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Response to the CMA’s Supplemental Notice of Possible Remedies

As set out in our previous submissions, we share the CMA’s concern that a lack of
engagement among some customers results in a weakening of the competitive pressure
that incumbent suppliers face, to the detriment of energy consumers. Given this, we
strongly support measures that effectively encourage greater engagement in the market.

The remedy described in the Supplemental Notice of Possible Remedies would seek to
increase domestic engagement by introducing an annual cycle into the contracts that
consumers roll onto when they do not actively engage in the market. Less engaged
customers would not be required to take any further action than at present, however the
remedy would look to encourage greater engagement by emphasising the default tariff’s
fixed term in communications, and in this way change customers’ perceptions around when
they need to engage.

In this letter we provide some general comments on the remedy proposal. In Annex 1 we
provide further comments on some of the specific questions raised by the CMA. We are
happy to offer whatever assistance we can to the CMA as it considers the proposal further.

Achieving a step change in levels of consumer engagement

We see an intuitive logic to the proposal set out in the Supplemental Notice of Possible
Remedies. However, we are mindful that consumers on Standard Variable Tariffs (SVT)
already receive a number of periodic prompts to engage in the market (see Annex 2 for a
description). As the CMA’s Supplemental Notice recognises, there is a question as to
whether less engaged customers would respond to an end-of-contract notice to the same
degree as more engaged customers that have actively chosen a fixed term tariff.

If the CMA decides to take the proposal forward, there are a nhumber of steps which we
consider would help to improve the likelihood that the remedy achieves a step change in
levels of consumer engagement:

1. Testing the design of the end-of-fixed term prompt with consumers. The design
of the end-of-fixed term prompt is likely to have a significant impact on how effective it is
in triggering customers to engage. If the decision is taken to progress the remedy, we
would strongly support further consumer research (ideally in the context of live trials) to
test the impact of different types of prompt and identify the most effective. There are a
number of design features which could be put to the test, including using different
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communication channels (eg prompts via text, email or mobile apps) and using different
types of prompts for different types of customer (eg those that have been disengaged for
different lengths of time). It will also be important to test different language around the
upcoming contract end date, and the explanation given for why customers are being
contacted.

2. Using an advertising campaign to reinforce the perception of an annual contract
cycle. For the remedy to be effective, it will have to change consumers’ perceptions about
when they need to engage in the energy market. We consider that the use of an
advertising campaign to publicise the changes and spur consumers to switch - as referred
to in the CMA’s Supplemental Notice - may be a promising way of encouraging consumers
to consider their options. A campaign could be timed to coincide with when the new rules
are first introduced, but publicity might similarly be used on an ongoing basis to reinforce
the perception of an annual contract cycle.

3. Designing the remedy such that it enables PCWs, collective switching schemes
or suppliers to reach out to customers at the end of their contract. While the
feasibility of sharing the details of customers reaching the end of their contract with
intermediaries or rival suppliers should be explored further, we would envisage significant
data protection issues associated with this proposal, and would have concerns around the
potential detrimental impact of consumers receiving a large volume of unsolicited
correspondence. We support exploring how rules on the timing of contract end dates could
be designed to best assist third party intermediaries or other suppliers to more effectively
market their services to customers reaching the end of their contract. For example,
contract end dates might be required to fall on one of a small number of designated dates
throughout the year - one in each quarter, say (although it would be important to consider
the potential implications of the implied discontinuity in switching rates for suppliers’
energy procurement costs). Discussions with third party intermediaries and suppliers
should help the CMA to understand to what extent these or other design features might
assist parties to compete for less engaged customers when their contracts are coming to an
end. We would advise that a range of intermediaries are included in these discussions.

A key question cutting across each of these issues is which party should deliver the prompt
to ensure that it has the most effect on consumer behaviour. We do not consider that the
supplier is necessarily the right party to prompt consumers to consider switching. However,
where the supplier does play a role, there may be advantages associated with avoiding
overly prescriptive rules and focusing on outcomes in accompanying regulation.

Efforts should be taken to ensure customers do not feel locked in to the default tariff

One potential risk associated with introducing a fixed-term default tariff is that customers
moving onto this tariff - who may often already have a poor understanding of the energy
market - misunderstand the terms of that contract and believe that they are not able to
switch during the contract’s duration. This may be of particular concern for customers in
vulnerable circumstances.

To avoid this risk, if the CMA is minded to take the proposal forward, we would propose
that the prompts and information that customers receive about the default tariff and any
publicity accompanying the changes emphasise that customers are not locked in, and may
switch at any time.
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Banning evergreen tariffs may not be necessary to achieve the desired effects

There are likely to be legal obstacles associated with mandating that suppliers move
customers onto fixed term tariffs. In particular, if current evergreen contracts were
terminated, there would be challenges to transferring customers onto a new contract
without their express consent.

If the CMA is minded to introduce annual contract cycles for default tariffs, an alternative
approach could be to require suppliers to vary existing SVT contracts by inserting a fixed
term period and an auto-renewal provision. It would be necessary to ensure that there
were adequate safeguards to ensure that the variation was effected fairly and that the new
terms were themselves fair. For example, customers would need to be given a reasonable
period in which they could object to the renewal of their contract, by switching away,
changing tariff or terminating their supply contract completely.

Another approach, using existing regulatory structures, would be to require suppliers to
withdraw their SVT once per year, triggering the Dead Tariff rules in SLC 22D.! If this
approach was taken, it would be necessary to adjust the nature of these rules in order to
support the aims of the new remedy.

Thinking about the overall package of communications that a customer receives is crucial

If the CMA does decide to take the proposal forward, it will be important to consider the
overall package of communications that customers receive - and revisit existing
requirements relating to the communications that suppliers send, and how these interact
with any new rules that are introduced.

Broadly speaking, we consider that to maximise consumer engagement, different
communications should use consistent language and messaging. Their timing should be
coordinated, and they should avoid confusing customers. One risk to be taken into account
is that sending additional communications can reduce the impact of existing ones.

Concluding remarks

We are fully committed to supporting the CMA in developing remedies that can improve
market outcomes for energy consumers. If the CMA is minded to take this proposal
forward, we are happy to offer whatever advice or assistance we can to ensure that it is as
effective as possible in triggering customers to engage in the market.

Yours Sincerely

Rachel Fletcher
Senior Partner, Markets

! Under these rules, suppliers are required to migrate customers from tariffs which are no longer available (‘dead
tariffs’) to the cheapest evergreen tariff that they offer, based on the customer’s current consumption, payment
method, meter type and account management arrangement.
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Annex 1

Additional comments

Question
number /
para ref

Ofgem’s comments

21(b)

Would this remedy be effective in protecting those customers who
failed to engage in the market, even after receiving prompts, from
paying high prices? Would the extension of SLC?7, in the manner
proposed by Centrica, provide such protection?

If effective, the remedy would increase the number of customers that engage
with the market — and so improve outcomes for these households. However,
we consider that the remedy would be unlikely to change suppliers’
incentives to charge higher prices to those customers that remain less
engaged in the market. Indeed suppliers may be incentivised to charge these
customers even higher prices than is currently the case, because as a group
these individuals are likely to be even less engaged than those on SVTs, and
even less likely to respond to an increase in prices.

21(d)

The wording of the end of fixed-term notifications appears to be
critical to the effective functioning of this remedy. Should Ofgem take
responsibility for developing and testing appropriate wording, or
should the energy suppliers retain responsibility for this?

(i) If suppliers design these prompts, how can they be incentivised
to maximise their effectiveness?

e We do not consider that suppliers would on their own have an
incentive to design prompts which would effectively trigger customers
to consider their options at the end of their fixed tariff, and therefore
some regulation of these communications would be required.

o If suppliers are responsible for designing these prompts, then there
may be advantages to focusing regulation on outcomes, and avoiding
being overly prescriptive (except where this is necessary to ensure
that minimum standards are met).

21(e)

Should the default tariff be fixed price as well as fixed term, or
should suppliers be allowed to roll customers onto a variable price
tariff?

(i) If the default tariff were variable price, should energy suppliers
be required to roll all customers who did not take action onto the
same tariff, such that in effect there was only a single variable price
default tariff per supplier?

(ii) If the default tariff were fixed price, should energy suppliers be
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required to roll all customers who did not take action within a given
period, eg one month, onto the same default tariff? Is there a risk
that the existence of multiple default tariffs (eg one for every month)
would reduce the pressure on SVT pricing that currently results from
media attention on changes to SVTs?

e Requiring the default tariff to have a fixed price would represent a
significant shift in how the majority of energy products are priced, with
potentially significant consequences for suppliers’ procurement.

o Whether less engaged customers prefer fixed to variable products will
depend on their risk attitudes and expectations about future energy
costs. Fixed products may be more or less expensive than products
with variable prices, depending on prevailing cost conditions.

e Requiring prices to be fixed would carry the risk of making the pricing
of default tariffs significantly more complex, and thereby reducing
transparency.
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Annex 2

Prompts currently received by a customer on an evergreen tariff

At present, a customer on an evergreen tariff may receive a number of regular
communications from their supplier. These comprise of:

a) Bill / statement of account - bills and statements of account are sent to

customers on a periodic basis. Their primary purpose is to inform customers either
of how much they are required to pay, or how much they have paid for their energy
(depending on the payment method).

b) Annual statement - the annual statement is a report on energy usage and cost

over the past 12 months. Its primary purpose is to prompt engagement in the
market by providing a consumer with key information about their energy use and its
cost.

Notices of contract variations - contract variation notices are sent where a
customer’s contract is changed to their disadvantage. Most commonly these take
the form of a price increase notice. The notices are designed to inform consumers of
any changes to their tariff, how this will affect them, and the steps they can take to
manage the change (for example their right to exit the tariff without paying a
termination fee).

Suppliers are required to include material in all three of these communications that is
designed to prompt customers to engage. In particular, the communications are required to
include:

A standardised reminder: "Remember - it might be worth thinking about switching
your tariff or supplier”.

Cheapest Tariff Messaging, providing customers with personalised information on
the cheapest tariffs offered by their current supplier and the savings available if the
customer were to switch (in the case of the bill and the annual statement this
information must be provided under the title “"Could you pay less?”).

Standardised information on the current tariff (including the tariff comparison rate),
designed to provide customers with the information required to easily compare
their tariff with others available on the market.

Visual examples of these different communications are provided on the following pages.
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Example of a bill
(source: '‘RMR - Final domestic proposals March 2013")

Page 1
Cuastions?
YourPower © 0800 123 1234
EMERGY FORYOU AND YOURS Lines apen Bam-8pm Men—Fri, Bam-2pm Sal

I www.yourpower.co.uk

" Your Power, Head Office,
12 Sample street, Sample TownX X900 SXX

Mr A Smith

1 Scenario Street
Sample Ville
SAMPLE

Your electricity bill

' Could you pay less?

Your personal prejection EXX KX per year
This is based on your actual consumption for your
tariff and the current price.

Our cheapest similar tariff
Name: Clear and Simple. You could save: EXX XX

Our cheapest overall tariff
Name: Online Saver, You could save: £XX. XX
Please note that swilching tariffs may involve
changing to matenally different terms and
conditions. Call us or wsit ow websile for defails.

Remember — it might be worth thinking
about switching your tariff or supplier,

For more information on swilching your tarilf see
overieaf...

7 of 12

The Office of Gas and Electricity Markets
9 Millbank London SW1P 3GE Tel 020 7901 7000 Fax 020 7901 7066 www.ofgem.gov.uk


https://www.ofgem.gov.uk/sites/default/files/docs/2013/03/the-retail-market-review---final-domestic-proposals.pdf

Page 2

Account number. 123 123 123 123 « Bill date: 17 February 2012 « Bill period: 21 Nov 11— 12 Feb 12 Page 2

Hera's information abou! your tariff
10 halp you to compare it with others
avallable.

~ Standard Electricdy
Payment method Cash/Cheque
Tariff end date No end date

Exit fees (if you £x00xx
cancel bafore end date)

Your actual usage  x 0 KWh
In the last 12 months

About your TCR

Tariff Comparison Rate (TCR):
X xp per kWh

This is the TCR for your online tarifl. You can
use your TCR coly as a guide to compare
the prica of alectricity tanffs.

The TCR is not an actual price and is based
on the consumption of a typical user of
electricity (3,300kWhiyear) and ncludes
your onsne discount. The actuai prices will
depand on your parsanal consumption.
Call us on 200 OF Visil our website www. X
£0 Uk for detals on your tanff and on the
calculation of the TCR.
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Example of an annual statement

(source: Standard Licence Condition 31A schedule 4)

Page 1

A

Power

ENERGY FOR YOU AND YOURS

For 01 January 2011 to 01 January 2012

See below and overleaf for more information

on switching your supplier or tariff

Any questions after
reading your summary?

il yourpower.co.uk
Qr call 0800 123 1234

Yaur account number:
Summary date

Supply adaress
“ 3 irenl

Your annual electricity summary

Remember - it might

be worth thinking about
switching your tariff or
supplier.

/Your electricity usage summary

Wt 153 13 mantt v uned 3 500 kWh g eativrsaimg

Your (il coats wre £529.00

sWh

Bup | Ocl—Dwc

Apr—Jdun | Jul -

Could you pay less?

Dur chaaspest overall tanift
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https://epr.ofgem.gov.uk/Content/Documents/Electricity%20Supply%20Standard%20Licence%20Conditions%20Consolidated%20-%20Current%20Version.pdf
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. |

[0
"

About your electricity tariff A1

Tarift details

Tariff name

Tariff typo

Payment method

Unit rate

Standing charge
Tariff ends on

Price guaranteed until

Exit fees
(if you cance! this tariff before the end date)

Discounts and additional charges
Additional products or services included

Estimated electricity cost for you on this tariff

Your annual consumption
(based on your actual consumption)

Personal projection
(based on current prices and nclkuding VAT)

Taritf Comparison Rate (TCR)

Key contractual terms
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Example of a price increase notification
(source: '‘RMR - Final domestic proposals March 2013’)

Page 1

Your new prices

Current prices until New pnces after

30 Nov 2011 01 Dec 2011
Electricity  Standing charge (per day) ;_‘;xp X Xxp
Unit rate {per kWh) X 0P X XXP
Gas Standing charge (per day) X0 X XXp
Und rate (per kKWh) X Xxxp X XxXp

All charges exciude 5% VAT which wil be adoed to your fofal biv.
Current prices until New pnces after Increase
30 Nov 2011 01 Dec 2011 in cost
Your personal Electricity 3000 X% £300¢ X% 008 XX
projection for the year Gas £5000 X% £3000 X% £XXX XX

Your personal projection nciudes xxxx' discount and VAT bu! does nal include xxxx

Could you pay less?

10 help you save money with one 1he tanne Please note;

est similar tanfi: ooox anfk Y ould save £x00 xx

Cheapest overall tariff: “ooixx tarf ( save o0 xx slerially ditferant
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https://www.ofgem.gov.uk/sites/default/files/docs/2013/03/the-retail-market-review---final-domestic-proposals.pdf

Page 2

Aboul your tariff and energy usage

You might find the following information usaful whan campating your tanff with others

Your gas tanft. you are currently on our Standard Gas tarf! paying by Dwect Dabdit In the last 17 months you
have used xxx kWh (including estimatad readmgs)

Your electricity tarft you are currently on our Standard Electricity tard paying by Direct Dabit. In the last 12
months you have used xex kWh (including estimated readings)

Your TORs: Your Tariff Comparison Rate (TCR| is a rats per kWh thst can be used as s guda to compare yout
fanff to other tanfin by taking aocount of the unit rate and standing charge For electnoty, your new TCR is
xx xxp per KWh. For gas your new TCR @ xx xxp per kWh

The TCR is not &an actual price Gnd 1§ based on the consurmption of @ lypical usar who usas 3 300K\Whyear of
slactricity and 16 S00kWh/year of gas. The actual paces will depend on your parsona consumption

Call us an xxx or visit ot website www.Xxxx.co uk for detalls on your tarff and on the caleulation of the TCGR

Further detals on your fights to switch are avallable below

Your nghts as a consumer

You have a right 1o @nd your contract for gas or electricty (or both) because of the increase in chalges
Thare will be no exit fea for ending your current contract in any circumsiances

if you wish to end yout contract, you can edher
1. Switch to another one of our tariffs, or
2. Switch to another supplier.

W recommeand you enler into 8 new contract with us or another supplier ag soon as possibée, or on of
before 01 December 2011, as you may be able to aveoid the increase in prices

Please bear in mind that

= In ordes to avoid the pricas incraass whan you switch to snother one of our 1anffs, we must star to EXAM PLE
supply you under another one of our tanfis by [dale which 1520 warung days from the sffective date of
the price incraase]

* |t you switch 10 another supplier, we won 'l charge you any increasa i by [date which is 20 working days
from the sffective date of the prics incréase], your propasad new supplier has 1oid ug that theyll be
taking over your supply within a reasonable penod of time

= I you have unpaid chargen on your account, we may preven! the switch untll you have paki them . If so
we will wile 10 18l you. It you pay the balance on your account within 30 working days of us 1elling you
his, your switch can still go ahead and wa wan tapply a chargs nicrease during the swilching period

The Staying Connected Energy Consumer Checklist caontains key miformation for ensrgy consumers 1o get
and stay cannegtad fo hair energy supply. Ses xxx.org.uk/consumerchecklist

Yours smcerely,

Name - Tite/position il
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