above.

Wha t needs to be done is to not lose sight that there are billi on s of
dollar s worth of con tracts in place wi th consumers enjoyin g hundred s of
million s in savings over just one yea r ago. Researching the se rvices and
p roviders is diffi cult, but worthwhile.

To help we hav e created a gene ric se rvices shee t to be used as a
guide and checklist in sho pp ing providers. By no mean s all-incl usive,
this does nonethe less dem on str ate a broad ran ge of services necessary to
deli ver fully bu ndled va lue to the cons umer. We in trod uce this check
list as follows:
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COST-REDUCING SOLUTIONS
A complete range of cost-reducing solutions to all your energy challenges, including com­

petitively priced electricity and naturalgas, nationwide utilitynegotiation, strategy development for
each location , billing and information management, energyefficiency improvements, power quality
enhancements, financialstrategies, and analyses of deregulationandrate alternatives nationwide.

LINESOFBUSINESS
Access toabroad range of resources nationwide, from energy commodities and services to

power generation and natural gas transmission.

Customer Strategies: An experienced negotiating team to negotiate the lowest rates with
utilitycompanies on your behalf-even if thestateis not deregulated.Regulatoryspecialists
keep trackof how you cantake advantageofthechanging regulatorysituations ateachloca­
tion.

Developa national electric strategynow to help you reduce current energy bills, assist
indeveloping the best restructuring process for all ofyour locations, and save more af­
terretail access opens in each area.
Develop your negotiating leverage, develop rateand energy management strategies,
and implement cogeneration,bypass, andother individualizedstrategies.

Financing Solutions: Financing options help structure efficient, cost-effective deals for new
energy-re lated capital improvements and monetization ofexisting energy assets. Flexible fi­
nancing structures can reduceyour costs.

Energy Management: Energy efficiency services save seriousmoney. Help with simple
lighting upgrades and/or complete mechanical/electrical retrofitsof all yourfacilities.This in­
cludes design, installation, construction, and ongoing operationsand management.These
projects may often be engineered to be self-funding with ROls to meet your needs.

Power Quality: A power quality service may assure you continuous power without surges,
sags, orvoltage spikes.Assessments ofyouroperationsand 24-hour-a-day emergency re­
sponse service .This power environment helps attract the right type of tenant, and reduces
insurancepremiums.

Billing Management:Consolidateyour billingand verifyyour energy bills from all your facili­
ties, thenidentify and eliminate energywaste.Createextensive customized reports tosatisfy
your information needs.

Energy Information Services: Benefit from detailed on-line reports available to you 24
hours a day, seven days a week. Collect billing and energy use data. Archive and clean the
information using secu re data storage and data screening procedures.Analyze the informa­
tion ,diagnose potentialproblems andoffer innovative solutions.Provideyou withimmediate ,
on-lineaccess toenergy usage and billing information.
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Quality Customer Care: AccountServices representativesprovideyou withqualityservice.
Your individual representative should be able toactively assistyouin receiving all services at
all stagesof thedeliveryprocess.

Natural Gas: Gas supply purchasing options allowyou tobuy natural gas at the most com­
petitive prices and add ress your own individual operating priorities, from ensuring a secure
gas supply to minimizing the riskof price volatility

Electricity: Whether you want to stabilize your rates, reduceoperating costs for all your fa­
cilities nationwide, or purchase renewable electric power, have an electricity power plan tai­

lored to your objectives.

These broad gu ide lines can be distilled into a com pa rison spread ­
shee t wi th specific criteria used to evaluate compet itors. Your prop erty
por tfo lio may not require all ca tego ries and so wo uld be obvious ly tai­
lo red accordingly. For exa mple, if acquisition and management of natural
ga s is not required then several eleme nts may be omitted from the selec­
ti on cr iter ia and reduce negati ve impact on an other w ise qu ali fied
participant.

Merely possessing these features does not exclus ive ly qualify a p ro­
vider. Pas t h isto ries of ac tua lly deli ver ing are critica l for es tablishing a
comfor t level. Every sho ppe r sho uld chec k the references of es tablishe d
clien ts from each can did ate firm and confirm the serv ices do in fact exist
and are bein g deli vered jus t as presented to you for yo ur app lica tion.

Then too, past and present performan ce alone does not absolu tely
qua lify a pro vid er. An other issue is to study the amoun t of market share
for a pa r ticular offering in a part icul ar region that is represented by th is
prov ide r.

Are yo u looking for good mechan ical contractor services for yo u r
property in Sou th Dakota to be serviced by a firm with no con trac tor pres­
ence in that area? Do yo u expec t yo ur othe rw ise compe ten t pr ovider to
ro ll gas in a region INhere yo u will be their on ly gas co mmod ity cus­
tomer ?

The re a re man y unpro ved rul es of thumb in resp on se to thi s test.
Some believe yo ur servic e requirements sho u ld represent no mor e than
ten percent of the aggregate bu siness (same typ e) handled by yo ur pro­
vider in a given region . The arg ume nts go both ways. If yo u are indeed a
lesser customer overall will yo u receive the level of qual ity se rvice yo u
expec t? If yo u are the most significan t cus tomer in a region is that a good
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sign you should be doing business with the provider at all? Does the pro­
vid er ha ve a majority of its local busine ss tied up with one client such that
loss of thi s client will significantly effect the provider and possibly its
ability to ser ve your properties?

There will be trade-offs to consider as well. It ma y be that ove rall a
single provider can deliver the best deal, but somewhat at the cos t of
smaller market areas. While most will be able to provide savings of some
order they ma y not be the greatest saving s possible for that region; but to
satisfy the provider's busines s requirement s you will include these terri­
tories and in the whole enjoy a significant benefit. This is a discussion you
should be prepared to hav e as it will turn up with national port folios.

In conclusion we fall back to the age-old "Caveat Emptor," but this
time with a sinister twist that you have little time for due di ligence-there
is mone y on the table and missed opportunities while you wai t.
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