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Dear Ian

Transfer Objections: Stronger Rights for Industrial and Commercial Customers 

Scottish Power Energy Retail welcomes the opportunity to respond to the Ofgem consultation on Transfer Objections in the Industrial and Commercial market. As an active player in this market for both gas and electricity we share Ofgem’s concerns over the current problems that customers and Suppliers are facing in relation to the transfer process.

We would however like to precursor our comments, by setting out the Supplier risks of operating within this market segment. The majority of gas contracts are let for a one or two year period on a fixed p/unit basis. Due to the seasonal profiles of gas customers a Supplier can often be under recovering on its fixed transportation costs, depending on the time of the year that the contract starts.  If a customer breaks the contract mid term, then there are significant risks that a Supplier is in a position of incurring costs that they will be unable to recover from the customer.

At the present time most Suppliers assume that the customer will remain with them for the contract duration and have the ability in the gas market to ensure that this happens. This environment has led to Suppliers not having to factor in risk premiums to cover non-completion of the contract. However, if objection reasons are relaxed Suppliers will have to re-visit their risks. The same issues apply to energy costs, where a Supplier enters a purchase agreement to cover the fix term of the contract. 

For electricity contracts, there is a much greater risk that the customer will break the contract, as the MRA rules allow this to happen.

As discussed in your consultation document, different customers require Suppliers to manage their contract arrangements in different ways. We have been approached by a number of customers, who have multi-site contracts with us, to request that we object to individual supply point transfer requests. This is normally to protect the company from employees at a site signing up a contract with another Supplier, without having the internal authority to do so. Due to rules of the MRA we are prevented from honoring these request and have therefore not agreed to them. 

We have, however, experienced other Suppliers abusing their ability to object under the MRA and holding customers against their will. This fact was borne out at the customer forum held by Ofgem in February last year, which brought home the frustration that I&C customers face when trying to change Supplier. It is our opinion that this does nothing to promote the utilities industry or the transfer process.

We believe that it is in the interest of the industry for the objection reasons for I&C customers to be harmonised in the electricity and gas markets. We further believe that the best way to address both customer and Supplier concerns is for the reasons when an objection can take place to be set out in the contract between the customer and the Supplier. 

This would give customers transparency of when an objection could be legitimately raised and would also allow them to understand if an objection had been raised outwith the terms of the contract, thus giving them the opportunity to challenge the Supplier over the objection. In addition it would allow the Supplier to understand their contractual risk to be able to price and structure their contract accordingly.

To support this way forward we would advocate that Option 2a is perused for gas and Option 3 is perused for electricity both to the same timetable. 

In the interim, we believe that all contracts that are in mid term should default to allow Suppliers to object for contract notice in gas and electricity until the renewal date arrives. Ofgem could then instruct Suppliers to factor in the new objection rules from the date of the next contract renewal, or when the Licence Condition/MRA rules change, whichever is sooner.

We would propose that this is the same rule for long-term contracts, unless the customer seeks to re-negotiate their contract early. This will ensure that Supplier contract risks remain in line with assumptions made when the contract was struck.

Meanwhile we would suggest that customers are made more fully aware of the rules of the Gas Licence and the MRA, to enable them to challenge Supplier objection activity. In tandem with this, it would be worthwhile for Ofgem to make clear to Suppliers that abuse of their ability to object to supply point transfers will not be tolerated.

Should you wish to discuss further any aspect of this response, or any other related matter, please do not hesitate to contact me on the number above.

Yours Sincerely

Angela Love

Energy Commercial Manager

Finance and Commercial

