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TO:
NAESB Board Managing Committee, and posting for interested parties
FROM: 
Retail Structure Review Committee Members: Bill Bourbonnais (Chair), Jim Buccigross, Leonard Haynes, Ruth Kiselewich, David Koogler, Mark Maassel, Marcy McCain, Mike Novak, Keith Sappenfield and James Cargas (Deputy Director)
RE:
Recommendation to Merge Retail Quadrants
DATE:

December 2, 2005
Retail Structure Review Committee Final Report
BACKGROUND:

Over the past few years, the membership of the Retail Gas and Electric Quadrants of the North American Energy Standard Board (NAESB) have steadily declined, recently to a level below the 40 members in each quadrant bylaw requirement.  At the June NAESB Board of Directors meeting the Board requested volunteer board members to form a committee to address the retail quadrant membership issues and make recommendations to board of directors by the end of 2005.  

On June 1 the Retail Structure Review Committee (RSRC), had its first meeting of the following volunteers and NAESB staff:

Bill Bourbonnais, WPS Resources

Jim Buccigross, Group 8760

Jim Cargas, NAESB

Leonard Haynes, Southern Company Services 

Ruth Kiselewich, Baltimore Gas and Electric  

David Koogler, Dominion Virginia Power

Mark Maassel, NiSource Inc.

Marcy McCain, Duke Energy

Rae McQuade, NAESB

Mike Novak, National Fuel Gas Distribution  

Keith Sappenfield, EnCana Corporation 

At this meeting the RSRC adopted the following Mission Statement:

The Retail Structure Review Committee functions solely at the pleasure of the NAESB Board of Directors and reports to the NAESB Board of Directors through the NAESB Board Managing Committee.  The Committee will make recommendations to the full board to address the membership levels in the retail electric and retail gas quadrants through possible changes to NAESB By-laws, structural changes to the quadrants or their segments including merger of the two quadrants.

The RSRC also reviewed the reasons for the decline in the two retail quadrant’s membership, which can best be summarized as primarily the stalled or even regressive status of the retail customer choice initiatives in the nation.  

The committee reviewed its options, which included an increase of retail quadrant membership to bylaw requirement levels, changing the bylaws to reduce the membership requirement and/or combining the two Retail Quadrants to reach the bylaw membership levels.

The Committee also reviewed the current potential expansion of the retail quadrant focus from the development of business practices for just the “customer choice” market to also including the development of business practices needed for regulated as well as customer choice markets.  This expansion of focus is being driven by a number of requests for standard retail energy contracts, standard electronic billing (a request from national accounts customers) and green energy business practices in both gas and electric markets.  

On June 22, 2005, the board of directors agreed that the governance documents permitted the focus of the retail quadrants to include the development of business practices needed for regulated as well as customer choice markets.   This move to address topics applicable to non-deregulated markets, plus a partnership with the Resources Committee to focus on the increase of retail quadrant memberships, was thought to be the needed synergy to increased interest and membership in the two retail quadrants and elimination of the need for immediate structural remedies.  

In October the retail quadrants published their first set of business standards for the electric and natural gas customer choice markets.  These quadrants also announced the formation of committees to start work on three new initiatives: retail contracts, uniform electronic billing and green energy business practices.  These initiatives are intended to produce business practices for the customer choice markets as well as the regulated markets.  It was hoped that the new customer choice business practices and the new initiatives for the regulated markets, along with a focused initiative to work with the Resources Committee in late 2005 and early 2006 to focus on encouraging new retail quadrant members would significantly increase retail quadrant membership going forward.  To date there has been difficulty in getting new memberships and disappointing participation in the subcommittees working on the three requests noted above.

DISCUSSION OF OPTIONS:
The option of revision of the NAESB bylaws may only be a short-term remedy.  The current membership requirement of 40 for each retail quadrant was not scientifically reached but was a reasonable minimum level of membership if the retail quadrants were to be effective at reaching consensus of a critical mass of the market.   A membership level of less than 40 could result in concern regarding critical mass for a nation of 48 contiguous states.  Current memberships of 27 in the Retail Electric Quadrant and 31 in the Retail Gas Quadrant could continue to decline if (1) companies with more than one retail quadrant membership decide to reduce their memberships since most work is done through cooperative work of both quadrants, (2) the nationwide customer choice initiative remains stalled and (3) the expansion of the focus to provide business practices for both choice and regulated markets does not encourage an increase in the involvement of stakeholders.  

The option of merging the NAESB Retail Electric and Retail Gas Quadrants would provide immediate membership levels that satisfy the bylaw membership requirements and would continue the current practice of the two quadrants working together.  The current combined level of 58 members could decline to as low as 51 members, if members with both gas and electric quadrant memberships decide they only need one membership, which is still above the bylaw membership requirement of 40, unless there are significant membership terminations due to the merger of the two quadrants.  The merger of the two quadrants will also require bylaw revisions to reflect one rather than two quadrants and to resolve bylaw differences between the two quadrants. 

The option of continuing to expand the focus of the retail quadrants to include projects for regulated markets along with customer choice markets may result in an increased interest in retail quadrant memberships, but this has not been the experience to date.  Given the time (estimated at 6 - 9 months) it will take to modify the bylaws and ratify the governance changes, if there is an unexpected success in increasing membership, the Board could subsequently decide to leave the quadrants as they are.  Also, the combining of the two quadrants could be done in a way that permits the easy return to two quadrants in the future.   Also, if a decision is made to merge the two retail quadrants, great care should be taken to ensure that representatives of both gas and electric have an equal voice.

RECOMMENDATION:
Based on the reviews completed by the RSR Committee, its members recommend that the NAESB Board of Directors move to merge the two retail quadrants into one and revise the bylaws to facilitate this change.  A detailed proposal for that merger is in Attachment #1.

Attachment #1

NAESB Retail Structure Review Committee

Preliminary Proposal for

Combining Gas and Electric Quadrants

1) 
Consolidated the two retail quadrants into one combined retail quadrant called Combined Retail Quadrant (CRQ).  Option is Retail Energy Quadrant but that could be confused with the current Retail Electric Quadrant.

2) 
CRQ would have 4 segments of 7 members each.  


Based on the current Board roster and EC roster, no one would lose a seat, initially the CRQ Board in the transition would include the following:



Distributors ‑ 7/7 (RGQ:4,REQ:3)



Suppliers ‑    3/7 (RGQ:1,REQ:2)



Services ‑     6/7 (RGQ:4,REQ:2)



End Users ‑    2/7 (RGQ:1,REQ:1)


Initially the CRQ Executive Committee in transition would include:



Distributors ‑ 7/7 (RGQ:3,REQ:4)



Suppliers ‑    5/7 (RGQ:3,REQ:2)



Services ‑     6/7 (RGQ:4,REQ:2)



End Users ‑    2/7 (RGQ:1,REQ:1)

3) 
In the transition, until the next elections a company would be allowed to hold two seats in a segment only if they want to separate their electric interests and gas interests and maintain two NAESB retail memberships.  This would avoid displacement of current Board and EC members and subsequent elections would prevent any abuse of having two votes on the Board or EC.

4) 
Within each segment, one seat (maybe two) could be reserved for sole commodity companies (gas or electric only).  Unlike WEQ, these reserve spots should not be left unfilled if no sole commodity company is interested ‑ in such cases a combination company could fill the slot.

5)
CRQ should keep two bodies of MBPs ‑ one for electric and one for gas, the vast majority of which would be identical.  This avoids the automatically assumption to be applicable to both REQ and RGQ.

6) 
It may be appropriate to include a reserve clause that says if membership of CRQ reaches 85 or 90 and with 2/3rds vote of the CRQ members, gas and electric quadrants could be separated.

This proposal needs to be vetted at the next EC meeting to obtain REQ and RGQ member suggestions, comments, concerns, etc.  If there appears to be support for this proposal or some revision of this proposal it could be presented at the December Board meeting as the RSRC recommendation.  
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