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Introduction

In a regulated market, one utility company owns both the physical
infrastructure and distribution of electricity. Homeowners have no
say in the matter on what the electricity or natural gas rate can be.
However, there are over 20 states® in the country (with a growing
number) which offers choice in electricity, gas, or both. We call these
areas deregulated electricity markets. In such markets, the utility
owns the infrastructure but companies known as retail electricity
providers provide the electricity. In other words, distribution is sep-
arate from generation. (REPs) purchase wholesale electricity from
utility companies and then sell smaller portions at retail price to the
homeowner.
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The benefit of a deregulated market is that it boosts competition
among suppliers, which leads to lower prices and the chance for cus-
tomers to find the best deal. You have the choice between different
REPs offering different rates and pricing options such as a tiered
pricing schedule or time-of-use (TOU) rate schedule. Simplify Solar

has an article on the difference between the two.

If you live in Texas, definitely use the tool Power to Choose to deter-
mine which REP you should go with. The Texas website Power to
Choose is a web application was created by the Public Utility Com-
mission of Texas to assist Texans in shopping for electricity. If you
have a renewable energy source such as solar or wind on your prop-
erty, you'll want a utility plan that pays you back if you generate
more electricity than you need from your distributed renewable
generation (DRG). Our article on Power to Choose discusses how to

use this tool.

*These include Florida, Georgia, lllinois, Indiana, lowa, Maryland,
Massachusetts, Michigan, Montana, Nevada, New Jersey, New Mex-
ico, New York, Ohio, Pennsylvania, Rhode Island, Virginia, West Vir-
ginia, and the District of Columbia.

Problems with Retail Electricity Providers (REPs)

According to the most recent annual accounts for the biggest retail-
ers, their gross margin - the difference between the cost of electric-
ity they pay the distributors and generators, and the cost of packag-
ing up you bill and collecting money from customers - was between
£150 to $200 per customer. The overall cost of retailers equates to
around 15 per cent of your electricity bill, or around $350 a year, de-
pending were you live. That's nearly half the cost of generation.

Despite their high margins, the biggest problem for retailers is a ba-
sic one - they find it almost impossible to hold on to customers. The
churn rate has been reported to be 25 per cent every year. That
means, they lost nearly one in four of their clients, and then they had
to go and pay to get new customers through marketing expenditures
and special offers for new clients, and then bill you for it. This may be
due to poor customer engagement. International surveys show that
electricity retailers have the worst relationship with their cus-
tomers; their relationships are fleeting, and usually colored by com-
plaints about price hikes and connection problems.

How Does Solar Relate?

The high churn rate and customer acquisition cost can be reduced
significantly if customers are more engaged with the REPs and if the
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REPs offer something customers really want. Solar is a hot item
these days and can do both. REPs can not only attract new cus-
tomers with solar (hence, lowering customer acquisition costs) but
keep existing customers through offering them options to get solar
on their roof. Through offering solar loan options or solar leases,
homeowners such as yourself won't have to pay much or anything
upfront to get solar right away and save on electricity while REPs
can expect at least a few years of you staying on with them before
your solar is paid off or purchased.

Follow SolarSyz on Twitter @SolarSyz for more up-to-date infor-

mation on solar energy and our suite of products for you. Inter-
ested in more of Shen's posts on solar energy? Follow the author
on Twitter @shenge86.
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