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DISCLAIMER

This report has been prepared for and only for the Northern Ireland Authority for Utility
Regul ation (hereafter referred to as Ot he
referenceintheSoci al Mar k e(BMRREapasa datedth @ecwber 2009 and for no
other purpose.

The opinions expressed by survey respondents, case study participants, workshop
participants or authors are strictly those of the person who gave them and not SMR or its
partners.

SMR does not accept or assume any liability or duty of care for any other purpose or to
any other person to whom this report is shown or into whose hands it may come save
where expressly agreed by our prior consent in writing.

For convenience, this document may have been made available in electronic as well as
hard copy format. Multiple copies and versions of this report may therefore exist in
different media. Only the final hard copy should be regarded as definitive.
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EXECUTIVE SUMMARY
OVERALL AIM OF RESEARCH PROJECT

In November 2009, the Northern Ireland Authority for Utility Regulation (hereafter

referred to as 6t he USocid Markgt R&eeaghu(BMR) or 0)

www.socialmarketresearch.co.uk, in partnership with Advice NI www.adviceni.net
and the Social Research Centre (SRC) www.srcentre.co.uk, to carry out a major
strategic research assignment to:

A fReview existing debt and disconnection policies and sample their application in
relation to individualand basedonttesyr s who

A fMake recommendations for a best practice model for energy suppliers in

dealing with debt and disconnectiono.

CONTEXT

It was very clear to SMR and its partners throughout this research exercise that
much good practice is already evident in the practices and procedures of energy
suppliers. The professional and impartial manner in which customers in debt are
dealt with, the existence and use of critical care registers, the design and
deployment of special care schemes, the ongoing and considerable efforts that are
made to ensure that the range of services offered (e.g. from meter installation
through to letters, bills etc) are accessible for customers, especially vulnerable
customers i these are just a few examples of the many ways in which existing
energy suppliers seek to work compassionately with customers. Consequently,
any research seeking to make recommendations for a best practice model for
energy suppliers dealing with debt and disconnection was already starting
from a strong baseline of good practice.

However, the reader needs to be clear that the policy intent of this piece of
research was to focus specifically on areas where refinements and
enhancements were possible. Hence, this report highlights the areas that appear
to have potential for refinement. However, such areas need to be further
deliberated by the Utility Regulator and the energy suppliers to explore the
suitability and feasibility of the proposals made here.

SUMMARY OF METHODOLOGY

The assignment involved:

A A review of the key literature of supplier practices in relation to debt prevention,
debt management and customer communication during debt management;

A One to one interviews with representatives from the energy suppliers and a
range of key stakeholders;

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 6
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A A survey of customers who (at the time of the survey) were either in debt to
their energy supplier or were struggling to pay their energy bills;

A Collation and analysis of a number of detailed case studies of the experiences
of customers who were at that time, or who had been within the last 12 months,
in debt to an energy supplier; and,

A Workshops with key stakeholders to explore issues and possible ways forward.

SUMMARY OF KEY MESSAGES EMERGING FROM THE RESEARCH

Overarching Themes

« Greater consistency across suppliers.

Increased and early engagement with customers in arrears.
« Sustained communication with customers.

« Explicit recognition of current financial context i greater levels of poverty
prevail.

« Recognition of constraints on sharing client information (e.g. legitimate use of
Data Protection legislation).

Utility Regulator

» Possible enhanced role re compliance with proposed new Code of Practice.
Energy Suppliers

« Ongoing training of staff.

« Joined up working (internal and external).

« Need for improved assessment of customer needs / customer insight.

« Need for proactivity (rather than reactivity) regarding identifying vulnerable
clients (including financially vulnerable).

« Need for services that are closely aligned to the specific needs of customers.
» Need for more sophisticated data collection and data analysis / mining.

« Refer customers for energy efficiency advice and grant opportunities.
Advice Services

« Increase awareness of what is available to customers.

« Provide independence.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 7
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o Adhere to Code of Practice (e.g. Common financial statement: Standard method
of assessing ability to pay).
« Need for standard level of training for debt adviser staff.

« Need for increase in resources to this sector if further demand is placed on
them.

« Refer/ sign post customers to energy efficiency grant opportunities.

Other agencies / entities (e.g. Social Security Agency, Northern Ireland
Housing Executive, Housing Associations, Fuel Poverty Advisory Group?,

Consumer Counci | Nort herenr Irreeflernrde d 6thce reesafd@

C o u n } privade land lords, other statutory, community and voluntary bodies
interacting with customers, especially vulnerable customers etc)

« More joined up working especially in relation to identifying and supporting
vulnerable customers.

« Consider more sophisticated or publically available datasets to try to target
support for self-disconnection and self-rationing at areas likely to be at risk
(such analysis could be geo-coded).

« Consider focusing strategies in specific at risk areas e.g. postcode.

« Consider one off energy top ups funded by government/charity to cover
emergency situations e.g. bereavement or loss of job.

« Explore a range of research methods to gain insight into customer experience
(e.g. customer satisfaction reporting, mystery shopping etc).

« Explore the eligibility / accessibility of Fuel Direct as a payment option.
Society

« Stigma of debt declining in current climate i so many people affected.
« Opportunity to increase awareness of support available.

Customer

« Need for holistic approach.

« Need for tailored approach 1 in line with needs of customer.

o Dignity.

« Respect (including respect for privacy).

« Empathy.

! This organisation advises Government on Fuel Poverty issues.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 8
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« Empowerment.

« Communication.

KEY FINDINGS & POINTS FOR CONSIDERATION IN CODE OF PRACTICE

We summarise below the key conclusions from our research and alongside these
the main points for consideration within a Code of Practice.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 9
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MAIN REASONS FOR ENERGY DEBT

Q1: Why do customers find themselves in debt with regard to payment of

What we | earnedée
e No singl e i s s ulevariétyadfactors aré at play:b t .

o Customer-related - low income, fuel poverty, need for greater usage of
energy, sudden change in circumstances / income level (job loss,
bereavement), disconnection / reconnection fees, accommodation is energy
inefficient.

o Supplier-related 1 Higher energycosts,c ust omer di dnodt hav¢

accurate information on usage, increases in direct debit amounts,
unaffordable repayment plans, problems with Pre-Payment Meters (PPMs).

e OVulnerabilityo pdreebsteactodcharactearistis ad, thaebdt
combinations of characteristics appear to heighten the risk of debt. Risk factors
appear to operate |ike a O6systemb.

o Other practical factors, not always recognised officially, have the potential to

exacerbate O6vulnerabilityd e.g. poor
account.
Points for Consideration in a Unified

« Identify risk factors in relation to debt in as holistic a manner as possible i work
in partnership with other agencies to identify key risk factors.

e Proactively signpost customers to appropriate support to help reduce
vulnerability and attendant risk of debt.

e Provide accurate bills by carrying out more frequent meter reads or utilising
advances in metering technology to provide better quality information (e.g.
SMART metering)

e Reconsider alternative approaches to customers who currently do not wish to
increase direct debit amounts when tariffs increase (as a means of seeking to
prevent debt)

e Develop and deploy affordable repayment plans for customers in debt.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 10
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IDENTIFYING VULNERABLE CUSTOMERS

Q: What methods do suppliers use to identify vulnerable customers i

including access issues, payment methods, potential debt problems and
possible self-disconnection?

What we | earnedée

e OVulnerabilityd defined in different
e Data sets necessary to identify o6évul
shared.

e Access issues relatively straightforward to assess post-notification.

« However, seeking to identify the most suitable payment method, potential debt
problems and possible self-disconnection issues requires a clear understanding

w

d

n €

of customersd circumst ahbocatos withpthet ent i al |

organisations who are working with the customer, better trained staff and further
enhancement of customer-focused ethos.

Points for Consideration in a Unified

e Devel op and adopt a shar edssalefuiated t i on

energy suppliers i this needs to go beyond what is in the legislation (See 3" EU

Co

q

Directive on Electricity for suggesti orf

o Consider the benefits of energy suppliers systematically collaborating with a
range of organisations that interact with vulnerable customers i (currently the
degree of inter-agency collaboration varies from one energy supplier to
another). Also, link with and, wherever possible, share data and referrals. Also,
keep focus not just on individual vulnerable customers but collaborate with
organisations that that are seeking to address the issues that create or
exacerbate vulnerability e.g. poverty, language barriers, disability etc.

e Enhance training of energy supply staff (especially customer-facing staff) to
enable them to identify truly vulnerable customers.

e Sustain and strengthen an ethos / culture that supports an empathetic approach
to vulnerable customers.

KNOWLEDGE OF AND ACCESS TO EMERGENCY CREDIT

Q: In relation to customers in debt to energy companies, what is their

knowledge of and access to emergency credit?

Wh at we | earned£é

e 59% of electricity customers and 52% of gas customers using prepayment
meters are aware of the emergency credit facility, with awareness levels higher
among electricity (66%) and gas customers (62%) in arrears.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 11
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e Survey respondents with mul tiveloeerlévelsi| n e

of awareness of the top up options (phone and internet) and friendly credit etc.
Points for ConsideratoninaUni fi ed Code of Practiceée
o Consider how to promote greater awareness of emergency credit option.

o Ensure that the information on the full range of top-up options and friendly credit

i's readily accessible to customealbsl,e(s|f

characteristics.
RESTRICTING / LIMITING OR LOSS OF SUPPLY

Q: What is the level of self-disconnection and self-rationing?
Q: What are the reasons for this and the effects of this?

- Are these different / greater for vulnerable customers?
- Are these different / greater for those using pre-payment meters?

What we | earned©@gé

e Itis currently problematic for energy suppliers to obtain accurate information on
levels of self-disconnection and self-rationing of any customer or customer

group.

e The available literature suggests that incidence of self-disconnection appears to
be highest amongst vulnerable customers. Low income is a major factor in
instances of self-disconnection and self-rationing.

e The survey found that almost a quarter (24%) of electricity customers using
prepayment meters and 41% of gas customers had gone without energy in the
previous 12 months because they could not afford a top up. There was also
evidence of a significant level of self-rationing among the sample, with the
majority (56%) saying that they use less energy than they need because of the
cost of their energy bills. This problem was even more pronounced among
customers in arrears to their energy company, with 67% of these households
reporting that they self-ration because of their energy bills.

Points for Consideration in a Unified

» Utility Regulator/Consumer Council to play greater part in requiring and enabling
all energy suppliers to undertake appropriate research and analysis to help
identify customers most at risk of self-rationing/ self-disconnection.

o Consider the design and adoption of a common set of policies and practices
across all energy suppliers to respond to instances of self-disconnection and
self-rationing amongst vulnerable customers.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 12
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DIFFERENT PAYMENT METHODS 1 KNOWLEDGE AND ACCESS

Q: Of the customers who are in debt to energy companies, what is their

knowledge of and access to different payment methods

What we | earned?©@gé

« Among all vulnerable customers in the survey, most were aware of the following
different payment methods: prepayment meters (65%); cash, cheque or debit
card (58%) and direct debit (52%). Lower levels of awareness were recorded
for other payment methods: credit card (30%); easy saver / budget card (22%)
and fuel direct (5%).

e There were a number of statistically significant differences in the customer
segments that were aware / not aware of the various payment methods. For
example, those in poorer health were less likely to be aware of direct debit and
payment by cash, cheque or debit card. Awareness of prepayment meters was
lower among older customers, the economically inactive and those with a
limiting long-term iliness, health problem or disability [note that differences
between groups are set out in detail in Section 7].

Points for Consideration in a Unified Code

o Consider ways to ensure that awareness of payment methods is equitable
across all segments of vulnerable customers.

o Consider inviting Department for Social Development (DSD) to review existing
provision in relation to Fuel Direct (as a payment option) and clarify eligibility
and availability. (Note: The Fuel Direct legislation is the responsibility of DSD

andisnotwithi n the Utility Regulatoro6s r emi

REPAYMENT LEVELS AND ABILITY TO PAY

QAnExamine the repayment | evels that <c

particularly those on benefits, and assess are they appropriate to their ability
t o

Wh at we | earned£é

e The vast majority of survey respondents (customers in arrears) were trying to
repay them (electricity arrears, 88%: gas arrears, 70%).

e The majority of customers in arrears reported finding it difficult to repay them
(electricity arrears, 61%: gas arrears, 57%).

e The majority of customers in arrears would like up to a year to repay them
(electricity arrears, 60%: gas arrears, 74%).

« Different levels of repayment are used by different suppliers.

e Instruments used by suppliers to assess ability to pay differ.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 13
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e Research by Ofgem refers to the counter-productivity of unaffordable repayment
rates as they ultimately lead to a default in payments.

Points for Consideration in a Unified Co
o Properly qualified staff (either supplier staff or independent debt advisers) to be
involved in the assessmenpaydebt. a cust ome
o Consider formal service level agreements for all suppliers with properly qualified
independent debt advisers.
e Independent debt advisers to use same well-established instrument to assess
ability to re-pay.
« Consider extending the length of time allowed to repay arrears.
o Fuel Direct (a revised version of same) to be explored as an option for the
repayment of energy debts.
PRE-PAYMENT METERS
Q: Summarise the policies and procedures for using pre-payment meters as a
tool for repayment of debt. When should they be introduced and when are
they not appropriate?
What we | earnedée
e Pre-payment meters can be a helpful option if the customer wishes to budget for
their energy use. However, the risk of self-rationing and self-disconnection
remains, especially for those on low incomes.
e Pre-payment meters are inappropriate if the meter is inaccessible to /
inoperable by the customer.
e Just under half (46%) of electricity customers and 40% of gas customers paying
arrears via a pre-payment meters considered the repayment rate was too high.
Points for Consideration in a Unified Co

o Consider revisions to the repayment levels of arrears via pre-payment meters,
especially for those on low incomes.

o Consider cap on repayment levels for vulnerable customers.

e Agree across suppliers the circumstances and instances where a pre-payment
meter is not appropriate, e.g. where disability prevents the customer from
accessing meter/obtaining top ups.

e Consider including a provision on Court action for disconnection - should only
be as a last resort after a minimum number of contacts and attempts to reach
another solution over an appropriate time period.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 14
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CUSTOMER EXPERIENCE T COMMUNICATIONS AND SUPPORT

QZ How do suppliers communicate with customers in debt and those
potentially at risk of having payment difficulties?

QZ What has been the experience of customers who have been in debt to
their energy supplier and how have they been dealt with by their energy
suppliers?

QZSummarise suppliersdé procedures for
sources of help (e.g. advice services, etc).

What we | earned©@gé

e A variety of communication methods are deployed by suppliers.

e The survey of customers in arrears found that:

o The vast majority of customers understood the letters sent by suppliers
(94%);

o Compared with other businesses, most electricity (78%) and gas (70%)
customers in arrears believe that their supplier has treated them fairly;

o There were high levels of satisfaction with regard to helpfulness,
professionalism and friendliness of the suppliers (in excess of 70% for both
electricity and gas customers).

o The majority of those in arrears and who had spoken with their supplier said
they were able to sort out their problem by doing so (electricity, 72%: gas,
60%).

o To help solve their problems, most (60%) electricity customers would find it
easier to talk to their energy company compared with 43% of gas customers.
Much small numbers of electricity (18%) and gas (20%) customers said they
would prefer to talk to an independent advice agency.

« Early engagement appears to be crucial in helping address debt issues for both
supplier and customer.

e Encouraging customers in arrears to engage early can be challenging.
Points for Consideration in a Unified Colde
e Encourage early engagement by customers in debt.

e Provide staff training for credit control staff to help them identify when a
customer is vulnerable.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 15
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o Continue to provide information in different languages and different formats (e.g.
Braille, Talking bills etc as required)

o Consider which organisation (supplier or advice agency) a customer would find
it easier to talk to re sorting debt issue.

o Continue to promote professional and friendly support.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 16
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INTRODUCTION AND BACKGROUND
CONTEXT FOR REGULATING ENERGY SUPPLY i NI AND ELSEWHERE

The Utility Regulator is a non-ministerial government department responsible for
regulating the electricity and gas industries and water and sewerage services in
Northern Ireland, to promote the short and long-term interests of consumers. It is
not a policy making department of Government, but it makes sure that the utility
industries in Northern Ireland are regulated and developed within Ministerial policy
as set out in its statutory duties.

It carries out its work in line with statutory duties set out in the Energy (Northern
Ireland) Order 2003 and the Water and Sewerage Services (Northern Ireland)
Order 2006. The Utility Regulator has three main objectives:

e to protect the interests of electricity consumers with regard to price and quality
of service, where appropriate by promoting competition in the generation and
supply of electricity;

e to promote the development and maintenance of an economic and co-ordinated
gas industry and to protect the interests of gas consumers with regard to price
and quality of service;

e to protect the interests of water and sewerage consumers, where appropriate by
promoting competition, by promoting a robust and efficient industry delivering
high quality services.

It works to protect the interests of electricity, gas and water consumers in Northern
Ireland by:

e issuing and maintaining licences for gas, electricity and water companies to
operate in Northern Ireland;

e making sure that these companies meet relevant legislation and licence
obligations;

e challenging companies to keep the prices they charge electricity, gas and water
customers as low as possible;

e encouraging regulated companies to be more efficient and responsive to
customers;

e working to encourage competition in the gas, electricity, water and sewerage
services markets;

e setting the standards of service which regulated companies provide to
customers in Northern Ireland; and,

e acting as an adjudicator on certain customer complaints, disputes and appeals.

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 17
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In GB, the role of regulating the electricity and natural gas industries is carried out
by Ofgem, and the role of regulating water and sewerage services is carried out by
Ofwat.

The Consumer Council also has a role in representing the interests of consumers in
Northern Ireland. The Energy (Northern Ireland) Order 2003 tasks the Consumer
Council with the role of (among other things):

¢ Providing information and advice to public authorities and other persons;
¢ Providing information to electricity, and natural gas consumers;

o Keeping statistical information about complaints from electricity and natural gas
consumers;

e Investigating consumer complaints and other matters relating to the interests of
electricity and natural gas consumers.

In the rest of the UK, this work was formerly carried out by Energy Watch which has
now merged with other organisations to become Consumer Focus and Consumer
Direct.

RATIONALE FOR RESEARCH-UTI L1 TY RE GUSORRIOATTIONSPLAN

Consultation is a key elementoft he Ut i | i t apprddehgowdéveldpiogr 0 s
strategies to identify and counteract the problems faced by some consumers in
paying their utility bills. The consultation document entitled, @he Utility Regulatoré s
Social Action Plan 2009-2 0 1, was informed by pre-consultation meetings with a
range of stakeholders including government departments and other statutory
organisations. It was also shaped by the findings of research commissioned jointly
by the Utility Regulator and the Consumer Council for Northern Ireland.?

A key element of the Social Action Plan is a commitment to reduce financial
insecurity among those who are financially vulnerable. The Social Action Plan also
aims to promote good practice in relation to the debt management policies of
energy companies and to promote the use of best practices.

Responses received by the Utility Regulator while consulting on the Social Action
Plan highlighted the importance of the energy companies6 a p p to supporting
customers in debt including payment methods, debt recovery policies and the issue
of disconnection. A key outcome from the consultation was support for a
harmonized approach to helping vulnerable customers to avoid debt and to manage
their way out of debt. In response to this, the Utility Regulator has committed to
developing a harmonized policy/Code of Practice to help address some of the
issues regarding financial vulnerability which many respondents to the consultation
considered should be treated as a priority.

APPOINTMENT OF SOCIAL MARKET RESEARCH

In November 2009, the Northern Ireland Authority for Utility Regulation (the Utility
Regulator) appointed, Social Market Research (SMR)

2 http://www.uregni.gov.uk/news/view/utility requlator and consumer council publish joint research/

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 18
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www.socialmarketresearch.co.uk, in partnership with Advice NI www.adviceni.net
and the Social Research Centre (SRC) www.srcentre.co.uk , to carry out a major,
strategic research assignment in relation to this.

1.4 RESEARCH AIM, TASKS, ISSUES & REPORTING

1.4.1 Research Aim

The overall aim of the research was to:

A fReview existing debt and disconnection policies and sample their application in

relation to individual customers [i.e. domestic customersjwh o ar e and, de

based on this,

A fMake recommendations for a best practice model for energy suppliers in

dealing with debt and disconnectiono.

1.4.2 Tasks

Within this, the following tasks were required to be undertaken:

A Survey research to be carried out with a suitably designed survey to an
appropriate sample group of electricity and gas customers;

A Various stakeholder meetings and/or workshops with both Utility Regulator and
the Consumer Council involvement. (The Utility Regulator will provide a list of
stakeholders that need to be included, in particular those who responded to the
original Social Action Plan Consultation, representatives of Section 75 Equality
Groups and electricity and gas companies who supply the domestic market).

A Consideration of the relevant issues raised and the information provided in the
responses to the Utility Regul ator os
2009);

A Consideration of available case studies provided by stakeholder organisations
such as the Consumer Council and Citizens Advice and previous research

S ¢

carried nouCGonet.rgo.l 66lpubl i shed ib3006tardé¢he Co n

Electricity Associationdés OAffording
Rationing by Prepayment and Low Income Credit Consumers and Company

Attitudes to Social @&dtiond published

A Desk based research on best practice elsewhere.

1.4.3 Issues To Be Investigated

The research was required to investigate the following issues:

A The experience of customers who have been in debt and how they have been
dealt with by their energy suppliers;

A The reasons why customers find themselves in debt with regard to payment of
energy bills;

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 19
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A Accessibility to and knowledge of different payment methods and emergency
credit facilities;

A The level of repayments that customers are asked to make, particularly those
on benefits, and are they appropriate to their ability to pay;

A The policies and procedures for using prepayment meters as a tool for
repayment of debt, and the circumstances for when they should be introduced
and when they are not appropriate e.g. may not be suitable for some persons
with a disability or chronic illness;

A The level of self-disconnection and self-rationing rates, along with the reasons
for and the effects of, and whether they are greater amongst vulnerable
groups/equality groups e.g. those who face a language barrier, have children or
older people in the household, have a disability, suffer from a chronic iliness,
live in rural areas or have low income. Also the research should consider those
who are using their pre-payment meters to repay debt and those who are not;

A Suppliersdéd communication with customer

having payment difficulties;

A Suppliersd met hods f or omerdwithtegarfdjoiaatass v u |

issues with payment methods and also with regard to potential debt problems
and any systems put in place to alert and manage instances of self-
disconnection;
A Suppliersod6 procedures for si gn papsstch ng
as Citizenbs Advice.

Reporting

Finally, the terms of reference specified that the research should report on the
research methods used, the research participants and the key findings arising from
the research. The report was required to distinguish between the experiences of
electricity and gas customers, and to present a list of recommendations on those
areas which should be covered by a best practice model/Code of Practice on
dealing with customers in debt. Specifically, the recommendations were intended
to consider the need for the following:

A Procedures on agreeing criteria for and a maximum level of repayment rates;

A Procedures on dealing with language barriers (e.g. a minimum requirement for
offering different languages);

A Procedures on dealing with those who are disabled or chronically sick, and how
to prevent self disconnection within these groups;

A Procedures on dealing with older people and families with children.
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TERMINOLOGY

Throughout this report, (unless otherwise stated), we use the following terms as
defined below:

Al n Debt o

This refers to a situation where a customer moves into arrears i.e. a second bill
owed situation (day 92) in relation to a bill issued by a regulated energy
company.

AFuel Povertyo

In the UK, Fuel poverty is said to occur when a household needs to spend more
than 10% of its income on total fuel use in order to heat its home to an adequate
standard of warmth. In its Social Action Plan, Decision Paper, 2009, the Utility
Regulatorst at ed t hat ,shiglkeuireNorthBro lvelarrd thgn amy other
region of the UK - estimated by the Home Energy Conservation Authority Report
2007 to be in the region of 34%. However, due to a number of factors, including
the economic down turn, it is widely accepted that the proportion of households
experiencing fuel poverty is in exces

% Source: http://www.uregni.gov.uk/uploads/publications/2009-08-11_SAP_Decision_Paper 2009-2012.pdf
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s ¢ AVul ner abl eo

For the purposes of this research, we have been guided primarily by the
definiti on cadistoraerdd vausl nseerta bolutdity Regulatdrd Sociat
Action Plan.*

As with fuel poverty and water phekeyrt

i ssue to be whether or not wutility <cu
compromised as a result of inability to adequately access services provided by
ut i | it y.Consggpehtly, ¢he Requlatorisinot | i mited in

groups of vulnerable customers to which [it] must have regard, but [its] statutory
duties define in particular those who are:

A Disabled or chronically sick;

A Of pensionable age;

A On low income; or

A Living in rural areasbo

As a public body the Utility Regulator also has duties under Section 75 of the
Northern Ireland Act to promote equality among certain groups including older
people, people with dependents, people with a disability, people of different racial

group.

In addition to those characteristics identified in the statutory duties, the Utility
Regulator assumes that a customer may be vulnerableifi f or r eas on ¢
health, disability, ethnic background or severe financial insecurity they are unable
to safeguard their personal welfare or the personal welfare of other members of

t hei r h o(lle ddeisidn tb define vulnerability at the level of household
rather than individual customer is an important distinction from the way in which
vulnerable customers are defined by other agencies).

Consequently, in the context of this research, SMR defined a vulnerable utility
customer as a household with one or more of these characteristics. As the
Regulator made clear in its Social Action Plan,Ai These character
own can make a customer vulnerable e.g. low income, poor health, disability,
limited or no understanding of English. [However,] we also identify vulnerability

i ntensi fi er snthemshklves hakeditity custamers vulnerable but
when combined with the previous characteristics, multiply vulnerability. Examples
include having children or elderly inhabitants in a household, or households in
rur al | ocations. 0

I n addition to the Regul atords ident.i
intensifiers, SMR and its partners were mindful of a range of additional factors

4 See Section 3.9 7 3.12 of the SAP.
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which could further exacerbate vulnerability. These were:

A Poor literacy / numeracy skills;

A Poor housing conditions and or restrictions on improvements to housing
conditions by a land lord;

A Lack of a bank account; and,

A Poor IT skills / lack of access to internet.

1.6 SCALE AND IMPACT OF UTILITY DEBT

In terms of the nature and scale of debt to energy companies, the data supplied to
SMR by the energy companies® suggested that there were around 860,000
domestic customers in Northern Ireland. Of these, approximately 30,000 were in
debt® to energy companies.

The literature, case studies and survey reveal the immense challenges, and often
hardship, that debt brings for customers. The real life implications for customers in
debt include:

A Anxiety about bills;
A Consideration to whether to O6heat or e d

A Health problems or risks to health and well being both physically and mentally
as a direct result of being in debt to the energy companies.

1.7 SETTING THE CONTEXT

The sections below summarise the key points from a range of literature and
research (See Appendix A, Bibliography) that was examined as part of this project.
The material reviewed spanned energy debt, self-rationing and disconnection. Most
of the material available related to Ofgem and the situation in Great Britain.

1.7.1 Reasons for Energy Debt

In 2009, it was estimated that fuel poverty affected almost two-fifths of households

in Northern Ireland (almost 250,000 households).” The increased cost of energy
especially in recent years has had a sig
afford electricity and heating and avoid getting into energy debt. It has been noted

by Of ge mhandeantdebtlevalsaoes generally lag behind changes in

ener gy °indicatingatmtihe effects of any hikes in energy costs are

experienced long after they have been introduced. These rises in energy prices can

be felt most by vulnerable customers as their heating costs tend to be higher based

on circumstances and need.

® Data relates to best estimates as at 31° March 2009

®Where 'debt" is, for the purposes of these indicative estimates, defined as "When customer who moves into

a second bill owed situation (day 92) is classified as being in arrears and as such is now in debt".

"NEA (2009), OWhat scope is there for the devel opmen
solution for vulnerable energy consumers

8 Ofgem (2008), Dome st i ¢ supplierdés social obligations: 2007
http://www.ofgem.gov.uk/Sustainability/SocAction/Monitoring/SoObMonitor/Documents1/Suppliers%20Socia
1%200bligations%20Monitoring%20Report%202007%2011208.pdf
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Other interrelated reasons for energy debt include financial exclusion, fuel poverty,
low income and poor energy efficiency.

According to an Electricity Association Report covering England, Wales and
Scotland, 6 Househol ds with unempl oyed members
higher than average chance of being in arrears for electricity. The same

households also have high percentages of arrears in gas relative to other

potentially disadvantaged groups. The large majority of households with arrears for

both fuels receive income-related benefits and more than half have a low incomed®.

NEA in research conducted in 2009 highl:i
an indicator of wider financial difficulties. Households in fuel debt are more likely to
have other debts that they are unable to service. *°

This supports a review by Energywatch into strategies employed by households in

fuel poverty which emphasised the difficult budgetary decisions that have to be

made in terms of choosing whether to dhe
to switch heating on at all or less frequently, or to set it at lower temperatures;

whether parents/guardians can afford to buy their children a warm coat this winter;

and in the case of those using PPMs, considering self disconnection. 0

The 6 Candét Heat 2008 ofganised byahe Age SectgriPlatform in NI
further evidenced the arduous choices older people must make, in particular over
the most difficult winter months.

The Office of the Gas and Electricity Markets (Ofgem) also recognises the
relationship between disposable income and energy debt in England, Wales and
Scotland stating that it is mostly caused by not having enough money to go round
(26%) or by a change in personal circumstances (24%).*? Inaccurate billing,
unaffordable repayment amounts, benefit levels, as well as disconnection and
reconnection fees and associated costs were also noted as contributing to

C 0 n s u nerperiente of energy debt.

Consumer Focus Wales associated customers in debt with suppliers recovery
methods which they described as including ainaffordable or otherwise unsuitable
payment plans, inappropriate debt recovery practices, incorrect tariff and debt
recovery rates set on PPMs, failure to adhere to correct procedures before

disconnecting or installing a PPM, and delays in issuinga PPMpay me nt =

card

o Electricity Association (2001), Affording Gas and Electricity: Self Disconnection and Rationing by
Prepayment and Low Income Credit Consumers and Company Attitudes to Social Action
https://www.uea.ac.uk/polopoly fs/1.106645!electricity%20association%20full%20report%202001.pdf
“NEA (2009), 6What scope is there for the devel opmen
solution for vulnerable energy consumers

' Gibbons, D. & Singler, R. (2008) Cold Comfort: a review of coping strategies employed by households in

fuel poverty. Energywatch

12 Ofgem (2008) Debt and Disconnection Best Practice Review
http://www.ofgem.gov.uk/Sustainability/SocAction/Publications/Documents1/Debt%20and%20disconnection
%?20best%20practice%20review. pdf

“NEA (2009), OtWhearte sfcoorpet hes devel opment of a new fue
solution for vulnerable energy consumers
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1.7.2 Identifying Vulnerable Customers

In its Social Action Plan (2009-2014),the Ut i | ity Regul ator
difficulty in identifying [vulnerable customers], and [committed to continuing] to
contribute to the ongoing debate onhowtoaddr ess t hi so.

Across the literature examined, there are a range of definitions of vulnerable
customers which are used interchangeably within the energy market.

The Energy Retail Association (ERA) which represents the major electricity and gas

suppliersi n t he domestic mar ket in Great Brit
Net 6 protocol in 2004 to protect vulner a

offer energy suppliers guidelines and best practice in relation to debt and

disconnection. WithintheSaf ety Net a customer is def.

reasons of age, health, disability or severe financial insecurity, they are unable to
safeguard their personal welfare or the personal welfare of other members of the
house¥ol do

The essence of the ERA definition along with supplementary criteria (i.e. reflecting
the requirements under Section 75 of the NI Act), was agreed by electricity
suppliers, the Northern Ireland Authority for Utility Regulation and the Consumer
Council at the request of the NI12007 Retail Market Opening Supplier Interface
Group (SIG). The definition is as follows:

AA customer may be vulnerable i f for

background, severe financial insecurity or rural location they are unable to
safeguard their personal welfare or the personal welfare of other members of
their householda

Suppliers recognise the predisposition of these groups to vulnerability and will pay
due regard to the needs of those deemed to be vulnerable through their companies
Codeof Pr actf ceo.

Whilst the Utility Regulator adheres to the above definition, having considered
responses to the Social Action Plan 2009-2012 consultation it was decided that for
practical purposes two definitions of vulnerability could be applied:

1)Vulnerability in relation to access to services - this should include all customers
who require adjustments to services in order to remove any barriers which may
prevent equal access to the full range of services on offer. This would include the
following groups:

e Age toinclude older people and young people and children;
e Disability (as per the Disability Discrimination Act definition, this will include
learning disability and mental illness as well as physical disability) or chronic

illness;

e Minority ethnic background,;

' hitp://www.energy-retail.org.uk/preventingdisconnection.html
1o SIG(2007), Note from meeting
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e Rurality.
2) Financial Vulnerability - the main determinant of financial vulnerability is income.
Therefore for the purpose of targeting scarce resources the only indicator of
financial vulnerability will be income. However, the Utility Regulator considers that
where certain other factors are in place, the affect of this financial vulnerability is
intensified on the people within the household. Therefore the following criteria will
be considered intensifying characteristics for financial vulnerability:
e Age - toinclude older people and young people (under 16) and children;
e Disability or chronic illness;
e Rurality;

e Standard assessment procedure rating of property.®

In the recent review of protection of vulnerable customers from debt and

disconnection Ofgem and ERA secured a commitment from supplierstoiconsi de

household with children to be potentially vulnerable regardless of the age of the
chil dr enod guidahcetpmdueed ly thé Money Advice Liaison Group on

dealing with customer s Wiit@groumeithinvwhich heal t

suppliers found particular difficultly in recognising vulnerability. Whilst Ofgem
appreciate the difficulties in gauging customer vulnerability they advocate that
suppliers are proactive and take all reasonable steps in trying to establish this.
They highlight the following examples of best practice:

A ensuring that customers are registered on their Priority Services Register;

A reviewing all the notes on the customer's accounts to ensure that no
vulnerability is recorded;

A undertaking at least one personal visit to the property which is at risk of being
disconnected and attempting to make contact with the customer and complete a
visual check of the premises looking for signs of vulnerability;

A checking whether a property is temporarily or permanently unoccupied and
checking whether there has been a change of occupancy to make sure that
customers are not disconnected in error; and,

A seeking senior management authorisation prior to any disconnection being
carried out'®,

16 Utility Regulator (2009), Social Action Plan Decision Paper
www.niaur.gov.uk/uploads/publications/2009-08-11 SAP_Decision Paper 2009-2012.pdf

" Ofgem (2009), Review of protection for vulnerable customers from disconnection
http://www.ofgem.gov.uk/Pages/Morelnformation.aspx?docid=139&refer=Sustainability/SocAction/Publicatio
ns

18 |bid
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In an acknowledgement of the difficulty posed in identifying and knowing when a

customeri s oO6vul nerabled the Utility Regul at
agreed a number of underlying principles one of which refers to the necessity for
Osuppliers to adopt a flexible and c¢commag

vul nerable customers. 0

The Consumer Council has emphasised that energy suppliers in Northern Ireland
should ensure that customers vulnerable to debt are identified early and offered
appropriate debt solutions before debt becomes unmanageable. They suggest this

could be achieved through a flag or al

system.'® Scottish Power operate Golden Account standard which seeks to
capture client profile data including age and are working with a third party
reference agency to data match birth dates and further their ability to identify
customers of pensionable age using a flagging system. Other proactive steps by
British suppliers include training staff to identify signs of vulnerability and reviewing
customer accounts regularly.

The Safety Net?® recognises that it is the responsibility of energy suppliers to
identify their own vulnerable customers and that these should be considered on an
individual basis. Whilst acknowledging the variation in suppliersépolicies and
practices in relation to the application of the Safety Net definition the following
actions are proposed to assist with identifying vulnerable customers:

e Continue to capture information where available about customerso
circumstances from trained call centre and field staff;

e Try to contact through a series of letters and telephone calls with every effort
made for face to face contact with customer;

e Have all field staff trained to recognise signs of vulnerability and empowered to

halt the disconnection procedure pending further investigation by suppliersd
priority service teams;

¢ Have dedicated support teams that seek debt management solutions such as
repayment schemes, PPM, Fuel Direct, refer to debt help-lines, advice
agencies and social services support;

e If a customer is assessed to be at risk, inform social services and halt
disconnection; Final decision to disconnect agreed at a senior level;

' The Consumer Council (2004), In Control? An investigation into the patterns of use and level of self-
disconnection by gas and electricity Pay As You Go meter users in Northern Ireland

% ERA setup a procedure in 2004 which ensures that no vulnerable customer in Great Britain is
knowingly disconnected from their electricity or gas supply at any time of the year
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¢ All other non-vulnerable customers who have been disconnected will be
monitored post-disconnection and contacted regularly by the supplier®

In addition, Consumer Focushas al so devel op &dlnaability e s
checklist which has been shared amongst energy suppliers in England, Wales and
Scotland to try and promote best practice in this area.

1.7.3 Access to Emergency Credit

Emergency credit is available to some gas and electricity customers using pre-
payment meters or pre-payment meters. The amount of credit available differs
between gas and electricity with £2 of credit available to gas customers on a
guantum meter and £1 to electricity customers. Generally, once the emergency
credit is used a customer will self-disconnect unless they top up before this.
However, an additional emergency/friendly credit system operates at the weekends
for electricity customers and weekday evenings for electricity customers only. The
weekday O6fri end]l tectselecwicty dustomer famesetfé pr o
disconnection during 4pm and 8am and on 1st January, 17" March, 12" July & 25"
December.??

Emergency credit is not something a customer must request but is an automatic
facility built into pre-payment meters. Regardless of this, research in 2004

t

highlighted éa relatively |l ow | evel of a
credit facility on pre-payment meters with 55 per cent of electricity customers

stating that they were aware of the facility compared to 70 per cent of gas
custofers. o

In addition to this only 87% were aware of the purpose of the facility and only 42%

knew how much emergency credit was actually available on their meter. Reasons

for this were cited as being possibly 6d
forgetting instructions they we?e given
However, the Consumer Council describedthesef i ndi ngs as being

suppliers have provided ongoing communication to customers on using meters.
They concluded that 6 ebkpite ongoing communication from NIE Energy, there is

|l ess awareness among®electricity custome

2 Ofgem (2009), Review of protection for vulnerable customers from disconnection
http://www.ofgem.gov.uk/Pages/Morelnformation.aspx?docid=139&refer=Sustainability/SocAction/Publicatio
ns
ZZNIE Code of Practice, Using your Pay-as-you-go Keypad Meter
% The Consumer Council (2004),In Control? An investigation into the patterns of use and level of self-
glisconnection by gas and electricity Pay As You Go meter users in Northern Ireland

Ibid
*® |bid
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1.7.4 Self Rationing / Self Disconnection

Self-<di sconnection occurs when O6a househol d
and has used up its emergency credit, leaving household members without power
and/ or ffeating. o

In research conducted with 500 pre-payment meters customers over a twelve
month period, the Consumer Council cited the key reasons for self disconnection
as being forgetfulness (56%) and financial reasons (13%). Theyr epor t edalf t h @
disconnection is not an issue for the majority of pre-payment meters users as 72%

of households have never self df slavevernect
of those who did self disconnect, it was more common amongst Northern Ireland
Housing Executive (NIHE) households with 2 or more children and unemployed

adults on benefits. People over 60 years of age had the least occurrence of self-
disconnection. When self-disconnection occurred it occurred for less than one hour

for the majority (56%), though 9% self-disconnected for more than 10 hours with

2% of these disconnecting for up to 2 days.

There is an acknowledgement in the Consumer Council® report that it is very
difficult for energy suppliers to know when a household has self-disconnected as
only the people in the property who have self disconnected are aware when it
occurs. This would suggest that is very difficult to monitor/measure the level of self-
disconnection in NI and that such activity is often hidden.

This is echoed by Phoenix Energy Holdings who stated that 6 s Uigrgpdo not have
enough up-to-date information to identify customers liable to disconnect because of
financial® hardship. 6

However, Smart Meters may assist with su
customer disconnects. Although there has been consultation on the introduction of

such meters, they are not currently available in NI. Table 1?° below sets out the

high level smart electricity and gas meter system functionality requirements on

which Government sought views.

®NEA (2009), O6What scope i sa tnheew e ufedr ptahyemednetv emeoct phnoedn
solution for vulnerable energy consumers

" The Consumer Council (2004),In Control? An investigation into the patterns of use and level of self-
disconnection by gas and electricity Pay As You Go meter users in Northern Ireland

®Phoeni x Energy Holdings Limited (2009) Respon20g4 to
http://www.niaur.gov.uk/uploads/publications/Phoenix SAP_response March 09.pdf

¥ Department of Energy and Climate Change(2009), Towards a smarter future: Government response to
the consultation on electricity and gas smart metering
http://decc.gov.uk/en/content/cms/consultations/smart_metering/smart_metering.aspx
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Proposals for high level functionality set out in the Consultation Document

High level functionality Electricity Gas
A Remote provision of accurate reads/information for defined time periods
- delivery of information to customers, suppliers and other designated market v v’

organisation

B Two way communications to the meter system
- communications between the meter and energy supplier or other designated
market organisation ‘/ ‘/
- upload and download data through a link to the wider area network, transfer
data at defined periods, remote configuration and diagnostics, software and
firmware changes

C Home area network based on open standards and protocols
- provide “real time"” information to an in-home display
- enable other devices to link to the meter system

D Support for a range of time of use tariffs
- multiple registers within the meter for hilling purposes

E Load management capability to deliver demand side management
- ability to remotely control electricity load for more sophisticated control of
devices in the home

F Remote disablement and enablement of supply
- that will support remote switching between credit and pre-pay

G  Exported electricity measurement
- Measure net export

H Capacity to communicate with a measurement device within a microgenerator
- receive, store, communicate total generation for billing

NN YA
<\

NEA(2009) notes the detrimental effects of self-disconnection on the mental and
physical well-being of particular vulnerable groups, specifically older people,
people with an illness or disability and/or having young children at home are of
concern.

Energy suppliers have introduced a variety of emergency credit type facilities as
highlighted in section 5 to help address self-disconnection. NIEES is also engaged
inthe6 For BYemuerf i t 8 Ca mp ato increase the digposatdefincame of
vulnerable groups by ensuring they have access to their benefit entitlements.

Phoenix Energy Holdings suggestself-di sconnecti on showdsd be 0
all energy suppliers and is therefore an issue for Government to resolve e.g.

increasing winter fuel payments for those on sopecific benefits or fuel vouchers to

ensure that payments®*®are used heat homes| 6

Whilst self-disconnection results in an interruption in the energy supply caused by
f ai | ur-epémetebselbrationing is about the customer economising the
usage of energy due to lack of affordability. It is also commonly known as under-
heating and can be related to fuel poverty.

In the 2006 House Condition Survey, it was suggested that 34% (226,000) of
households in NI were in fuel poverty. Energy costs, energy efficiency and income
levels have been identified by the Utility Regulator as the main causes of fuel

Phoenix Ener gy Holdings Limited (2009) Respon24 to |t h
http://www.niaur.gov.uk/uploads/publications/Phoenix SAP_response March 09.pdf

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI 30



http://www.niaur.gov.uk/uploads/publications/Phoenix_SAP_response_March_09.pdf

NIAUR Social Action Plan-Helping Customers Avoid/Manage Debt: Code of Practice
poverty and it is considered that price volatility, together with the impact of
recession is likely to have resulted in a rise in fuel poverty in NI.3*

NEA (2009) identified that under-heating occurs across all payment types, but is
particularly prevalent among low-income households and households where there
is a high level of overall household debt that cannot be easily serviced.

In an attempt to try and manage debts and expenditure such households reduce
the temperature of the home below what is necessary for their health and well-

being.

Problems highlighted as resulting from self disconnection and self rationing were
6cold in the house; not having enough h o
from damp, mould or condensation in*the

1.7.5 Knowledge and Access to Different Payment Methods

Each of the energy suppliers through their Codes of Practice/Service/Customer
Charters outline payment methods available to customers. Although, these differ
slightly they include paying monthly or quarterly by direct debit, through some form
of pre-payment meter, budget/smart card which spreads payments over a year,
easysaver/energysaver/easypay cards/strips which enable the customer to make
payments towards the quarterly bills and through traditional methods of paying at a
bank, paypoint and with some suppliers online or at a Post Office.

Fuel Direct is an alternative method of payment designed specifically for benefit
recipients. It facilitates deductions from benefits for energy usage and repayment of
arrears though uptake of this is quite low and continues to decline. Ofgem*® has
expressed disappointment with Fuel Direct as a tool for low income families to
manage their household energy bills.

Some, but not all of the suppliers, offer discount incentives for direct debit and
keypad pre-payment options. Not all payment methods cost the same to manage
and administer and some energy providers offer a discounted tariff to customers
who opt for the lower cost billing and payment method such as the pre-payment
meter option and direct debit.

NEA highlights the advantages and disadvantages of different payment options in
the UK the following of which apply in NI.34

3 Utility Regulator (2010), Assisting with Affordability Concerns for Vulnerable Energy Consumers A
Consultation Paper
http://www.niaur.gov.uk/uploads/publications/Jan 2010 - Assisting with Affordability -

Consultation Paper.pdf
*Electricity Association (2001), Affording Gas and Electricity: Self Disconnection and Rationing by
Prepayment and Low Income Credit Consumers and Company Attitudes to Social Action
https://www.uea.ac.uk/polopoly fs/1.106645!electricity%20association%20full%20report%202001.pdf
33Ofgem(2008), Domestic supplierds social obligations:
http://www.ofgem.gov.uk/Sustainability/SocAction/Monitoring/SoObMonitor/Documents1/Suppliers%20Socia
1%200bligations%20Monitoring%20Report%202007%2011208.pdf
“NEA (2009), OWhat scope is there for the devel opmen
solution for vulnerable energy consumers
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Advantages and disadvantages of payment options available in the UK

Advantages

Direct Debit

[ IMostly suitable for customers with a
regular income and with a bank or
building society account. Benefits
those who find monthly budgeting
easier than quarterly budgeting.

[/Same payment is made each month
and requires no action from the
customer once set up.

[1Accounts can be easily amended in
line with energy consumption with the
cost spread evenly throughout the
year, thus avoiding unaffordable
winter bills.

[JA reduced tariff is offered*

Pay for what you have used in arrears
as long as accurate meter readings
have been taken.

[1Allows the consumer flexibility
regarding their means of payment (at
the Post Office, by post, Pay Point
etc).

[JAllows the consumer to have control
over when they pay the bill, especially

important for those on low or fixed
incomes.

[/Pay for fuel as it is used.

[IAllows consumer more control over
their budget and to budget according
to means.

[INo large bills to worry about.

[JAvoids further debt

[/Discount on the standard tariff of up to 2.5%**

Disadvantages

[INot suitable for those receiving their
income at irregular intervals.

['Not suitable for financially-excluded
consumers or those without access to
mainstream financial services.

[‘May incur banking charges for the
consumer where a payment is missed
due to insufficient funds being
available.

[IRequires regular and accurate meter
reading to avoid billing difficulties and
catch-up bills.

Quarterly Standard Credit

[ Difficult to budget due to seasonally
fluctuating bills.

[1May be difficult for some households
to accommodate large winter bill.

[IProblems can arise due to estimated
billing.

Prepayment meters

[INeed to understand fuel consumption
levels and how standing charges and
debt are reclaimed from the credit
applied.***

[1Tokens/cards may not be on sale
nearby.

[IRisk of self-disconnection

www.socialmarketresearch.co.uk in partnership with SRC and Advice NI




NIAUR Social Action Plan-Helping Customers Avoid/Manage Debt: Code of Practice

[IPayment for current use of fuel and [1Deduction may not cover required

debt taken directly out of benefits. payment amounts and there is some
concern that those using Fuel Direct

[IFuel expenditure and debt repayment increase consumption of fuel under

evenly spread. the misunderstanding that DWP/SSA has

[1Simplicity for the customer.

[/Capacity to clear debt in a systematic
fashion. [JIndividual DWP/SSA offices are

[INo concern about self-disconnection. criteria.

Cash plan or budget scheme without a bank account
[’Regular payments made at Post [IInconvenience associated with
Office or PayPoint. having to travel to payment

[/Payments can be made on a
regular basis. [/Consumer has to remember to

Flexible payment options |

[IPayments of differing amounts can [INeed to be careful to pay off the
be made in advance reducing bill before the next is due.
likelihood of unexpected

unaffordable bills. [IRequires a lot of monitoring

[1Can pay towards your next bill.

taken responsibility for fuel costs.

[ INo flexibility in household budgeting.

inconsistent in applying eligibility

[{Complex processes and systems
associated with limited automated
payments and expense associated
with administering the scheme means
it is perceived as burdensome by both
DWP/SSA and suppliers.

location, and other access to services issues.

make the payments at regular
intervals.

[INo discounted tariff.

*There is no reduction on the unit cost but on the standard tariff with discount up to £26 per year
**This applies only to electricity customers in NI and has been added to the table for completeness
*** Note: Currently, NI energy suppliers do not have standing charges.

Pre-payment can be requested by the household, inherited when moving into a
new house or installed by the energy supplier where the household is having
difficulty making payments and/or has fallen into arrears.

In an investigation into the patterns of use and level of self disconnection by gas

and electricity pre-payment meter users in Northern Ireland in 2004%* almost one in
four customers in Northern Ireland were identified as using pre-payment. This is not
surprising given that unlike GB, in NI pre-payment meters are installed free of
charge and are a | ess erepayment(thedarifpneethodefn t
choice for those who must budget closely) is cheaper (in electricity) or the same

*The Consumer Council (2004),In Control? An investigation into the patterns of use and level of self-
disconnection by gas and electricity Pay As You Go meter users in Northern Ireland
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price (in gas) as standard credit. This contrasts with the GB situation where pre-
payment prices ar®% generally higher.d
Payment by direct debit offers the cheapest tariff*’ though there is evidence to
suggest that this is option is not accessible to all. 75% of respondents to the Utility
Regul at or 6 s ¢ oSodalActiomRlain 2009-2014 feli thasthere was an
inequality of access to this payment method, particularly for financially excluded
vulnerable groups who do not have a bank account. This seems be an area for
concern across the UK as the Financial Inclusion Taskforce as part of the Home
Energy Saving Programme in GB were tasked by government to develop new ways
to encourage greater use of direct debit. They recognised that direct debit payment
is not suitable for all especially people on low and/or variable incomes whose
Opatterns of i ncome mak e sbudgétonmeveeklysos ar y o
mo nt h | y*® Bamiers testhe diptake of paying for consumption in monthly
advance via direct debit were identified, including, fear of loss of control, mistrust of
suppliers estimations of the cost and customer passivity in terms of managing
energy costs and being aware of savings opportunities.

meen ~-=-. Reasons given for not using direct debit. after having considered it
(numbers in parentheses)

Reasons Electricity PPM | Gas and Electricity
only (237) PPMs (166)

Want control over finances 23% 34%

No bank account 6% 5%

No regular income 8% 17%

Don’t know. not my choice 7% 3%

Lack of confidence in banks and companies 3% 8%

Not aware 1s cheaper 6% 4%
Proportion of group who have considered 21% 18%

direct debit

The Taskforce were clear that whilst efforts such as the provision of information

from a 6trusted sourced6 other than energ
method offered and offering new less expensive systems in the future might

increase use of direct debits this should not lead to further over-indebtedness to a
customer nor to a deliberate increase in other payment options.

NEA has recently consulted on a new fuel
mo d e | A&Diagramelgthat incorporates advice, signposting to other services that

can offer assistance with associated problems (for example budgeting skills, debt
management and energy management and efficiency) as well as payment flexibility

built in to allow households to control their budget.

% Utility Regulator (2010), Assisting with Affordability Concerns for Vulnerable Energy Consumers A
Consultation Paper
http://www.niaur.gov.uk/uploads/publications/Jan 2010 - Assisting with Affordability -
Consultation Paper.pdf
37 Utility Regulator (2009), Social Action Plan Decision Paper
www.niaur.gov.uk/uploads/publications/2009-08-11 SAP_Decision Paper 2009-2012.pdf
* Financial Inclusion Taskforce (2008), Report on direct debit energy payments
http://www.hm-treasury.gov.uk/d/direct debit energy payments.pdf
“NEA (2009), OWhat scope is there for the devel opmen
solution for vulnerable energy consumers
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This model amal gamates the 0bessuppbrings 6

budgeting, financial inclusion and the application of direct debit related preferential
tariffs to the customer.

The model i's based on the concept of i
of a dedicated account by a range of service providers such as Credit Unions,
providers of Basic Bank Account, and/or an adapted Post Office Card Account
(POCA) expanded to provide transactional facilities. The unique aspect of the
proposed method is a ring-fenced sub-account, used solely for the purposes of
honouring a direct debit fuel payment and where debt exists incorporating an
amount for debt repayment. Households would be assisted to avoid fuel debt
through improved budgeting, access to lower-cost tariffs, and controlled use of a
transactionalb ank actount. 6

NEA suggest that such a model be should initially be available only to vulnerable
groups in receipt of qualifying benefits before being rolled out.

Whatever developments are taken forward regarding payment methods, the
Financial Inclusi on Taskforce believes O6the key
the government to support people in making the best choice about how to pay for
their ®nergy. o

1.7.6 Repayment Levels

Under the supplier condition licenses, energy suppliers are required to take account
of customerséability to pay when setting repayment rates. Ofgem (2008)** suggests
that it is not enough to rely on the customer expressing that they cannot afford what
is proposed as they may feel inhibited to do this. Instead they encourage suppliers
to be proactive in early identification and intervention to prevent the customer
having unmanageable debt.

The Energy Retail Association (ERA), through the Safety Net considers it an
important role of the supplier to not only agree an affordable repayment rate but to
monitor the customers ability to manage the repayment plan and be sympathetic
and flexible enough to review customers arrangements when asked. They
recognise the value of contacting 3" parties along with the customer (where
appropriate) when a customer is struggling with repayment rates. There is also an
expectation that suppliers consider information provided by 3" parties such as
advice providers authorised to use the Common Financial Statement to
demonstrate the custome r 6 s /irmbility ltoipayy

The Safety Net commits to the reconnection of any vulnerable customer

di sconnected o6in errord6 so that supply

arrangements.

*! Financial Inclusion Taskforce (2008), Report on direct debit energy payments
http://www.hm-treasury.gov.uk/d/direct debit _energy payments.pdf

42 Ofgem (2008) Debt and Disconnection Best Practice Review
http://www.ofgem.gov.uk/Sustainability/SocAction/Publications/Documents1/Debt%20and%20disconnection
%20best%20practice%20review.pdf
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Licenses also require suppliers to be flexible in the payment arrangements they set
up and in GB if the customer is on benefits or in severe financial hardship
repayment rates should be set at no more than the Fuel Direct level. With regards
to meter tampering Ofgem has stressed that where this involves vulnerable groups
énappropriate policies shouldnotbeappl i ed to recd®up moni

Ofgem has highlighted that suppliers apply different approaches to debt collection
and determining the customer® capacity to pay when setting repayment rates and
have noted this as an area where suppliers fall short.** They also refer to the
counter-productivity of unaffordable repayment rates as they ultimately lead to a
default in payments.

es

Il n NI , there is no reference to maxi mum

of Practice. However, the Consumer Council*® recommended that the Utility
Regulator for electricity and gas in NI review guidance on debt repayment in
conjunction with energy supply companies to reflect the repayment cap set by
Ofgem for GB.

The Utility Regul atrecentlysoughoviewsanh thedmoposalatm
develop a harmonised framework for helping vulnerable customers to avoid debt
and manage their way out of debt. Whilst most of the respondents were in support
of this, one energy supplier expressed a need for independence and flexibility
within this and another was strongly opposed viewing their debt collection process

as having the absitlointeyr 6tso roerpeavyineew ta acrur a n g

Pl

individual basisé and that the price con

harmonised cross utility approach impossible.
1.7.7 Pre-payment meters

Prepayment meters (PPM6s) are a ppasyament
alternative to disconnection. They assist customers with managing their energy
consumption, budgeting and avoiding getting into debt as there are no associated
bills.

Ofgem®suggests that tweednhstdledoomare élegtricByP M6 s
customers than gas customers due to safety issues and the need for access to
properties. Despite this, there has been a steady increase in gas installations in
GBn the last 2 years. Although, some of the rationale for this was related to the
replacement of older meters with PPM6 ,90fgem attribute one of the factors behind
thetrendint he i ncrease of the installation
disconnection.

Unlike GB,inNli ssues of ©price di fltingimteemtdangda f
more expensive payment option) do not apply and PPM customers are offered a
di scount t ar i firfelettrwity orthe samegtarif?iR §AS. s

The Consumer Council*’ identified that just under two thirds (64 per cent) of all
households surveyed asked for a pre-payment meter to be installed for reasons

“* Ibid
“ Ibid
*®* The Consumer Council (2004),In Control? An investigation into the patterns of use and level of self-
disconnection by gas and electricity Pay As You Go meter users in Northern Ireland
;‘j Ofgem (2008), Domestic suppliers' social obligations: 2007 annual report
Ibid
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including, having difficulty paying bills; better budgeting and pre-payment being the
preferred payment option. However, more gas customers (15 per cent) than
electricity customers (5 per cent) report not being given a choice by their supplier
about having a pre-payment meter.

Ofgem, in a recent review,*® highlighted that in some instances it is not safe or
practical to install a PPM and have communicated concerns with ERA that the
Safety Net is applied in these situations with disconnection being avoided.

Examples of where it may be inappropriatetoinstal | a P P Mwhenrthe!l ud e

customer is not able to physically use the meter or does not have full time access
to the meter position. 6

Specific license conditions require suppliers to provide a PPM (where safe and
practicable to do so) for customers who have fallen into arrears with electricity or
gas payments.

8 Ofgem (2009), Review of protection for vulnerable customers from disconnection
http://www.ofgem.gov.uk/Pages/Morelnformation.aspx?docid=139&refer=Sustainability/SocAction/Publicatio
ns
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1.7.8 Signposting Customers to Sources of Support

Within the literature examined, there is a recognition of the valuable role the
voluntary and community sector has to play is supporting the mutual customer base
of vulnerable customers.

Supplier signposting occurs when the supply companies inform clients of the
existence of third party support agencies and either refer the client onto them or
inform the third party agency to contact the client.

Ofgem™ highlights the need for improvement in how suppliers proactively explore
customer 6s capacity to pay when sett]i
states that all suppliers have in place processes for third party referrals where

vulnerable customers may need broader assistance and advice.

49 Ofgem (2008) Debt and Disconnection Best Practice Review
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