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Fran Gillon

Head of Supplier Failure and Licensing

Ofgem

9 Millbank

London SW1P 3GE





16 May, 2002
Dear Fran

Subject: Credit Cover Consultation

I write to give the views of Utility Link Limited regarding the present arrangements for providing credit cover in the electricity and gas markets.  In summary, we believe the current system, which has clearly failed to achieve its objectives, favours the larger players at the expense of smaller ‘new entrant’ companies and thus acts as a barrier to competition.

In electricity, for example, smaller organisations are unlikely to be in a position to provide appropriate credit ratings and/or parent company guarantees; having to rely instead on cash placed on deposit.  The cost of such capital will be significantly greater than the interest paid in any escrow or deposit account and means around £30 has to be made available for each additional average domestic customer.  Coupled with the marketing and other operational costs associated with gaining customers this places a heavy burden on smaller companies attempting to increase their market share.

The point has been made elsewhere about the substantial over-provision of credit cover throughout the industry with capital that could be used productively by the organisations placing it on deposit, effectively ‘lying idle’.  Yet even with significant amounts of capital lying idle; we have seen that in the case of both Enron and Independent Energy there were insufficient available funds to meet the shortfall.

Clearly the present arrangements are far from ideal; creating barriers to growth for smaller companies yet failing to protect creditors in the event that a company fails.

For a solution, we can perhaps look to other industries where risks to end consumers are managed through various instruments such as mutual insurance policies, compensation funds, credit pools, or commercial insurance.  Such arrangements will surely result in a much more effective use of capital whilst providing significantly greater security for the distribution companies and other likely creditors.

Whichever route is chosen it should provide a ‘level playing field’ for all suppliers and free up the capital lying idle in deposit / escrow accounts.

Yours sincerely,
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