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Context

Ofgem's principal objective is to protect the interests of consumers, present and

future, wherever appropriate by promoting effective competition. In keeping with

this objective, we launched a study of the state of GB energy supply markets (6t he

Probedéd) in February 2008. I n October 2008, we set out

operation of the GB retail energy markets and set out for consultation a package of
measures to tackle the issues raised. This document outlines the remedies that we

have developed to address the flaws in the retail energy market. They complement
our separate proposals to outlaw unfair price discrimination.

Associated Documents

Energy Supply Markets Probe - Call for Evidence (30/08), 27 March 2008

Energy Supply Probe - Initial Findings  Report (140/08), 6 October 2008

Addressing unfair price differentials (01/09), 8 January 2009

Open letter on 65 day notice period for unilateral contract variations, 20 February

2009

Quarterly Wholesale/Retail Price Report T February 2009 (15/09), 2 Marc  h 2009
Addressing undue discrimination i final proposals (42/09), 15 April 2009

Ofgem Consumer First Panel : Research Findings fromthe Second Events 1 Billin g
Information and Price Metric (March 2009), Opinion Leader , 15 April 2009

> > >

> > D

The above documents are available via the Ofgem website at the following location:

http://www.ofgem.gov.uk/Markets/RetMkts/ensuppro/Pages/Energysupplyprobe.aspx

Office of Gas and Electricity Markets
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Summary

In October 2008, Ofgem set out the initial findings of its investigat ion into the
operation of the GB retail energy markets. This found that the fundamental
structures of a competitive market are in place, and the transition to effective

competitive markets is well advanced a nd continuing.  Our investigation  did,
however, id entify a number of important areas where consumer s are not yet
benefiting fully from the competitive market and vulnerable consumer groups a re

disproportionately affected.

In responding to the concernsraised, we remain convinced that consumers benefit

mo st from a vibrant competitive market . The package of measures we propose is

designed to improv e the functioning of the market for all consumers , particularly

vulnerable households and small businesses . The key objectives of the package are

to:

A improv e the quality and accessibility of the information available to consumers
so that they can make well -informed decisions about their energy supply ; and

A empower more consumers to engage effectively in the market

We also propose to seek greater transparency of the activities of the major supply
and generation businesses principally to give consumers and firms confidence that

the market is competitive and fair . Asummary of these measures is set out overleaf.
As part of this package, s uppliers will be expected to deal fairly with customers at all
times and behave in a way that helps customers to engage effectively  with the

competitive market. ~ We spell out a set of new, overarching standards of conduct that
suppliers will be expectedto  meet. The se broad standard s will complement  our other
proposals and will remind suppliers of what customers expect of them

Over time, we would expect these remedies to mak e competition in the retail energy
markets work more effectively for all consumers and to bring significantb  enefits to
many consumers . However, t his will not happen overnight . M eanwhile , we do not
believe that competitive pressures alone will protect all consumers from potential

detriment causedby undue di scrimination in supQfdemnmieas sd product
a statutory duty to protect consumers, with particular regard to the in terests of
vulnerable consumers. |  tis therefore appropriate to introduce a licence condition
explicitly  prohibiting undue discrimination. This will apply for  alimited period T to
allow time for the  package of retail remedies to take effect. The details of these
proposed new licence requirements are set out in a separate document published for
consultation today

We welcome comments on  these proposals by the end of May. We will engage key
stakeholders during that period and, s ubjectto the results of our  consultation, we
will seek agreement with suppliers on the proposed package of reforms. If supplier
agreement on an acceptable package of reforms is not forthcoming, we will consider
ma king a market investigation reference to the Competition Commission.

Office of Gas and Electricity Market s 1
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The pr oposed retail remedies package
We propose that suppliers active in the domestic market should:

A Improve the information they give to their customers by: stating on each bill
the name of the customeroés tariff and t heg
each customer an annual statement.

A Reduce con fusion surrounding their tariffs and improv e how tariff information
is presented.

A Provide customers with confidence about the switching process by introducing
a guarantee that changing supplier will be a safe proce SS.

A Help vulnerable and indebted consumers who are currently blocked from
changing suppliers due to outstanding debts, including by:

0 permitting them to switch where a debt is the result of supplier error;

0 increasing the threshold below which PPM customers are free to switch
supplier and transfer debt to the new supplier, from £100 to £200; and

0 permitting them to switch where they would avoid the retrospective
application of an adverse unilateral contract variation by switching.

A When attempting to sell on the doorstep:

0 provide the consumer  prior to any sale  with a written quotation and, in
certain circumstances, a compari son with the consun

0 provide additional information at the point of sale; and

oestablish the basis f ement Affertheusale.o mer 6 s

We propose the following measures for the small business sector:

>

to introduce a range of informational remedies aimed at improving small

business consumersdé6 ability to engage wit
to eliminate s utopautomaicaly doll smblliblisindsyconsumers

onto a fixed -term contract when their existing contract expires;

to work with Consumer Focus to expand their accreditation scheme to cover

switching sites operating in the business -to - business market; and

that third party intermediaries develop a more robust code of practice to

establish best practice in the sector

>

>

We propose the following actions to improve market transparency:

A to collect financial information from the Big 6 that will show the profits,
und erlying costs and revenues separately for their supply and generation
businesses, for gas and electricity consumers and for domestic and non -
domestic consumers; and to publish industry -wide information on an annual
basis; and

A toincrease the depth of the m onthly information that suppliers provide to us
on switching and customer numbers.

Office of Gas and Electricity Market s 2
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1. Introduction

1.1. We launched our study of the state of GB energy supply markets (the Probe) in
February 2008. * It focused on the functioning of competition in the electricity and
gas marke tsfor both domestic and small and medium enterprise (SME) consumers
and consider ed wholesale energy markets only to the extent that this is necessary to
assess whether retail markets are working effectively.

1.2. We published our Initial Findings Report in Oct ober 2008 , which reported on the
operation of the GB retail energy market. The report set out for consultation a

package of measures to tackle the range of issues identified. These proposed
remedies were grouped into five key action areas:

Action 1: promot ing more active customer engagement;
Action 2: helping consumers make well -informed choices;
Action 3: reducing barriers to entry and expansion;

Action 4: helping small business consumers; and

Action 5: addressing concerns over unfair price differentials.

I > >

1.3. Consultation on the Initial Findings Report closed in December 2008. A summary

of responses is contained in Appendix 2 and copies of non -confidential responses can
be found on the Ofgem website . We also held discussions with a wide range of
stakeholders to  help develop our thinking on specific measures.

1.4. The present consultation document sets out our package of proposals to address
the problems identified in relation to retail energy supply markets and how we intend
to deliver these measures

Other Probe  workstreams

1.5. The problems identified by the Probe inrelationto undue discrimination are
being tackled on a separate timetable. We consulted on these proposals in January
2009 % and announced on 23 March 2009 that we are minded to introduce two  new
standar d licence conditions : to requir e suppliers to achieve cost reflectivity between
payment methods; and to prohibit undue discrimination. 3

1.6. The prohibition on undue discrimination is intended to operate only for a limited
period to allow the package of retail remedies proposed in  the present document to
take effect and therefore the licence condition includes a sunset clause . We are

publishing alongside the present document a consultation on our proposed draft
licence conditions and  draft guidelines that set o ut how Ofgem intends to interpret
and enforce those new licence conditions A

! The Terms of Referen ce for the Probe can be found in Appendix 4.

2 Addressing unfair price differentials (01/09 ), 8 January 2009.

*Regul atords new rules packRH),28MarchR00®.0r customer s
4 Addressing undue discrimination i final proposals (42/09), 15 April2 009.

Office of Gas and Electricity Market s
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1.7. While the Probe focused on the operation of retail energy supply markets , the
Initial Findings Report  also identified concerns about both the level of liquidity in the
wholesale e lectricity markets and about the functioning of the wholesale market

itself . Work on these issuesis  also being progressed separately from the remedies
outlined in the present document:

A We have beeni nvestigating the underlying causes of low wholesale mark et
liquidity 1 and considering ways to promote an increase in liquidity. We intend to
publish a discussion document shortly setting out our analysis to date and
suggesting possible ways forward.

A We published a consult ation document on 30 March, which consi der ed three
broad approaches to tackling the issue of undue exploitation of market power in
the GB wholesale electricity sector .®> The deadline for responses is 8 May 2009.
Following consideration of responses, Ofgem will look to issue its final proposals
document on its preferred approach to tackling market power concerns by the
end of the summer.

1.8. The Initial Findings Report  undertook to review regulatory obligations that could

act as an undue deterrent to new entry or an obstacle to small supplier growth.

Some concern was expressed by stakeholders over the burden on smaller suppliers

of compliance with regulatory and market rules and obligations. ® These concerns are
largely captured by existing initiatives , including our ongoing Code Governance
Review. " Those that are not, including for example credit requirements on small

suppliers , will need to be considered further in due course . We will continue to strive,
wherever possible, to remove undue burdens on small suppliers and new entrants.

The structure of t his document

1.9. Chaptertwo proposes a set of overarching standards of conduct that we expect
suppliers to adhere to in their dealings with consumers . These will be underpinned
where necessary , by more detailed licence conditions and by industry self regulat  ion.

1.10. The following four chapters explore the issues identified in our Initial Findings
Report and set out our proposals to address them:

A Chapter three  sets out proposals to promote more active consumer engagement,

particularly through improving the quality of information provided to customers;
A Chapter four  sets out proposals to help consumers make well -informed choices,

particularly in response to doorstep selling;

A Chapter five sets out proposals  to help small business consumers; and

A Chapter six_ sets out pr oposals to promot e greater market transparency and
facilitat e enhanced market monitoring.

1.11. Finally, chapter seven sets out the next steps for the Probe.

® Addressing Market Power Concerns in the Electricity Wholesale Sector - Initial Policy Proposals  (30/09),
30 March 2009.

¢ Ofgem hosted a meeting of small suppliers on 10 December 2008. The meeting discussed the potential

remedies arising from the Energy Supply Probe regarding barriers to entry and expansion.

" Further details on this project are available on our website .

Office of Gas and Electricity Market s
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2. Standards of conduct for suppliers in the retail market

This chapter explores the common underlying ai ms of the measures suggested in the
Initial Findings Report . We then set out our proposal to introduce a set of

overarching standards of conduct that we expect suppliers to adhere to in their

dealings with consumers. These standards will be underpinned, wh ere necessary, by
more detailed licence conditions and by industry self regulation .We setout our
proposals in the remainder of this document.

21. Of gembés pr i nci pstblishedin sataté i v¥seo protect the interests of
consumers, present and future , Wherever appropriate by promoting effective
competition.  As outlined in chapter one, we are keento further improve the
functioning of the retail energy supply markets and believe that more effective
competition is in the best interests of consumers .

2.2. There are a number of special features of energy supply that make regulation
both challenging and  of particular importance . These features have the potential to
creat e barriers to consumer engagement with consequence s to consumers that result
from a less than fully effective competitive market:

A In practical terms, both electricity and gas are non -discretionary products . For
nearly all consumers  energy supply isan  essential service.
A The cost of electricity and gas is a significant part of household budgets,
particularly for those on low incomes and the fuel poor B
A Electricity and gas are delivered continuously to house holds , usually under
flievergreen 0 arrangements , and are not consumed directly but rather through a
variety of appliances.
A The pricing structures f  or electricity and gas supply and the range of choices
available are complex . Consumers often do not understand the units in which
they buy energy (kWh ) and i dentifying the best offer for an individual household
is complicated 1 particularly with  limited price comparison services , which in any
case many cannot access ordo  not trust.
A Consumer confidence in energy companies is relatively low 2
2.3. It has long been recognised that regulation by Ofgem must take full account of
these special features of the electr icity and gas market, and place particular
responsibility on suppliers to ensure the market functions well T before, during and
after the customer acquisition process.

2.4. The level of consumer participation in retail energy markets in Great Britain is

amongst the highest of any  such markets inthe EU and throughout the world. The

annual domestic switching rate of around 20 per cent also compares well with other

retail services in Great Britain , such as telecommunications, insurance products,

mortgages and pers onal current account s. However , our Initial Findings Report

identified a number of areas of concern that actas barriersto some consumer s 0

8 Fuel poverty is  defined as when a household needs  to spend more than 10 per cent of their household
income on all domestic fuel use including appliances to heat their home to an adequate level of warmth.

® The MORI report for BERR onthe 2008 Cus tomer Conditions Survey found energy to be ranked lowest
out of the 50 sectors surveyed in terms of consumer confidence.

Office of Gas and Electricity Market s 5
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ability to make effective choices. Our research found that just over half of  domestic
consumers who switch do so reactively in response to a salesperson. As many as one
third of switchers  subsequently do not achieve a price reduction. Moreover, b oth
domestic and small non -domestic ¢ onsumers reported difficulty in comparing tariff
offerings, including  in particular becau se of the complexity of offerings and a lack of
knowledge as to their current tariff and consumption level. In addition, our research
found that some consumers were not aware of the savings they could make simply
by changing their payment type or by switch ing to another tarif ~ f with their existing
supplier.

2.5. In order to address these concerns the Initial Findings Report  proposed a
number of potential remedies aimed at improving the availability and transparency of
information for consumers , including

A improvi ng customer information

A addressing tariff confusion ~ ;
A promoting confidence in price comparison and switching sites ; and
A strengthening t he rul es governing suppliersdéd sales and

2.6. Most of these propos als have two common underlying aim s: to encourag e
suppliers to treat consumers fairly at each stage in the acquisition process (from
marketing, through to sales, switching and post sales) and to ensur e that consumers
have full access to understandable information on the alternatives available to them.
These commonalities and the interactions between the remedies being considered

have become increasingly evident as our work in these areas has progressed.

2.7. The energy supply market is also characterised by ongoing innovation and

change. Initiatives  such as the roll out of smart metering and the increased interest

in the offerings of  energy service companies clearly suggest that this trend is set to
continue. This makes effective regulation in this area particularly challenging and
makes it difficult  to future proof any new licence requirements . We found thati ssues
causing consumer detriment can arise , and have arisen , which are not covered by
existing detailed licence conditions but breach the intention behind those

condition s.*°

2.8. Totackle these prob lems, we propos e to introduce a common set of overarching
standards of conduct that we expect suppliers to take all reasonable steps to adhere

to in their dealings with consumers . These will be underpinned , where necessary , by
more detailed licence conditi ons relating to both domestic and small non -domestic
customers, and by industry self regulation . Our proposals are set out in the

remainder of this document.

2.9. The main attractions of adopting such an approach include the fact that these

overarching standard s can span the full range of supplier interactions with

consumers and can adaptto productinnovation . In addition, we believe that

standards wil encour age compl i ance wegulationtadmdardaldoousr i t 0 of

10 For example, recent concerns around direct debit increases is one area where there was no licence
condition to enforce.

Office of Gas and Electricity Market s 6
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on consumers, ratherteaermh@nofi umar meghidmdnts ieWithalt

consumers really benefitting ~ .**

The overarching standards

2.10. Inordertohelp consumers engage effectively in the market, we consider
standards of conduct should focus on achieving the following outcomes for
cons umers:

A consumers should be able to compare products easily ;

A consumers should be confident that when dealing with suppliers, they will be
treated fairly and provided with full, clear and accurate information at all stages
in the supplier -consumer relationsh ip (before, during and after sales) ;

A consumers should be confident that suppliers will take their circumstances into
account and provide information on the most appropriate products for them

A consumers should not face unreasonable barriers to switching between
or suppliers.

that

; and
products

2.11. Our aim has been to develop a set of standards that are sufficiently broad to
capture the full range of supplier interactions with consumers (before , during and
after sales) and to apply to future developmentsin  the sector. The standards are
intended to encourage suppliers to focus on outcomes for consumers whilst being

pro -competitive . T hey are aimed primarily at ensuring consumers are able
effectively with the market and are protected, as far as possible, from ma

to engage
king poor

decisions when considering switching tariff and/or supplier. We envisage that the
standards will apply to all domestic customers and to small business customers (as

defined in chapter five ).

2.12. The proposed overarching standards of conduct are outl ined below.

Standards that we expect suppliers to take all reasonable steps to adhere to in
their dealings with  domestic and small business consumers:

fully unders tand or that is inappropriate for their needs and circumstances;

A You must not change anything about
clearly explaining  to him or her  why;

A You must not sell a customer a product or service that he or she does not

a cust

A You must not prevent a customer from switching product or supplier without
good reason;
A You must not offer products that are unnecessarily complex or confusing; and
A You must make it easy for customers to contact you and act promptly and
courteously to put things right when you make a mistake.
™ For exampl e, by putting required information in small font or in a non -prominent position  on customer

communications

Office of Gas and Electricity Market s
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Status of the overarching standards

2.13. We believe that a set of overarching standards along these lines would be
helpful not only in making clear what consumers expect from suppliers but also in
driving improved performance by suppliers. They prov ide a useful articulation of how
we interpret the consumer interest in the context of retail supply markets. However,
a key question is what status these standards should have. Simply presenting
standards without attaching more concrete status to them may reduce the likelihood
that they will have a real and permanent impact. We have therefore looked at two
broad options for how to embed them on a more enduring and effective basis.

A Option1 i the standards could be inserted as a preamble to relevant licence
conditions . This would then provide a context , and an aid , to the interpretation
of the conditions that followed. The standards would not be directly enforceable
themselves but rather , when considering breaches of the specific associated
licence conditions , we could have regard to the standards to help determine the
seriousness of the breach and hence the action that we should take.

A Option2 i the standards could be  set out as overall aims and used to drive an
increased focus on outcomes for consumers. By including these standards in our
guidelines and referring regularly to them in our decisions we would provide them
with status as our articul  ation of the consumer interest.

2.14. Under either option more detailed modifications to current licence s would be
needed in order to address specific improvementsto consumer information
arrangements . These modifications are outlined in subsequent chapters . We prefer
option 1. Having the standards as a preamble to relevant licence conditions would

strike an appropriate bala  nce in giving them sufficient status while not creating
unnecessary regulatory uncertainty. Further work  will be needed once we have
settled on the detailed remedies that we plan to pursue in order to establish the
appropriate  package of licence conditions to which this approach should be applied.

2.15. We have also considered but rejected at this stage the idea of incorporating

these standards as  directly -enforceable licence conditions. While this would provide a

more flexible enforcement tool , abletocopewith changes in suppliersd pract.
technological innovation, we are concerned about the regulatory uncertainty that

could result from creating such broad obligations. For clarity , and to facilitate

enforcement , we believe that more specific obligations a re currently preferable

However , this remains an option we will consider when we review the effectiveness

of the overall package of remedies in due course

2.16. The overarching standards of conduct have a similar objective to that
incorporated in  broader consu mer protection legislation, including the Unfair Terms
in Consumer Contracts Regulations 1999 and the Consumer Protection from Unfair

Trading Regulations 2008 (the CPRs). However, the standards we propose focus on
particular aspects that are of concern to energy consumers. Given that there is

limited case law on the CPRs , there is an advantage in setting out what we see as
the key issues . W e would expect to build further on this in the guidance we are
committed to produce on the CPRs. However, asw e do not have any power to
impose financial penalties for breaches of consumer protection legislation , there is
still a need for specific licence conditions in key areas as proposed in this document.

Office of Gas and Electricity Market s 8
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3. Promoting more

This chapter consid ers the issues that may prevent
engaging effectively with energy suppliers
Such issues could stem
suppliers or market intermediari
tariff options in the market can cause confusion and may
engaging . We set out arange of proposals
engagement .

i proposed retail market remedies

to promote more

15 April 2009

effective consumer engagement

domestic consumers from

and with the energy market more broadly
from a lack of relevant information, a lack of confidence in
es or from other reasons

. In addition, the  range of
deter consumers from
effective consumer

We propose that suppliers

A Improve the information they give to

o stating the full and exact name of
with information on their
0 sending each customer an annual
name, the customerds ¢

Reduce con fusion surrounding their tariffs and
presented.

Provide customers with
introduc ing a guarantee

confidence aboutthe p

Help vulnerable and indebted consumers who
changing suppliers due to outstanding debts by

o offer ing the customer advice
0 permitting them to switch
o0 increasing the threshold

their customers

each tariff used by the customer
annual consumption , on each bill
statement , which would include the tariff

active in the domestic market should

by:

, along
; and

0 n s u mptheir oight taswitth a.

improv e how tariff information is

rocess of switch ing supplier by

that changing supplier will be a safe process.

may, at present, be  blocked from

when the objection is first raised ;
where adebt is the result of
below which prepayment meter

supplier error;
customers are free to

switch supplier and transfer debt to the new supplier, fro

m £100to £20 O;

r

€

permitting them to switch where they would avoid the retrospective
application of an adverse unilateral contract variation by switching; and
improv ing the transparency and customer awareness of debt build

debt blocking arrangements.

-up and

Improving consumer information

The problem

3.1. Research conducted as part of the Probe show ed that around 37
consumers are reactive and typically only switch in response to a call from a
salesperson. 2 A further 46 per cent are inactive and have either nev er switched or
have done so only once and indicate that they are unlikely to switch again in the

future.

per cent of all

2 |psos -MORI Ofgem Customer Engagement Survey July 2008

Office of Gas and Electricity Market s 9
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3.2. Those who switch reactively have tended not to make the optimal decision as
they rarely compare deals from more than one supplier. More worryingly ,we are
aware that only around half (48%) of those who switch as a result of direct sales

have saved money by doing so .

3.3. While w e are keen to improve the quality of decisions made by those switching
reactively . We are also anxiousto  encourage more peopletos  witch at their own
initiative . We are also aware that many customers currently do not want to switch.
However , there may be a better deal available from their existing supplier. Our
research shows that during 2007 only 8 per cent of people changed theirta  riff whilst
remaining with their supplier. Nearly a quarter of customers (23%) pay by standard

credit and these customers in particular are likely to be able to achieve a better deal
even without changing supplier.

3.4. Based on our research , we believe that th e following specific issues are part of
the cause of the problems outlined above:

A many consumers f ind their bills difficult to understa nd;
A many consumers do not know the name of the tariff that they are on; their yearly
consumption level; and/or their year ly expenditure. This makes it difficult to
obtain accurate price comparisons from switching sites or direct from suppliers ;
A consumers often do not know if they are a low, medium or high user. This makes

it difficult for them to make switching decisions wh en using switching sites, or
other comparison tools, that use such categories ;

A many consumers do not know that they could save by paying by direct debit
and/or managing their accounton  -line; and

A many consumers do notrealise that they might be able to achieve a better deal
with their own supplier.

3.5. Whilst nearly all consumers know that they can switch supplier, doing so is
rarely a priority and the majority of ~ consumers need a catalyst in order to consider
switching.

3.6. The Initial Findings Report proposed tha t suppliers should be required to
implement a number of improvements in the quantity and quality of information
provide d to their customers. It was suggested that this could include: clearer
information on customer bills; an annual statement for each custo mer; and an
annual prompt to all customers regarding their ability to switch supplier.

New evidence

3.7. Responsesto the Initial Findings Report showed strong support for clearer
information on bills , although suppliers were generally less supportive than con sumer
groups. Consumer groups were generally in support of an annual statement or

prompt , although some wanted to see further research  conducted .

Office of Gas and Electricity Market s 10
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3.8. We have subsequently tested proposals for making improvements to customer
information from suppliers with our Consumer Panel ™ and with groups of vulnerable
consumers. * We sought reaction to the inclusion of a range of information on bills

and/or an annual statement and what actions consumers felt they might take as a

result.

3.9. We also held a roundtable discussion in January 2009 with suppliers and
consumer groups to discuss the proposals for improvements to customer
information. This showed strong support from all for the addition of tariff name and

annual consumption on bills. Views on an annual statement were mixe d and
suppliers were against providing a prompt giving information to their customers that
they could switch supplier.

3.10. In their response s to our consultation, consumer groups also raised the issue of
suppliers having 65 working days in which to notify thei r customers of adverse
unilateral contract variations such as price increases. We subsequently issued an

open letter seeking views as to whether we should consider changing the licence

condition that relates to this. 5 Options explored included : revertingt o the previous
period of 10 days ; requiring advance notice of any adverse changes ; and a number
of suggestions regarding good practice when notifying customers of changes

Our proposals

3.11. Our aim is to increase the number of people engaging with the energy m arket
and ableto mak e well -informed decisions by:

A ensuring that consumers have readily accessible information that will make
switching decisions easier

A increasing awareness of the tariff options open to them (and associated costs e.g.
the higher cost of standard creditv ersu s direct debit , where applicable) ; and

A encouraging consumers to consider switching tariff and/or supplier (whereitisin
their intereststodo so ).

3.12. Improved consumer information is only part of our approach . The proposals
outlined abo ve should be seen alongside , in particular , the proposed changes to
strengthen the regulation of sales and marketing activities, and to address tariff

confusion. In considering consumer information remedies we have had regard to the

Better RegulationExecu t i ve and Nati onal Consumer Counci

policy -makers on when to use information 18

¥0fgembébs Consumer Panel consists of 100 everydayocaiomsnest i c

across Great Britain. The Panel meets at least three times a year to discuss key issues impacting on their
participation in the energy market, as well as other key issues related to energy.

1 conducted by Opinion Leader during February 2009

15 Open letter on 65 day notice period for unilateral contract variations, 20 February 2009 .

16 Warning: too much information can harm i areportby the Better Regulation Executive and the
National Consumer Council , November 2007
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Billing information

3.13. We propose that on each bill each supplier is required to state in a clear and

prominent manner:

A the full and exact name of the ¢ ustomerbés tariff (e.g. to include t
tariff if there is more than one and the end date if itis a fixed -term product) ;and

A the customerdés consumpti on f paund$ peryedrasd kWh2 mont hs i |
Where this information is based on esti mated usage this needs to be made clear.
We will explore further the scope for this information to be supplied where a
customer has been with the supplier for less than 12 months.

3.14. Where customers do not receive a regular bill (such as some PPM customers)
then this information must be provided at least once a year in the form of an annual
statement .

3.15. Overly complex bills may impede, rather than aid, consumer understanding.

We are therefore  limiting the additions we propose to those which research tells us
that customers would most value and help them make better decisions regarding
their energy supply

3.16. By having both the exact tariff name and annual consumption on each bill,

consumers will be more readily able accurately to use switching sites and compare
deal s from all suppliers. At present , research suggests that  consumers may give up
on using switching site s because they do not have the necessary information to
make accurate comparisons. Consumers will also be able to use the additional
information to make more informed decisions on switching in response to  a direct
sales approach.

3.17. Issues relating to sales and marketing activities are discussed in chapter four.
Under the requirements of the Electricity and Gas (Billing) Regulations 2008 7,
suppliers have alre ady begun to provide comparisons between consumption in the
current billing period compared with the previous year.  Providing consumption for
the previous year fits well with th ese requirements

3.18. Our research shows that annual consumption given in pounds as well as units
is most meaningfulto ~ consumers . We believe that expressing consumption in this
way is therefore more likely to result in customers choosing to engage with the

market and being able to do so effectively.

" These Billing Regulations modi  fied the standard conditions of the Electricity supply licence by

introducing standard licence condition 31A which, amongst other things, requires electricity suppliers to

compare the domestic customeros electricity ebibborsatementof on for the pi
account with the customerds consumption for the corresponding per|
referred t o as fAhistoric informationo).
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Annual statement

3.19. The annual statem entto each customer  would compris e the following
information

A the exact tariff name
A consumption over the | ast 12 monthsin  pounds and kWhs
A projected annual cost if the customer uses the same kWh over the next 12

months ;
A details of any premium or discoun t that currently appliesto the customer for: the
means of paymentor aépr emi umé product such as green, fixed

product ; and
A a reminder that customers can switch supplier if they wish to do so and that this
will not affect their supply.

3.20. The r eason for requiring both regular bill s and the annual statement to contain
some of the same information is that consumers may be more likely to locate a bill if

they are considering switching , whil e the annual statement will serve as an additional
promptt o consumers to consider switching.

3.21. Astatement of such information should be sent whenever the supplier notifies

the customer of an adverse unilateral change in contract terms (such as a price rise)

under the standard licence condition 23. The statement mu stinclude a very clear
and prominent message notifying the consumer that they can switch and , in doing
so, avoid the retrospective application of the contract variation. If no such unilateral
notification is required during a consecutive 12 month period t hen the supplier must
send an annual statement.

3.22. We have considered carefully whetherto  propos e a requirement for suppliers to

remind their customers that they are able to switch supplier. Whilst nearly all

consumers (96%) say they know that they can switc h supplier , a reminder may

stimulate people into investigating whether other tariffs on the market might better

suit their needs . There is already such a requirement when suppliers notify

customers of an adverse unilateral contract variation and this will be strengthen ed by

giving it equal weight to other information provided at that time and drawing

customerso6é6 attention to the effect of the contract ve

65 day notice period for unilateral contract variations

3.23. Following feedback from consumer groups i n response to our Initial Findings
Report, we review ed the licence condition that currently allows suppliers a 65

working day period in which they can retrospectively apply contract variations. In an
open letter, w e asked for feedback on the following opti ons:

retain standard licence condition 23 as is with a 65 working day notice period ;
revert to the 10 day notice period that was in the previous licence ;

requiring advance notice of any unilateral contract variations ; and

change to any other notice period that might address the issues identified.

> > > >
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3.24. We also sought views on a proposal that that we would work with suppliers and
the Energy Retail Association ( ERA) to develop commonly applied good practice that
could include:

A explanation of how any price increase will be apportioned in the quarter in which
it applies;

A proactive encouragement to customers to provide a meter reading when a price
notification is received; and

A the right to terminate the contract and switch supplier to be given in clear and
understandab le language and placed in a prominent paosition.

3.25. We also asked for other elements of good practice that could be considered.

3.26. Intheir responses, suppliers expressed concern that advance notification would
inhibit their ability to respond to market movements . All used the current notice
period to phase notification and manage calls into their customer service centre more
effectively. Responses from consumers and consumer groups supported advance
notification of price increases. Many supplier and consumer resp ondents supported
our proposal to develop good practice for notifying price increases

3.27. We are continuing to explore with suppliers whether the contractual provisions

around notification of price changes are consistent with consumer legislation

including the Unfair Terms in Consumer Contracts Regulations 1999 (UTCCRs). We
hope to have a clearer view on this by the end of June. At this stage , b ased on the
responses to our open letter , We propose to retain the 65 working day period but to
strengthen the notifi  cation of the right to switch and avoid the application of the
retrospective change with a statement as described above. This will make it very

clear to the customer the effect of the change , including what the price increase is
likely to cost them over t he following twelve months if their usage remains as it was
for the previous twelve months . We expect that this will act as a catalyst for people

to consider switching as well as making the effect of the contract change clearer. We
also propose to removet he right of suppliers to debt block anyone who chooses to

switch supplier in response to an adverse unilateral contract variation.

3.28. Best practiceis , in our view, to notify customers of an increase as soon as
possible; 65 working days is a backstop. Under t he existing licence condition
suppliers can notify customers in advance and we would like to reiterate th is point .

3.29. There is scope to develop best practice to ensure that suppliers comply with

the spirit as well as the letter of the licence condition. We shall work with suppliers

and the ERA to initiate a review of the way in which increases are communicated. We

expect this to cover (among other issues) the clarity and prominence given to

termination rights, the apportionment of increases, and the provision o