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Overview
The main task of distribution activity is transporting electrical energy from the transmission or sub-transmission networks to the points of consumption, in the suitable conditions of quality, i.e. supply Quality Service to the consumers. Waveform characteristics of the electrical energy are very important, as is the capacity of the distribution network whether or not to supply the electricity, as well as the treatment of the consumer himself. Efficiency analysis of electricity distribution networks is often limited to cost efficiency measure. However, an important aspect of their service such as quality of service is generally not part of the analysis. However, valuation of service quality for inclusion in regulatory models is particularly difficult. 
Tariff and price regulation without quality regulation may result into unintended and misleading signals to quality levels. Efficiency incentives may potentially be interpreted in terms of reducing costs at the expense of quality. Thus, customers may end up paying lower prices but at the same times, also suffering from inadequate quality levels. Quality regulation is designed to ensure that cost cuts are not introduced by electric utilities at the expense of quality. To prevent undesired reduction of quality, setting in place incentives for high quality is essential. This comes in the form of quality regulation – requiring network operators not only to become more efficient but also to maintain high quality levels or where applicable, improve the level of quality offered to customers. Therefore, regulators will need to accompany the price regulation with quality regulation to protect customers against a decrease in quality and performance standards below certain limits. Standards put a floor to the performance level of the company. Violation of the standard can lead to a fine or tariff rebate. However, literature shows us that regulators are motivated by political as well as economic factors, and that companies may not respond primarily to the regulator’s financial rewards or penalties for their quality targets.

Method

In this paper we analyze and compare regulatory approaches and policies regarding electricity distribution quality; we discuss the inter-relationship between tariffs or revenues and quality in performance-based regulation; also we highlight difficulties to establish the value of quality for customers. Finally, we explore service quality standards set by the regulators, and the response of the companies.
Conclusions

It is generally know that quality is an important aspect of the electricity service. Not only low prices are important, high quality also matters to customers. Price and quality are complementary; together they define the value that customers derive from consuming electricity. However, in spite of the obvious relevance of the quality of service for the consumers, the distribution activity is regulated but the quality is not in the heart of the regulatory models. Strangely, the regulation remains targeted on the fee of the infrastructure, reduction of costs and economic efficiency of the firms; even the technical side of the quality is poorly treated by the regulatory schemes. The European Commission has appointed monitoring responsibilities to the national regulatory body relating to quality of supply. In addition the regulator has to provide adequate economic incentives for the maintenance and construction of the necessary network infrastructure (2003/54/EC). Economic theory suggests that regulators should choose standards according to consumers’ valuation and the marginal cost of quality improvements, and that firms respond by equalizing the marginal costs from not making improvements with the marginal costs of improvement. But also suggest that the utilities may not be sufficiently incentivized to achieve socially optimal input bundles under the current incentive scheme.
The economic value of the quality is given by the minimum cost of the investments to guarantee a quality goal. Against this background, the existence of technical standards of quality without economic endorsement is current practice. Consequently, the existence of penalties for non respect of these standards without economic endorsement is current practice too. Political agreements, between the actors, emulating economic optimums and technical optimums seem to be the norm.
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