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EXECUTIVE SUMMARY

British Gas welcomes the opportunity to comment and contribute to Ofgem’s consultation document on the new proposals for the regulation of gas and electricity sales activities.

Our views on the key elements of proposals are as follows:

· We support the principle of an complaint data threshold to act as a trigger for further investigation provided the source figures are robust and accurate;

· Sufficient time must be given to allow energywatch’s new complaint database and procedures to be proven; 

· The verification process for agreeing energywatch statistics, including an independent check, needs to be implemented as soon as possible following discussion and agreement with the industry;

· British Gas considers that the interim approach i.e. a relative threshold, should be implemented with effect from complaints received in August 2002 to avoid any retrospectivity and allow energywatch’s system to bed in;

· We support the use of an absolute threshold in principle but the transition in the medium term will need careful consideration particularly the setting of that threshold;

· We agree that the dominator should be rebased to take account of the time lag between the misselling incident and the complaint being raised with energywatch, although further analysis is required to establish the length of that lag. Accuracy of the source of the data for the denominator must be assured to avoid comparisons becoming invalid;

· We welcome the clear documentation of the investigation procedure. However, we believe that Ofgem should make formal announcements after the results of an investigation rather than when an investigation is launched to avoid pre-judgement of whether a supplier is in breach. 

Introduction

British Gas welcomes the opportunity to comment and contribute to Ofgem’s consultation document on the new proposals for the regulation of gas and electricity sales activity. 

We agree that direct selling is an effective channel to market that has encouraged significant numbers of customers to switch supplier. This level of switching, unprecedented in many other comparable markets, has saved electricity and gas domestic customers £1.75billion every year since competition was introduced (Source: NAO). A vast majority of these customers have changed supplier without any problems with, on average, less than one selling complaint for every successful transfer. However, we recognise that a small proportion of direct sales contact are not conducted appropriately and we are entirely committed to working with the industry, energywatch and Ofgem to create robust and effective solutions to address the problem.  

We believe that the industry must urgently address public and Government concern with regard to sales agent behaviour and we continue to press for a robust industry code of practice with appropriate independent monitoring and enforcement measures in place.  We have been at the forefront in securing improvements and welcome the industry initiatives taking place, in co-operation with energywatch, to develop a set of measures that will secure significant improvements in this area. We are committed to the Energysure accreditation scheme and will continue to play a leading role in the ongoing development and introduction of an industry code of practice.

Until the above measures demonstrate that the industry has adequate self regulatory controls in place, we agree that it is important to define the point at which Ofgem believes that a supplier’s activity under the existing Marketing Licence Conditions would give cause for concern, whilst also providing the appropriate incentives to encourage further improvements by suppliers. 

Threshold for investigation
We support the principle of Ofgem’s proposals whereby investigations of possible marketing licence condition breaches are to be linked to energywatch complaint levels. Complaints are an important indicator of potential issues or areas for improvement and British Gas places high importance on this measure of customer satisfaction. Accordingly, it is appropriate to use this performance indicator as a trigger for further scrutiny provided it is recognised that relatively high levels of complaints do not necessary mean that a licence breach has taken place. Any conclusions on licence compliance should not therefore be taken prior to the completion of a full investigation and comprehensive discussions with the supplier. 

Clearly the acceptance of complaint levels as a trigger for investigation is dependent on the provision of accurate and reliable data, and in this regard Ofgem will need to make sure that the basis for starting a supplier investigation is well founded and can be relied upon. There has been widespread concern by suppliers over the timeliness, consistency and accuracy of the current energywatch complaint data. Accordingly, we welcome energywatch’s commitment to record complaints accurately and allow transparent verification of complaint figures. The implementation of their new energy complaints database with new common complaint categories for both gas and electricity is a positive step forward but, as with any new systems and procedures, there will be an element of bedding in during the initial months as system teething problems are resolved and users familiarise themselves with the new working practices. British Gas recognise, as does Ofgem, that during this period there will be considerable scope for fluctuation in complaints levels reported by energywatch and, so against that background, it is even more important to ensure the new system and procedures are proven before reliance is placed on its outputs. 

As highlighted in the consultation, energywatch have committed to verify complaints with suppliers and intend to consult with suppliers how this could be effectively achieved. energywatch estimate that this work will be completed in October. We welcome this approach and will work with energywatch to ensure a reasonable, practical approach is established to balance the need for suppliers to have confidence that the figures are accurate against the timeliness in publishing those figures. We believe that an independent verification of the energywatch figures will be important facilitator to achieve this balance.  

We agree with adopting an aggregate approach covering gas and electricity complaints due to the predominance of dual fuel sales. As 80% of switchers take a dual fuel product, we do not believe that there is significant risk that this approach will mask misselling. As recognised by Ofgem, such an approach will also mitigate the potential misallocation of a complaint.

We presume that as the data source will be the published energywatch complaint figures, that the relative threshold approach will use the three month rolling data as presented on energywatch’s website. This is the appropriate approach as this provides a more accurate trend of complaints and will smooth out fluctuations that may arise due to temporary anomalies in individual months. 

Interim threshold

Against the background of the above discussion, while we reiterate our support for a complaint level trigger (assuming accurate and verified figures), we have concern over the interim approach proposed by Ofgem. While the relative approach whereby the “worst two performers” are targeted for investigation recognises to a certain extent the potential impact on the robustness of figures, using data from the first three months of implementation of a new comprehensive complaint process appears premature considering the potential gravity of the impact on the companies concerned. 

The use of this relative approach is also based on the assumption that, although the complaint figures may not be robust, the comparative positions of suppliers are correct. However, until more confidence in the figures has been secured, that assumption is one that cannot be verified.     

Accordingly, we suggest this interim approach be implemented from complaints received from 1st August 2002 rather than potentially backdating to complaints received in May. This would overcome the issue of retrospectivity where a new procedure is implemented and uses data prior to implementation. This also gives a period of bedding down for the new energywatch system.

De-minimus - While we acknowledge the need for a de-minimus threshold, we are unclear why the figure of nine complaints per month has been proposed. It would seem far more appropriate to set a de-minimus level for complaints per 1000 transfers. Under the proposed approach, the level of complaints could fall significantly but the two “worst performers” could be investigated although their complaints per 1000 transfers are still very low.  This would clearly be inappropriate and further debate needs to be had on what that level should be.

Medium term threshold

The setting of an absolute threshold in the medium term will warrant very careful consideration and should be subject to public and industry consultation. In the same vein of the de-minimus discussion above, setting a threshold linked to the industry average may push the trigger to an unreasonable low level. In effect, the industry would be penalised for having a low level of selling complaints. 

Clearly the transition to this threshold will be dependent on the industry having full confidence in the published complaint figures. Accordingly a comprehensive independent assessment of the accuracy of the data should be undertaken before the absolute threshold is implemented. 

Denominator

Rebasing

Currently, the complaints received in a certain month are compared against the transfers in the same month. As there is a time lag between a misselling incident at point of sale and the raising of the complaint with energywatch, this approach can give an inaccurate picture and will not necessarily reflective of the current performance of a supplier. This in turn may divert unnecessary Ofgem resources to a problem that has already been resolved, thus deflecting the focus away from current issues.

Accordingly British Gas agrees with Ofgem’s conclusion that this time lag should be taken into account. Such a lag will vary from customer to customer and further research is required to substantiate the proposed two month figure. 

Source Data

With the increasing role of the complaint data as an investigation trigger, it is imperative that the source data for the transfers for all suppliers is from a consistent, accurate data source. However, we are concerned that, with Ofgem’s move to using figures in the supplier monthly returns, this may not be case. In particular, we believe that some suppliers are including new connections in their gas transfer figures while others exclude them. Accordingly, we suggest that Transco transfer information be used to determine the denominator until consistency in the supplier provided data can be assured.

Other issues

Compensation – British Gas note Ofgem’s views outlined in the consultation. We remain of the view that setting compulsory levels of compensation for misselling is not an appropriate way forward.  The circumstances and severity of each case will vary and setting a common level of payment ignores those individual circumstances. British Gas currently assesses each case on its own merits and pays compensation in line with that assessment. Continuing to use this approach will also reduce the risk of any abuse of a standard compensation process where the motive is to seek the payment rather than raise valid concerns over a sales person’s behaviour.

Customer research - We warmly welcome the consumer research that Ofgem is commissioning to understand how compliance could be made more effective. It is unclear from the document on the timeframe for this research but there is a risk that interim/ medium term solutions put in place may not deliver what customers want. As a minimum, the approach adopted by Ofgem must be subject to review in the light of the results of the customer research.
The investigation procedure

British Gas welcomes the clear documentation of the investigation procedure. Such clarity will remove uncertainty of the process steps to be followed and place further incentives on suppliers to achieve compliance as the resulting consequences will be apparent. 

However, we consider that a formal announcement from Ofgem when a supplier reaches a trigger point is unnecessary and suggests a supplier is guilty of a material breach before an investigation has provided any hard evidence that this is the case. As highlighted previously, high complaint levels are not intrinsically linked to a failure to meet the Marketing Licence Condition. In this light, it needs to be recognised that the impact of such an announcement could have a disproportionate adverse impact the company share price which may not necessarily be reversed if the supplier is subsequently be found to be fully compliant with their licence obligations. The impact on share price could take a considerable amount of time to recover back to the previous levels of stock market value. 

We recommend that Ofgem make an announcement after the results of an investigation and where the Gas and Electricity Markets Authority has taken a decision that a breach has occurred and that sanctions or a penalty are to be imposed. The incentive still remains on suppliers to improve their performance as the energywatch data is in the public domain and customers and the media alike have the opportunity to draw conclusions of which suppliers are under investigation thus negating the need for a formal announcement from Ofgem at this point of the process. 

British Gas, 

15th July 2002
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