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Dear Nigel,

Erroneous Transfer Customer Charter - Implementation Review (October 2002)

Thank you for the opportunity to comment on the above paper.  

We consider it vital to provide our existing (and potential) customers with an exceptional level of customer service and we aim for continuous achievement in this area.  Indeed, we consistently have one of the lowest rates of customer complaints to Energywatch.  Nevertheless, we share Ofgem's concern about erroneous transfers in general and, as a consequence, we are fully committed to the aims of the Erroneous Transfer Customer Charter.  

In addition, we firmly believe that the Erroneous Transfer Customer Charter is fit for purpose and, if implemented properly by all suppliers, would ensure that where customers are erroneously transferred they are returned to their previous supplier quickly, reliably and with the minimum of fuss.  This is supported by Ofgem's conclusion that the Charter sets out requirements that are "both practical for suppliers to achieve and meet the reasonable expectations of customers".  

However, as Ofgem recognise, the Charter requires both suppliers to perform their elements of the process within the specified timescales.  That is, the performance of any one supplier under the Charter is reliant on the performance of the supplier at the other end of the transfer.  During the review Ofgem found that performance under the Charter varied significantly between suppliers and that, in particular, two large suppliers were operating below the required standards due to weaknesses in their systems.  Clearly, this would have impacted on other suppliers' performance and the effectiveness of the Charter overall.  In particular, we believe that BGT and London Electricity's failure to comply with the Charter for the first three months of its operation would have seriously undermined the effectiveness of the Charter in the period under review (since these suppliers are on one side or another of the majority of customer transfers).

For this reason, we strongly support Ofgem's proposal to undertake a second review of suppliers' performance against the Charter in September 2003.  This would allow time for those suppliers who have had difficulty in meeting their responsibilities under the Charter to improve their performance and the full benefits from the proper operation of the Charter to be realised.  In addition, given the time taken for customer complaints to feed through (until recently, we were still receiving a significant number of complaints relating to pre-Charter transfers), another review in September 2003 would ensure that both BGT and London's "problems" are completely out of the system before any decisions are taken about the need for further measures.

While we welcome Ofgem's distinction between individual supplier's performance under the Charter and support the suggested review of performance again in September 2003, we do have two serious concerns about Ofgem's proposals which we have set out below.

Compensation

First, we strongly reject Ofgem's call for suppliers to "develop and implement coherent and visible arrangements for paying compensation to customers where their erroneous transfer has not been resolved within the standards defined in the Charter".  If introduced, we believe that this would create inappropriate incentives which could potentially result in a significant increase in (spurious) complaints.  Rather, we believe that suppliers should focus on minimising erroneous transfers per se and where they do occur, resolving them quickly and smoothly.  Indeed, we believe that the majority of customers would choose such an approach over and above a reliance on compensation in pre-determined circumstances.  

In addition, Ofgem state that they have previously resisted the introduction of a standard of performance where a customer has been erroneously transferred as there are a number of root causes of erroneous transfers, not all of which are attributable to the new supplier.  However, it is equally true that in many cases where a supplier fails to meet a standard under the Charter the cause is not attributable to the supplier that has "failed".  

For example, Ofgem state that compensation arrangements should provide for payments to be made in all instances where the 20-day letter has not been sent to the customer on time.  Under the Charter, the 20-day letter should only be sent once a supplier has received a response from the other supplier, either confirming that an erroneous transfer took place or confirming that they will / will not take the customer back.  Therefore, a supplier's ability to send the 20-day letter to the customer on time is wholly reliant on the other supplier responding to the initial dataflow on time.  

We therefore regard any requirement to pay compensation on the basis of another supplier's performance, which is outwith our control, as completely unacceptable.  Indeed, given BGT's blatant non-compliance with the Charter for the first three months of its operation, such an arrangement would clearly be untenable, both from our customers and shareholders point of view.  Moreover, the correct allocation of responsibility for failure between suppliers would be so time-consuming, costly and bureaucratic that it would operate against the Charter and, ultimately, the interests of customers.

For these reasons, we firmly believe that compensation should remain at the discretion of suppliers, depending on the individual circumstances of each case.  At the very least, the need for a scheme of compensation should only be considered once the procedures under the Charter have been given time to bed down and Ofgem has completed its review of suppliers' performance in September 2003.

Standard of Performance

Second, Ofgem set out a number of regulatory options which they may introduce if the standards under the Charter are not met or if suppliers do not implement a satisfactory scheme of compensation by April 2003.  These include the introduction of a guaranteed or overall standard of performance or a modification to the gas and electricity supply licences.

All of the concerns regarding compensation set out above apply equally to a guaranteed standard of performance.  In addition, Ofgem suggest that a guaranteed standard could be placed on the contacted supplier to provide incentives on the contacted supplier to make the process work.  This goes directly against one of the fundamental principles of the Charter i.e. that a customer can contact either the old or new supplier once they have identified a potential erroneous transfer and the contacted supplier will liaise with the other supplier on the customer's behalf.  In our view, placing a guaranteed standard on the contacted supplier would instantly "undo" the Charter as suppliers would become very reluctant to pick up the issue on a customer's behalf if it meant that they would also pick up a guaranteed standard obligation.  This could result in customers being passed from "pillar to post", causing additional inconvenience and frustration to customers who have been erroneously transferred.

More generally, competition is now fully established in the retail supply market, to the extent that Ofgem decided to remove all remaining price controls and guaranteed / overall standards on suppliers (with the exception of metering standards) from April 2002.  Against this background, we regard the suggestion of introducing a new guaranteed / overall standard of performance or modifying the standard licence conditions as excessive regulation.  It is also unclear how this would be consistent with Ofgem's declared policy aim of withdrawing from regulation of competitive markets.

We do not therefore believe that it would be appropriate for Ofgem to introduce either a guaranteed or overall standard of performance on suppliers or seek to modify the standard licence conditions.  The Charter was developed to set out industry best practice in respect of dealing with erroneous transfers.  In common with other industry working practices, it should be governed by normal industry processes, rather than by Ofgem.  At the very least, to the extent that a standard is required it should be focused on those suppliers with the worst record on erroneous transfers, particularly London and BGT.

Conclusion

In summary, therefore, we welcome Ofgem's proposal to undertake a second review of suppliers' performance against the standards set down in the Charter in September 2003.  However, we firmly believe that the introduction of a scheme of compensation or a guaranteed standard of performance would operate against the aims of the Charter and the interests of customers as a whole.  

We also note that there are a number of other initiatives currently being developed which should lead to a reduction in the number of erroneous transfers overall, including the industry's action plan to address mis-selling and Ofgem's proposals to formalise co-operative objections and introduce customer-led objections.  We firmly believe that these initiatives, along with the Charter, must be given a reasonable chance to work and we would therefore urge Ofgem not to consider further regulatory measures at this time.

Should you wish to discuss any of the above points, please call.

Yours sincerely,

Rob McDonald

Group Regulation Manager
