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Annette Lovell

Head of Customer Contact and Compliance 

Ofgem

9 Millbank

LONDON

SW1P 3GE.

19 July 2002  

Dear Annette

Re: Regulation of gas and electricity marketing: a more rigorous approach.

Atlantic Electric and Gas is committed to working towards the eradication of inappropriate direct selling activity where it occurs.  This response to the above consultation document is a continuation of Atlantic’s participation in industry initiatives to achieve this.

Whilst Atlantic supports attempts by Ofgem (or, indeed, energywatch) to reduce the relatively small number of complaints that arise from direct sales contact, we do have several concerns about the proposals set out in the consultation document. 

Firstly, we are worried by Ofgem’s suggestion that “significant compensation” should be paid automatically to consumers where mis-selling has occurred. We would strongly resist any attempt to take away suppliers’ discretion in this area.  Whilst Atlantic does make compensation payments to consumers where appropriate, we believe that automatic compensation payments will further reduce the already-thin margins in the energy industry, potentially driving out of the market all but the big players.  Automatic compensation payments may also have the perverse effect of actually increasing the number of complaints made as consumers see a financial benefit in making a complaint.  Indeed, we have anecdotal evidence that this already occurs.  As a result, the measure will become meaningless as the number of complaints may increase but this may not reflect an actual deterioration in companies’ performances. 

Furthermore, suppliers will need to investigate each case thoroughly before agreeing that compensation is due.  This will increase costs which may be passed on to consumers.  We also believe that suppliers should retain the ability to determine the amount of compensation. 
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At present, Atlantic decides the level of any compensation that is due based on the individual circumstances of the case.  This is much better for consumers than paying a pre-determined amount, given that the circumstances and severity of cases can vary enormously.  

Finally, we believe that automatic compensation will lead to a reduction in customer service levels.  At Atlantic we believe that we can use complaints as a tool to improve the service we deliver to our customers.  As such, we actively encourage customers to contact us with their experiences of our service.  For example, we are well aware of the phenomenon of “buyer’s remorse”.  This often occurs where a wife signs a contract, only to be persuaded that she has made the wrong decision when she discusses it with her husband.  Or, indeed, the customer simply changes their mind – for whatever reason.  At present, we are happy to deal with those cases sympathetically, even where the customer presents this “change of mind” as a complaint against Atlantic.  If we were to be financially penalized for every complaint made against us (a proportion of which are likely to be unfounded but motivated by the prospect of compensation), we would not be able to continue to offer the same level of service to customers.  

For all these reasons, we urge Ofgem to give this proposal much further consideration before proceeding with it.

We support Ofgem’s proposal to take action against companies that consistently produce unacceptably high levels of complaints about their direct marketing activities.  However, it is vital that Ofgem is confident that complaints data received from energywatch is robust, accurate and reliable before any such action is taken.  A transparent review of energywatch’s categorization and recording systems is needed if both suppliers and Ofgem itself are to have the confidence that is required in the energywatch statistics.  Ofgem’s proposed enforcement process could do a great deal of damage to a company’s reputation (and could also result in the imposition of a financial penalty) and it is, therefore, essential that there is confidence on all sides that the data that would trigger this process is both fair and can be relied upon.  

In the consultation document, Ofgem acknowledges that “the number of direct selling complaints received by energywatch about a supplier can indicate that the supplier may be breaching the conditions of its licence, although it does not provide direct evidence of this.”  
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This statement appears to be at odds with Ofgem’s intention to make public the fact that it is beginning an investigation against a particular supplier, based on the energywatch statistics. 

According to Ofgem’s own timetable, the investigation will take 4 months.  At the end of that period, the company may be exonerated but, in the interim, untold damage may already have been done to the company’s reputation.  Ofgem should also bear in mind that a company’s investors are unlikely to stand by and see the value of their investment reduced in this way.  It would not serve the industry’s or customers’ interests for investors to feel compelled to take legal action against Ofgem for unwarranted damage to their investment.    

We have concerns about Ofgem’s proposals to use transfer levels 2 months earlier than the complaints are received at energywatch.  As a small, but rapidly growing, supplier Atlantic would be at a distinct disadvantage if this methodology were to be adopted.  Some companies that are not particularly active in the marketplace will have fairly stable transfer figures from one month to the next.  Atlantic, by contrast, is increasing its number of transfers month on month.  It would, therefore, be wrong to use a lower denominator that would produce a complaints ratio that was biased against smaller suppliers.

As indicated earlier in this response, Atlantic is keen to be involved in taking forward any industry-wide initiatives to reduce the number of complaints about mis-selling.  We believe that it is in everybody’s interests to raise the standard of doorstep selling in our industry.  However, we urge Ofgem not to take any knee-jerk action as a result of the current concerns about energy direct marketing.  Any response to this problem needs to be well thought out and properly researched if it is to be effective.  This is a complex problem and it requires a solution that has been given due consideration rather than one that is politically expedient. 
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I trust that you will find these comments a helpful contribution to this debate.  If you would like to discuss any aspect of this response, please contact me.

Yours sincerely,

Jeffrey Percival.

Chief Executive. 

cc: Janet Marsh, Director, energywatch Central Region.
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