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What s the problem under consideration? Why is government intervention necessary?

The majority of domeste gas and electacity consumers do nat engage in the retail electricity and gas markets through
switching their energy supplier. The Cffice for Gas and Electricity Markats (Ofgem) estimated in its Retall Market
Review {RMR) that anly 5-10% of customers are proactive switchers.” This lack of engagement and switching leads to
the market not operating as effactively as it could, potentially resulting in higher prices for cansumers due to a lack of
competitive pressure. As identified by Ofgem in its RMR,” one of the key barriers to effective consumer engagerment in
the retail energy market is a lack of clarity in the information provided by suppliers on tar#f aptions and energy usage.”
Customers of the largest six energy suppliers can currenly, If they ars able to do so electronically, access key data on
their energy consumplion, tanff and expenditure electronically through the BIS led Midsta programme. Howewer,
Govemment 5 concemed that the associated engagement benefits are curenlly inaccessibls 1o other consumer
segmenls. Government intervention is necessary because suppliers do not have sufficient incentives to wolurtarily
pravide customers with their own data in an accessible, machine readabie format.

What are the policy objectives and the intended effects?

The Government's objective is to take appropriate action to ansure that aimost afl domestic retall energy consumars
(ie. not just customens of the largest six energy suppliers who can recelve data electronically) benefit from access to
kay data on thesr own energy consumgption, tariff and expenditura in a form which is clear, easy to understand and
faciEaies frictiondess data transfer. Data provided in this format would help overcome an Informational barrier to
consumer engagement, bringing about additional benefits to those brought about by Ofgem’s implementation of
its RMR proposals.® Third sectar volunteers, providing vulnerable consumers with ‘assisted action” through the Big
Energy Saving Netwark and cther third seclor bad cutreach events, should also be able lo make use of the machine
readable information to encourage switching,” Machine readabie formats will also allow third party Intermediaries
{TPis) to develop services and praducts which help consumars, by frictionlessly uploading and analysing their data for
them 1o provide tailared cross-market tanff comparnsons. As a result, domestic consumers will be privy to quicker,
easier tanff comparisons which should lead to increased switching within and between suppliars, In tum, this should
increase competdive pressure in the retall enargy market, thereby making & operate more effectively in the interests of
consumers

¥ |paos MORI (2012) ‘Consumer engagemant with the energy market, information needs and percaplions of Ofgem - Findings
from the Ofgem Consumer First Panal Year 4: second workshops (held in March 2012), pp.25-27 [web], available at:
hittps Wwwow ofgem. goy,ukiofgem-publications/304 i BT-ETEg BT y-inarke 3=
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What policy options have been considered, including any alternatives to regulation? Please justify preferred
option (further details in Evidence Base)

We have considerad the fallowing cplions:

I:II|:|Ii:|:-|I:|rE 0: De nothing to require machine readable images on domeshc retall paper energy bils and statements of
account,

Option 1: (prefemed option) Oblige suppliers to place, on all domestic retail consumens’ paper energy bills, a non-
proprietonal machine readabée format wihich if scanned by a generic smartphone reader would provide access to 12
key pieces of data in @ manner which is clear and easy to understand.

Only one policy option is considered in this 1A because the primary powers which exist in the Energy Act are
narrowly defined and are infended fo complement ciher regulatory and non-regulatory measures to increasea
consumer engagemant in the enargy market. The Act unambiguously gives the government powers to require
suppliers o place machine readable formats on energy bills, o address the informational barriers o consumer
engagement set out further in the Evidence Base below .°

Thesa other measures, 1o help drive consumer engagement, include Ofgent's Retall Market Review reforms as well as
non-legistative programmes, such as Ofgem's "Be an enengy shopper” public information cempaign to promote
consumer engagement’ and DECC's oulreach indlathees such as Big Energy Saving Week and the Big Energy Saving
Mabwork

Crption 1 has been assessed against a “do nothing” baselne, Option O, in which the powars, granted by the preceding
primary legislation o cbliige suppliers io plece consumers” dafa in machine readsble formats on domestic retal energy

Option 1 is the preferred option because & helps to address a specific Informational bamer to domestic consumer
engagement in the retad anargy market — lack of clarity in the information provided by suppliers on tariff options and
energy usege —which cannct be overcome with allemative policy oplions and non-regulatary aporoaches.

Will the policy be reviewed? It wilwill be reviewed. If applicable, set review date:01 / 2018

Does mplemantation go beyond minimum EU reguirements? MIA

Are any of these organisations in scopa? If Micros nof Micro: <20 Small: Medivm: | Large:
awarnpied set out reason in Evidence Base. No No No Yes Yes
What is the COZ equivalent change in greanhouse gas emissions? Traded: Mon-traded:
{Million tonnes CO2 equivalant) MHA NA

I have read the Impact Assessment and | am satisfied that, given the available evidence, It represents a
reasonable view of the lkely costs, benefits and impact of the leading opfions.

LN

Signed by the responsible Minister: e Cate: 4" December 2014

3&& sechion 123 of the Enarmgy Al:'i 2&'.'-'13 availablae at: fif -;.,_
¥ Available ondine 8t hittps . . il g3



Summary: Analysis & Evidence Policy Option 1

Description: Oblige supplers to place, on all domestic retail consumers’ paper energy bills, a non-
proprietorial machine readable format which if scanned by a generic smartphone reader would provide
access to 12 key pleces of data in a manner which is ciear and easy to understand

FULL ECONOMIC ASSESSMENT

Price Base: | PV Base: | Time Period: Net Benefit (Present Value (PV]) (Em)

Yoardid | s 5 years Low: -7.5 High:-6.8 Best Estimate: -7.2

COSTS (Em) Total Transition Average Annual Total Cost
(Constant Price)  Years |  (escd Transiion) (Constent Prics) (Presant Valug)

Low A 0.2 6.8

High MiA, 1 0.3 7.5

Best Estimate 34 0.3 7.2

Description and scale of key monetised costs by 'main affected groups'

Unctar this opfion, suppliers will incur one off set up costs. These will include acquining software to produce the
machine readsble image. redesigning the bill and changing the bill generation and prnting processes. Suppliers wil
also face the on-going casts of prinfing the image on consurmer bills,

Other key non-monetised costs by ‘main affected groups’

Volunleers working as part of the DECC funded Big Energy Saving Netwark and other third secior led oulreach events,
largeting vulnesable consumers with a programme of 'assisted action’, will be able to make use of the machina
readabile images to encourage switching ” Easier access ta the information required to compare tariffs and switch
supplier can aiso be expected fo increase levels of switching, compared to the baseline scanario, amongst the wider
population (those not largated by outreach events),

Furthermaore, it s expected that third parties, for example swiching sites, will develop appications to utse the data
embedded in the machine readable formats in order to offer consumers tailored cross-market tariff comparisons.”
DECC considers & highly likely that third parties, for example switching websies, will develon thess appications

Tao the exient that these aforementioned groups of consumers reslise savings through increased lavels of switching,

compared to the baseline scenario, economic surplus will reallocated from suppliers fo consumers, representing an
ndirect cost for energy suppliers.

It ias not been possible to monetise thess costs due to uncertainty about

= the degree to which the machine readsble images will bring about additional switching, and the timescales
over which this could eccur, on fop of the level which would be expected in the baseline scenario; and

» Ihe precise likelihood of, and timescales for, thind partes, for example switching sites, developing applcations
to utlise the machine readable fomats.

There may be an opportuniy cost to suppliers resulting from the space on bills and statements of account taken up by
tha machine readabie fomats.

' DECC (2013) "Ensuring & better deal for enengy consumers: Govemment Response to consultation an DECC™s discussion
document’ [web|, available at
hitpe:weanw gov uliooye ]




BENEFITS (Em) Total Transition Average Annual Total Benefit

{Corstant Prics)  Years | {swcd Transition) (Constant Prics) (Present Value)
Low A 1 A, MiA
High MNIA, MNIA, MNIA
Best Estimate A MIA MiA

Description and scale of key monetised benefits by ‘main affected groups’

It has noi been possible to monelise the benefits of oplion one due o lack of evidence and the level of uncefanty
around the exact impacts of the policy. See the 'Mon-Monetised Benefils' section which follows for further explanation,




Other key non-monetised benefits by ‘maln affected groups’

i sheald be noted that the foflowing benefits, relative to the baseline sCenano, are expectsd o decreass gradually over
time as the smart meter rallout appraaches completion in 2020 Machine readable formats on bills will be rendered lass
dwractly useful by the rollout of smart meters as, through these meters, consumers will be able to easily access key
data on their own ensergy consumption, tariff and expenditure throwugh their smart metars,

Consumers will benefit from easier access to thelr own, key dats in 8 clear and easy to understand format. The
improved avallabdity of this information may incresse consumer engagement in the retail EMBrgy market

Volunteers working as part of the DECC funded Big Energy Saving Metwork and other third sector lad outreach evenls,
largeting widnesable consumers with a programme of ‘assisted action’, will be able to make use of the machine
regclable images to encowrage switching, Easler access fo the information reguired to compare taniffs and switch
suppéier can also be expected to increase levels of switching, compared to the baseline scenario, amongst the wider
population (those not targeted by outreach events).

Furhermare, # is expected that third parties, for example gwitching sites, will develop spplications to wilize the dala
embedded in the machine readable formats in order to offer consumers tefiored cross-manke! tasif COMparisons
DECC considers it highly Bkely that third parties, for example switching websites, wil devedap these applications.

To the extent that these aforementioned groups of consurners realise savings through Increasad levels of switcihing,
compared to the baseline scenario, economic surplus will realiocated from suppliers o consumers, represanting an
Indirect benefit for dormestic refail energy consumers.

Additionally, as the energy market is nat perfectly competitive, suppliers may currently price above marginal
cost for a proportion of their customer's tariffs, which may cause 'deadweight loss' to society. By increasing
compatitive pressure in the retail energy market, the policy may reduce this ‘deadweight loss' and bring about
net gains to society. On this basis, the gains fo consumers brought about by Increased levels of swilching may
be expected to slightly outweigh the comespanding losses to producers,

Suppliers may choose to comply with the policy by optimising the consumers experience gained from a 'vanilla'
reading, for example by generating URL wab addresses and offering consumers a choice of uploading thair
data Into an opfimised section of their suppliers website "" These web pages could manipulate the dats, for
example to allow Intra-supplier tarff comparisans, which would represent an indirect benefit for consumers.

It has not been possible to monefise these benefits dus to uncertainty about

* the degres to which the machine readable images will bring about additional switching, and the timescales
ovr which this could cccur, on top of the level which would be expected in the bassline scenario;

= the precise likelihood of, and tmescales for, third parties. for example swiching sites, developing applicalions
o ubise the machine readable fomats;

= the cument price and marginal cost structure of the retad energy market and

= the extent lo which the policy will increase competitive pressure in the reted energy market

Wider nan-monefisad benefils include increasad competition and innovation, new and expanding infomediary
markets, and changes in energy consumption

** A ‘vanilla reading is the result of scanning the machine readable format with commaon, freely avadabls scanning application
on smarfphone of simifar device




Key assumptions/sensitivitiesinisks 35

The appraisal pariod used fo 2sseas Option 1 is the & years from 2015 — 2019 despite the legiskation having a sunset
clause meaning the power may not be exercsed after 31" December 2018 However, the appralsal period s justified
because we can expect the legislafion to be extended until the roll out of smart melers s universal. From 2020
onwards, the costs and benafis of the palicy can be expeciad to be zero because the legislation is not expected to be
extanded beyond the end of 2018, This i because the full roll ool of smart meters showld be compleded by 2020
rendering the need for machine readable information on bils less directly useful. Domestic cansumers will be atle to
access key data on thair own energy consurmplion, tarff and expenditure through thair smart meters,"”

The EAMCE has besn calculated for the five year pericd over which the policy is expecied to be active, from 2015-
2018,

For any given supplier, there is a risk that they opt o comply with the legislation by choosing 8 machine readable
format which the market later renders obsolete, which would potentafly be costly for that supplier,

BUSINESS ASSESSMENT (Option 1)

Direct impact on business [Equivalent Annual) Em: Inscope of DIOO7? Measure qualifies as
Costs: 1.2 Benefits: D Nat: 1.2 Yas I

" DECC and Olgem (2011) ‘Sman Metering Implernentation Pragramme - Response (o Prospecius Consultation’ [wekb]
avedeble % £:wenw Qo Ukfgovemme gadefs fuploads/etizchment detafile/d27 4314 T5-sman-matering-|
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Evidence Base (for summary sheets)

Eacltg_ round

. This Impact Assessment (1A) examines the implementation of the Frimary Legislation powers, which
were the subject of a previous 1A, to require energy suppliers to provide access to key tariff and
usage Information, on energy bills and statements of account, to demestic customers in a farm that
allows smart phones, or similar devices, to read and use it {refarred fo as “machine readable format™
throughout the |A). This |A accompanies a Government response ' to the recently concluded
Government consultation on the implementation of these powers. ™

2. Only one policy option is considered in this |4 because the primary powers which exist in the Energy Act
are narrowly defined. The Act unambiguously gives the government powers to reguire suppliers to place
machine readable formats on enargy bills,™

3. This proposed piece of legislation is designed to address a specific informational barrier to
domestic consumer engagement in the retail energy market (lack of clarity in the information
provided by suppliers on tariff options and energy usage) and is part of a wider landscape of
government initiatives to Improve engagement in the retail energy market. Please see the 'Other
initiatives to improve consumer engagement’ section below for further details. It will also build upon
the benefits brought about by Ofgem's implementation of its RMR. proposals, ™

Consumer Empowerment and Midata

4. In April 2011, the Government |aunched its Midata project, to allow domestic consumers to view,
access and use their personal and transaction data in a way that was portable and safe, as part of its
Consumer Empowerment Strategy.” As part of this project the "Big 8" energy suppliers, which
supply around 85% of domestic energy customers, have already agreed to glva domestic consumers
access to their consumption and tariff data securely. Consumers can elect to receive this in a data
file which can be sent to their own email address, or view the data on their suppliers website,
Consumers can use this information fo better understand their consumption and compare their tariff
details to other offers in the market.

3. The Depariment for Business, Innovation and Skills (BIS) published a consultation on the
Government's Midata initiative in July 2012™, seeking views on the need for legisiation requiring
suppliers of goods and services to provide, on request of the consumer, personal transaction data in
an electronic format. The Government response to the consultation, published November 2012,
sels oul, amaongst other things, the leading role of the energy sector in the Midata programme.

" DECC (2013} 'Consumer Tarfi Amendments [power gl - Powar to require suppliers to provide key mlormation to customers n
a formn that allows smart phones to read and use it' fweb), evallable at:

hitpa:d
pl

4 The Government response is cumently being drafted and will be published alongsde this 1A,
" The onginal Consultation 5 hentew oy wklgovErmmE

Ii Sen section 138 of the Enengy Aot 2073, available at: hip: i
* Ofgern (2013) ‘The Retail Market Reviaw = Imp
avelable at e e afgerm, oo, whosiles defg

e
iy



. Following this, amendments were made to the Enterprise and Regulatory Reform Bill to estabiish an
order-making power to require suppliers to provide access, upon request, to consumers own
transaction data In an eleclronic format. The Enterprise and Regulatory Reform Act achleved Royal
Assent in April 2013.* These powers remain unexercised and voluntary progress is still being sought
from the energy, banking (current accounts and credit cards) and mobile phone sectors, with BIS
currently assessing the results of a review into progress in these sectors, with automated access to
Midata for third party intermediaries (TPIs) being one of the key outstanding issues.

. The Midata project provides proof of concept. It has shown how consumer data release can operate
and progress has been made on establizhing a vision and principles. We also understand better the
current consumer and business perceptions and the need for safeguards when consumers use their
data,

. In DECC's discussion document "Ensuring a Better Deal for Consumers’, the government proposed
taking this a step further by not only providing consumers data in an electronic format, but ona that
would make this data instantly available and portable.® Contingent on the development of
applications by third party intermediaries, data in such a format will give consumers the ability to
frictionlessly upload that data to search for a better deal

Smart Phones and Machine Readable Formats

. There are a number machine readable formats that allow smart phones to read and use the
information contained within it Currently the most typical format is 2 Quick Response (QR) Code ®
but there are algo similar technologias, such as EAN bar codes.

10. The potantial for helping consumers through smart phones is large and increasing rapidly, with 62%
of UK adults using such a device as of late 2013 (up from 54% in 2012}, including 20% of those aged
between 65 and 74 In addition, there has also been a growth in household take-up of tablet
computars (which can typically also read machine readable formats), with 30% of UK adults now
using a tablet PC tu:gu online as of [ate 2013 (up fram 16% In 2012), Including 179 of those aged
batwaan 65 and 74, If third party intermediaries were to develop applications which can read and
utilise the machine readable formats, energy consumers who own @ smart phone or similar device,
and are aware of the benefits of these applications would then be able to use them to quickly and
easily compara tariffs and switch supplier,

11. Whilst machine readable formats would benefit those who have their own device, it potentially has a
wider reach via friends and family and advisory services such as Citizens Advice, In particular they
could be used to assist to vulnerable consumers, who are targeted by outreach events, Ofgem, in
their Retail Market Review consultation document, cited evidence that "friends and family were also
seen as useful sources of information and advice. This appeared to be especially true for older and
some maore vulnerable consumers” ™ Therefore, these machine readable formats could benefit older
and vulnerable consumers through their friends and relatives providing the smart phone or simikar
devices to read the formats.

12, Furthermare if, as is expected, third party intermediaries were to develop applications which can read
and utllise the machine readable formats, older and vulnerable consumers could also reap the
beneafits of these applications via their friends and family who own smart phones or similar devices.

ff Detailed legal information on this act is avalable at fiip e [egistation gov ukhukpgal201 324 contentsienaciad
DECC (2012} 'Ensuring & h-alter-:leal ruranarg'_:.' unrraumm DEEC: dls-:u:sm duwmunt' [wah] avai.aua ak:
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raadal:ulll';.r and greater storage capaciy comparad {o standard UPC barcodes
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13. According to comScore, a market analytics firm, 11.4% of the UK smartphone users scanned QR
codes using their device in the year to July 2012™ However, there are alternatives to QR codes,
such as image recognition applications. These applications search for infarmation based on photos
taken by smart phones or similar devices. Some applications can be used to scan 3 wide range of
retail products as well as codes on majer landmarks and shops. Others are aimed at adverfisers and
allow static adverts to be brought to life with interactive audio-visual content,

Application of machine readable formats codes to gas and electricity markets

4. In April 2012, the Deputy Prime Minister announced an agreement with energy suppliers to commit to
work with Government, in order to investigate the possibility of putting QR codes on energy bills and
annual statements to facilitate an easier switching process through smart phones.® Together with
industry, BIS led the work to consider the technical issues that would need to be resclved, such as
data size limitations and consumers' data protection and security. BIS's evaluation of QR codes
suggests that they can be helpful in facllitating sccess to data and removing data transfer friction at
low cost. Although this work does not seek to mandate that suppliers place a QR code specifically on
consumer's energy bils, DECC considers that the BIS evaluation is relevant to other machine
readable formats

15. The BIS work on Midata and the voluntary agreements on information and QR codes are
complementary to Ofgem’s Retall Market Review (RMR) measures which look to encourage and
equip consumers o gel the best deal from the energy market ® Ofgem's RMR measures fmit the
number of core tariffs suppliers can provide, prescribe simpler tariff structures and mandate suppliers
to move customers on poor value "dead” tariffs to better value "open” ones They also require
suppliers to provide personalised information on bills about the cheapest tariff with their current
supplier as well as a standardised Tariff Comparison Rate (TCR) to facilitate more meaningful tariff
comparisons with other suppliers.”

16.In May 2013, DECC published its response to the consultation, 'Ensuring a Better Deal for
Consumers',*' where the government set out its intention to take powers in the Energy Bill to require
suppliers to place QR codes on consumers’ bills, taking the BIS led work on Midata in the energy
sechor a step further.

* eomScore (2012) 'OR Cods Usage Amang European Smariphone Owners Doubles Over Past Yea
B ' '--:-.=-_.F_'| SOR o Dk O =F1i]
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Other government initiatives to improve consumer engagement
Sman Melers

17. The Government i requiring energy companies to install smart meters for their customers and they
will be rolled out as standard across the country by 2020 (please see chart 1 below for the latest
Smart Meter expected rollout trajectory).™ This is consistent with the aims of this regulation in
providing consumers access to their own data easily. The addition of machine readable formats to
energy bills will provide all domestic energy consumers, who receive paper bills, with access to their
own information until the smart meter roll out is complete. The sunsat clause for this regulation is sat
to coincide with the completion of the roll out.

18. Once smart meters have full coverage, they will render any informational benefit from machine
readable images on consumers’ bills less directly useful, Domestic consumers will be able to access
key data on their own energy consumplion, fariff and expenditure through their smart meters.
Therefore the policy is not expected to be continued after 2020. It is also therefore expected that, as
th Smart Meter rol! out gradually progresses between 2015 and 2020, the benefits of this poficy will
progressively decrease.

Chart 1: Cumulative smart meter roll-out profile - domestic consumers
UK, 2012-20

per cent
100

0

M7 13 H0n4 2015 1016 217 208 2019 2030
Source. DECC

EU Energy Effictency Directive™

18. The EU Energy Efficiency Directive includes provisions requiring energy suppllers to make billing
information and consumption data available to consumers. ™ The addition of machine readable

formats to domestic consumers’ enargy bills complements the Directive’s provisions, which will come
into force on 5™ June 2014,

“ DECE {2014) 'Sman meter rofl-out for the domestic and small and medium non-domestic sectors (GE). Impest Assessment
[l:rdI]. awluhhh al
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Callective switching

20. Collective purchasing and switching i= when consumers get together to negotiate a group deal with
their gas and electricity suppliers. DECC launched the £5 million Cheaper Energy Together fund in
October 2012. The fund supported the development of collective purchasing and swilching schemes
by local authorities or third sector organisations in England, Scotland and Wales. These events are
targeted at particular groups in society, whereas machine readable formats will be on the energy bills
of all consumers whao receive paper bills.

21. In October 2013 DECC reported on the progress of schemes funded by Cheaper Energy Together.
The schemes are considered to have been effective in engaging with consumers, with just over
21,000 household switching energy suppliers. This has delivered total savings of just over £2.7
million to date (market prices).™ Since that research was published, further collective switches in
Movember 2013 and February 2014 have resulted in additional savings of around £2.6 million
{market prices) and almost 14,000 consumers switching

Face to face advice

<2. Analysis provided as part of Ofgem's Retail Markei Review showed widespread consumer
disengagement with energy markets, which was most pronounced amongst vulnerable consumers, ™
Whilst Ofgem’s Retail Market Review proposals provide domestic energy consumers with simpler
and fewer tariffs and clearer and better information to help them better engage with the energy
market, many vulnerable consumers will need exira help and advice to engage with the energy
market and to give them the confidence to take decisions that will reduce their bills,

Z3. For many vulnerable consumers this means the provision of face to face advice by trusted sources,
such as friends and family or trusted third sector organisations. This is why DECC has provided a
further £1m funding for a second year of the Big Energy Saving Network (BESN), a programme of
consumer outreach led I:g?aruund 500 specially trained energy advisers from voluntary organisations
and community groups. ™ Trained volunteers have delivered advice sessions throughout winter
2013/14 to vulnerable consumers and provided training to the frontline workers who suppert them.
The outreach programme has specifically focused on helping consumers lake concrete steps fo
reduce their energy costs, by taking action on tariffz, switching and energy efficiency offers.

24. DECC is currently evaluating the first year's operation of this programme preceding a further grant
funding round ahead of a programme of delivery through autumn and winter 2014/15,

25. The BESN complements other outreach initiatives such as Big Energy Saving Week, a national
awareness raising campaign designed to connect vulnerable consumers with the range of help and
advice avallable, and Energy Best Deal, which provides a comprehensive and broad ranga of energy
help and advice for both consumers and advisors alike.

26, Whilst tariff and switching information is provided to wvulnerable consumers through these
programmes and campaigns, the need to manually input energy data from paper bills and statements
of account at such public events to tarff comparison websites on portable electronic devices, makes
this process time consuming, cumbersome and potentially off putting for some consumers. Machine
readable formats on energy bills will make possible, through the instant access to kay tariff and
consumption data on a bill, the provision of fast and accurate tarff advice directed at vulnerable
consumers at cutreach evenis,

: Ofgem {2011) 'The Retal Market Review ~Findings and initial proposals’. pp. 26.0 jweb] available st
Hps: -publicati fin

DECG {2013) ‘Ensuring a batter deal for energy consumars: Government Response to consultation on DECC's discussion
docasnent’ [web), available at




27. Furthermore, vulnerable consumers, including those on lower incomes and those of pensionable age
whao live alone andior are on lower incomes, are less likely than other groups to be computer literate
and have access to computers at home,™ Machine readable formats should benefit these consumers
by making it easier for family and friends with greater computer accessibilityfliteracy to help
vulnarable consumers make better informed tarniff choices.

Problem under consideration

28. In a perfectly compefitive market both consumers and suppliers have full information on anything that
might influence their respective decision-making processes, for example supplier costs, alternative
products and prices. However where a parly has incomplete information, they are at a disadvantage
in the markel. At present, suppliers are better informed than individual consumers about their own
information, particularly domestic consumers, leaving consumers &t a8 competitive disadvantage.

28, Ofgem provided clear evidence in its RMR that the majority of domestic consumers do not engage in
the energy market and are paying more than they would be if they were on a lower available tariff, *
“Sticky” customers (indicated by low levels of switching) make it difficult for new energy suppliers to
enter the market to atiract a customer base. Ofgem's tracker survey shows just 13% of gas and
electricity customers switched their supplier in 2013, While this is higher than the previous year, in
which 11% of electricity customers and 12% of gas customers switched suppliers, it is still below the
level seen in 2011 when 15% of electricity customers and 17% of gas customers switched, ™

30. The fact that the majorty of customers do not shop around to sesk out the best deals and that
suppliers can differentiate their offers between new and existing customers means there is less
pressure on suppliers to compete (see Box 1) than in a perfectly competitive marketl. This makes
markel entry by new suppliers difficult, potentially resulting in higher prices for the majority of
consumers that do not engage.

Box 1: Impact of consumer disengagement on com petition

Consumars play a key role in a well-functioning market, Through thesr active participation and choices in the
market, consumers pul pressurs on supplers to offer the products that consumers want at competitive prices.
However, In theory ‘sticky’ customers can create for suppliers a degres of slack and reduce the incentive to drive
down costs and to innovate to mee! consumers’ preferences. This can potentially lead to higher prices for
consumers. In order to be active, consumers need to have a clear understanding of how to access, assess and act
on market informaltion to choose the best product and taniff,

In general, when suppliers make excess profits or act mefficiently, this should incentivise new entrants inlo a
market. However, consumer disengagement puts new antrants to the retail market at a pofential disadvantage. Any
new enlrant has to offer larger discounts to incentivise consumers to switch than they would have to if the market
feafured a more engaged and reactive consumer base. Unike incumbents, by definiticn new enfrants have no
sticky customers that ware inherited at the time of market liceralization. Instead, they have had to compete to gain
all their customers, meaning that all of their customers were at one palnt (and possibly still are) active in the
market. The customers of new entrants are more likely to switch than those of incumbents, and therefore new
entrants cannot segment their cusiomers in the way Incumbent suppliers can

This market structure erables the incumbents fo offer more: competitive tarffs to those who do switch whidst
keeping the tariffs of sticky customers higher. The fact tha large incumbent suppliers are able to undercut new

entranis due fo their more profitable large 'sticky’ customer base makes new entry difficult. This patentially
increases the incumbents’ marke! power.

* See Ofcom (2014) *Adults' Media Use and Attitudes report 20-4°, p.14 [pdf], available at;
hiipoistakebolders ofcom. org.ukibinaresiresearchimeadia-lisracy'adulis-20 142014 Adulls repor gl Only 42% af owver B35
UE:EI the intermnad a1 all, compared 1o B3% of a8 adults,

-D‘fgam {2011) "The Retail Markat Reviaw — Findings and Initiad F'mg:mah Supplementeny sppemndices” [wab], avaiabls al

1 lcationsa8 e m endices
Ipcsns. MI:I-HI. |;2|:|-13} I:nn.-:l.rner Engagerment with the Energy Marke! = Tracking Swrvey 2074, 1:1 10 jweb], available at
nitps: itvean ofgem. EM- ions/BE 3T Sicustomenangagementwith
Kir 4 i 1
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31. However, Ofgem’s RMR measures aim to introduce a fairer and more transparent tarniff framework
and ta make it more difficult for suppliers to subsidise cheap deals through “sticky customers”.*'

32.In their 2011 'The Retall Market Review — Findings and Initial Proposals' document, Ofgem
segmented energy consumers into five categories. ¥

Figure 1: Ofgem's segmentation of energy consumers, in terms of their attitudes and behaviour fowards
engaging with the energy retail market

Increasingly sticky consumers

Proactive

5-10%

Reactive
5-10%

These segments can be defined as follows:

33. Proactive consumers: are likely to have switched supplier or tariff within the last year, They research
alternative offers themseaives and will switch supplier without the need for prompting.

34, Reactive consumers: are alzo likely to have switched supplier or tariff within the last year. They do

not necessarily shop around or plan to switch, but may switch as a result of an encounter with 2
sales agent,

33. Passive consumers: are those who repont switching st some time In the past, but have not in the last
year. Our research tells us that many of these consumers have switched once, most often to a dual
fuel offering either with British Gas or their incumbent electricity supplier. Having made an initial
saving with their first switch they are not particularly likely to switch again.

38, Disengaged consumers: are those customers who report never having switched but don't rule out
switching in the future. Many disengaged consumers may cnly decide 1o switch in reaction to poor
sefvice from their supplier or foliowing an encounter with a sales agent. They generally have little
knowledge (and in some cases little interest) of the energy market

37, Permanently disengaged consumers; those consumers that claim to have never switched and are

unlikely to switch in the future. They are the stickiest consumers and many are likely to be vulnerable
CONsuUMmars.

" qlrg:n {fmay “The: Retail Market Review — implementation of Simpler Tariff Chalees and Clearer Infarmadion: Decision’ jweh],
anal L | L 0%, =l L | A TR L2

RS, AR D

Dig-rnﬂ:l 'ThuHa (AT - Findangs n:!ln F' . Supplementary appendicas’, pp.5-6 fweb),
; 1 it SY 0 mmrappendices. pd!



38. Ofgem concluded that the reasons for lack of consumer engagement in the retail energy market (sae
Box 2) include the proliferation of tariffs and complex tarff structures which make it difficult for
consumers to compare tariffs and understand which offer the best value for them, and the lack of
ciear Information on bills. Another factor is a lack of awareness that cheaper tariffs exist.™ Many
consumers are not confident enough to engage in the market andfor are put off by the percaived
hassle and time it takes fo switch supplier, Others may be aware that there are savings to be made
but In the ahaenue of a specific prompt or trigger to act, choose to remain with the tariff they are
already on,™ Two further barriers are a lack of confidence ameongst consumers in collating accurate
tariff agd usage information; and a lack of confidence in understanding and predicling energy
usage.

EBox 2: Barriers to effective consumer engagement

Ofgem has carried out consumer research and anafyais to @ssess the bamers to consumer engagement which lhe*_r
have presented its March 2013 RMR document, ‘The Retall Market Review — Final domestic propasals’.® The
barriers to engagement thet Ofgem identified are:

s Complex fanfis = the number of different tanlf sirectures ‘on offer are confusing, with complex structures,
including mutti-tier tarffs and various discounts appled. This puts off many consumers from searching,
lmads some consumers to abandon their search, may result in an incressed freguency of poor switching
decision and contributes to a kack of trust in the industry.

= Inadequale iformation — there iz evidence to suggest that consumers find information that they are sent
from suppliers difficult to understand and use, particularly for vuinerable customers.

# lack of frust and poar supplier conduct — there i= evidence that the oversll perception of the energy
industry is faily negative, and suggests that CONSUMers belleve suppllus make | deliberately dfficult 1o
switch suppler.

Behavioural sconomics also suggests that consumers have: '

» Limiled capacily lo assess complex information when swilching - , time and attention are scarce rescurces
and so individuals use rules of thumb when the Information they need to assess is compiex, this often
results in non-optimal decisions. i

« ‘Siafuz quo bias' — consumers have a fendency to not ::hama from: what they are cumently doing uniess
they face strong reasons to do so.

®  Loss aversion — consumers feel more strongly about losing rather than gaining value, and therefore could
be less likely to switch for fear they may be worse off.

*  High discount rate — consumars put more waight on the costs/hassle of switching than the gains they could
achieve over a longer time period by switching.

* 5PA Future Thinking (2012) Cipbons farchaapast mﬁ’ﬂmsaag.lng an ::us!-nmar ::uﬂmmam Repa.r.r-ndq.mnraau&
ressarch Iweb] avallanle at; gy Lo : il o= ST A

limad
% BIS (2014) Faa&uhilly' slua‘grmthe usu;l. -nH:tH md-a:a in the eneigy mtur p.? [p{lf], a-mllama al




38. In October Ofgem introduced new licence conditions to implement its RMR measures which are
intended to overcome the barriers it identified during the course of the review. These include:

& limiting suppliers to four tariffs per fuel;

banning complex tariffs:
» slandardising the discounts and special offers;
* requiring suppliers to notify consumers when a fixed term tariff is coming to an end; and

* requiring suppliers to tell their customers about the cheapest tarff available for them and
provide clearer information so that they can compare their tariff to those offered by other
suppliers.

40. Research from Ofgem's March 2012 Consumer First Panel shows that nat all consumers are aware
that they require a range of data to help them review their energy options, including the cost and
features of their current tariff, their consumption and detalls of atemative tariffs which will infarm
whether a switch would be beneficial. ** It highlights lack of information about the consumer's current
tarlff as a barrier and conciudes that consumers need to have access to clear information that
enables them to make accurate decisions about their energy options at each stage of this 'customer
jourmey’.

41, Feedback from outreach events has tended to support this finding. Whilst organisers (e.g. Citizens
Advice) were able to engage with consumers on the range of energy help and advice available to
them. the degree to which they were able to offer advice on tariff and switching options was
constrained by a range of factors, including uncertainty as to the best tariff options sultable for each
consumer's circumstances. This was in part due fo a lack of basic information about their existing
tariff, payment method and consumption. Although RMR reforms will require suppliers to provide key
information in a tariff label on bills and other communications,™ machine readable formats on bills
codes will make it more accessible and pertable.

42. The voluntary progress made by the Midata initiative in the energy secter so far does not provide
consumers with access to their own data unless their energy is supplied by one of the largest six
energy suppliers and they either have an online account or elect to receive the data via email. The
proposed Secondary Legislation, refating only to paper bills, will better target disengaged consumers
who are less likely to be computer literate and therefore less able to receive information via the
intarnat.

Rationale for Intervention

43, Intervention is needed to ensure that energy companies provide consumers with their data in a non-
proprietorial machine readable formal, This would make the data readable and portable through a
generic scanning application, such as a QR code reader. By improving accessibility of information
consumers can participate more effectively in the market. |If successful, consumers will be in a betier
position to choosa the best praducts and tariffs for them

* Ofgem (2013) "The Retail Market Review — Implementation of Simpler Tariff Choices and Clearer Infarmation: Decision’ [wah],
available at hitps thwens oinem gov ukisites/detadifilesidocsidecisions/the STPT
i fion of simpler i learesr inform ]
ipscs MORI (2012) 'Consumer engagement with the energy maskel, infarmation needs and perceptions of Oigem - Findings
from the Qfgem Consumer First Panel Year 4; second workshops (held in March 2012 [web] availabie at

2 [T R 5/ 5 i i
pRreeptions-ofnem pdi
&)

fgem (2013} TTIB Retad Market Review - Implemantation of Simpler Tanff Choices and Clearer Information: Decision’ jweb]
E:«"ﬂlm al: hips: e ofgem.gow. s a5 ciihie i kel review -
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44. Furthermore, third party intermediaries have indicated that they would be highly likely to develop
applications to read and utilise the machine readable format. This would allow quicker and easier
tariff comparisons both within and between suppliers, faciltating increased levels of switching, In
addition, such application development should facilitate quicker integration of machine readable

formats In the market, meaning the associaled benefits will be realised more quickly than they
otherwise would be.

45 BIS have made progress with the Midata project and have an order-making power to regquire
suppliers in the energy, banking {current accounts and credit cards) and mobile phone sectors to
provide access to consumers own transaction data in a portabla electronic format, This power also
extends o requiring the provision of such data to Third Party Intermediaries, such as switching
companies, BIS are currently assessing whether there has been sufficient voluntary progress to
obviate the need to exercize these powers.,

46. The voluntary progress made by the Midata initiative in the energy sector so far does not provide
consumers with access to their own data unless they have they have an online account or the ability
to receive the information via email. This legislation, relating only to paper bills, will better target the
problem of disengagement as those consumers without online accounts are more likely to be
disengaged and represent around 85% of the population of energy consumers,”'

47 However, it iz not clear that there will be sufficient incentives for suppliers to work veluntarily with
Government to develop this technology in a way which could enable cross market comparisons and
make switching to an alternative supplier easier and more effective. As mentioned in paragraph 14
above, BIS has recently led work, alongside industry, to consider the technical issues invelved In
putting QR codes or similar on energy bills and annual statements. Despite the conclusion of this
work — that UR codes can be helpful in facilitating frictionless access to data at low cost - there has
been no progress towards a voluntary agreement to introduce QR codes or similar onto energy bills,

48 The Midata programme’s independent Chair, Professor Nige! Shadboll has advised that “for
individuals the costs of gathering and processing their own personal data for their own purposes are
currently so high that few do so0°.* In his view working solely through the voluntary programme is
unlikely to change that in a way that resulls In a mass-scale, permission and trust based sharing of
electronic data, which he befieves, will be an essential comerstone for an efficient, innovative 21st
century economy able to compete effectively on the future global stage.

49, The Government intends to support the BIS led veluntary work through the introduction of legislation.
This is expected to Increase the likelihood and timeliness of the potential banefits from using QR
codes, or similar, enabling cross market tarif comparisons and easier switching. This is

complementary to the recently implemented licence changes following Ofgem’s RMR and the current
review of TPIs.

Policy Objective

50, The Government's objective is to take appropriate action to ensure that simost al™ domestic retail energy
consumers {Le. not just customers of the largest six energy suppiers who can receive data electronically)
benefit from access to key data on their own energy consumption, tariff and expendifure in a form which is
clear, easy to understand and facilitates frictionless data transfar,

¥ Source: DECC (2014) Cuanterly Emergy Prices (QEP) pubications, tables 2.4.2, 2.4.3 and 2.5.2. The incidence of onling
tarifts in Decernber 2013 was around 15% for standard electricity and gas, and around 16% for Economy 7 electricly. Available
at hihps: e oo ukigovernmentisistietical-data-getaiquareiy-comestic-anary-proe-stastics
2 BIS and Cabinet Office (2012) Impact assessment for Midata', p. 8 [web] availabie at

- 1 St Akt WA EERE L S| LI RS R e el T - S T S D o = ] s Do e o e B
! Az descussed in the 'Small &rd micro business assessment’ seciion below, 12 energy supphers will be coverad by the
egmnption he Govemment & proposing for this policy. This incledes the 10 enengy swppiers which ara currently small or micro
businesses.
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51. Data provided in this format will help overcome an informational barrier to consumer engagement,
bringing about additional benefits to those from Ofgem's implementation of its RMR proposals. ™

52. Third sector valunteers, providing vulnerable consumers with 'assisted action’ through the Big Energy
Saving Metwork and other third sector led outreach events, will alsa be able to make use of the machine
readable information to encourage switching **

53. Furthermore, machine readable formats will aliow TPIs to develop senvices and products which heip
consumers, by frictionlessly uploading and analysing their data — providing tallored cross-market tariff
compansons. As a result, domestic consumers will be privy o quicker, easier tariff comparizons which
should lead to increased switching within and between suppliers. In turn, this should increase compaetitive

pressure in the retal energy market, thereby making it operaie more effectively in the interests of
COMNSUmears.

Options Considered

54. This section examines the costs and benefits of implementing the Primary Legislation powers In
order to require energy suppliers to provide access to key tanff and usage information, on energy
bills and statements of account, to domestic customers in a form that allows smart phones, or similar
dewvices, to reed and use the infarmation

53. Only one policy option is considered in this |A because the primary powers which exist in the Energy
Act are narrowly defined and are intended to complement other reguistory and non-regulatory
measures o increase consumer engagement in the energy market, The Act unambiguously gives the
government powers to require suppiiers to place machine readable formats on energy bills. ™

Baseline / "do nothing' option

56. In order to analyse the impacts of implementing the powers, the policy option has been assessed
against a "business as usual’ baseline scenario. In this business as usual case, secondary legislation
to implement the requirement is not brought forward.

57. The largest 6 energy suppliers now provide their customers with data in an electronic, machine-
readable format. Currently, this is in the form of a comma-separated values {.csv) file™ On its own,

we believe the voluntary programme will not deliver any further additional costs or benefits to those
already in place.

58. The Government may additionally seek to exercise the powers of the Enterprise and Regulatory
Reform Act in order to compel energy suppliers to release customers' personal data to them. As
discussed above, the government will alse still conduct a series of assisted action events, designed
to target the severely disengaged This is aimed to improve engagement amongst these more
vulnerable groups who may not have direct personal access to smariphone technologies.

59. According to official statistics, in Q3 2008 switching levels for both electriclty and gas peaked, at
around 1.5m and 1.1m switches respectively. This means that approximately 5% of both gas and
electricity customers switched suppliers in that quarter.” On an annual basis switching rates have
been declining since then — just 3. 4m electricity and 2.3m gas switches occurred in 2013, comparad
fo 5.4m and 4.2m in 2008. However there was a significant surge in switching levels during Q4 2013,

* Dfgem (2013) The Retall Marke! Review — Imgdementation of Simpler Tarlfl Cholces and Clearer Infomnaticn: Decision” [web),
#vailable at: 5 A T, ecidataultfiles/docsidecksionsthe retril marked raview -

217 :
Ejmers pdl

23 Ses seclion 139 of the Enemy Acf 2093, svallable ai: hito: i leal BT g gl 15, cled.
A csv file format consists of a number of records of information. each of which split inte & number of fislds which g
%EMHI:I by delimiters. This defimiter is usually 8 comma. but coukd alss bi 3 Sami-cobon ora kb,
These estimates ane only approximate beceuse DECC's switching data counts the lotal number of switches, rather the

fumber of customers who switched. If any customers switch mare than oNce In @ quarter, these esiimates will tend to ovarstate
the switching rate. See QEP 2.7.1, avallable at
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with 1.3m electricity switches and 1.0m gaes switches. This means that approximately 5% of bath
elactricity and gas customers switched suppliers in Q4 2013. The switching rate fell back to normal
levels in Q1 2014, with around 3% of electricity customers and 2% of gas customers switching
suppliers. Indusiry data shows a gentle decline in the switching rate during Q2 2014.%

G0.In our baseline scenaro we assume that, in the absence of secondary legislstion on machine
readable formats, the switching rate will increase due to Ofgem's new domestic supply licence
conditions resulting from its implementation of RMR. However, due 1o the scale of the retail energy
markel and the wide scope of disengagement, we would not expect the potential switching gains to
be exhausted by the new licence conditions. Machine readable formals are expected to bring about
benefits over and above those brought about by the RMR.

Option 1

1. This option is to oblige suppliers to place, on all domestic retall consumers' paper energy bills, a non-
proprietorial machine readable format which if scanned by a generic smartphone reader would
provide access to 12 key pieces of data in a manner which is clear and easy to understand. The
machine readable image will have to be of an agreed format and must be on either the front or back
of the first page of the bill.

62, As oullined in the "Small and micro business assessment’ section below, energy suppliers with fewer
than 50,000 customers for a given fue! will be exempt from the policy with regards to bills and
statements of account relating to that fuel. This means that the smallest 12 existing energy suppliers

will be exempt from the pmlcyr Thig includes the 10 energy suppliers which are currently believed to
be small or micro businesses.™

Type of machine readable format

63. Whilst QR code use is an established technology and its use is growing, we have acknowledged
throughout this process that this is a technology that is &t risk of short-term obsolescence from richar
image recognition and near field communication applications. When drafting the primary power
therefore, we allowed a degree of solution flexibility (sea figure 2 below for an overview of different
types of machine readable format as well as competing technologies).

84, This view was echoed by some energy suppllers and a number of technology companies and
consultants which responded to DECC's consultation, with some respondents also advocating that
the term ‘'machine readable formats® should specifically include optical character recognition (OCR).
Using this technology, the required data can be read from the text on a bill and not necessarily
embedded in an image, such as a OR code. Leading these calls have been technology companies
who have developed OCR technology and were close to coming to the market with their products
before DECC published its recent consultation,

65. These calls were balanced by some application developers and Third Party Intermediaries who
stated that consumer engagement and recognition would be better aided, and the costs of

daveloping, testing and maintaining applications that utiise machine readable formats could be
reduced, by mandating one specific format.

66. In appreciation of these canflicting concems, DECC intends to proceed with draft Licence Conditions
that require functionality consistent with, but not limited to QR codes. OCR could therefore be a
compliant means of implementing the Licence Condition, but only if the data was presanted to the
customner in the same way and same place on bills/statements of account as other formals.

B7. This ‘consistent functionality' will be realised through specifying a number of attributes which the
machine readable image, or OCR, must exhibit. The data will need to:

1. be embedded in @ machine readabie image,

* Energy LK (2014) Eﬂﬂfgr Switching - June 2014, p.2 Ipdr] available at: http s sneogy-uk org.ukipubicationfinishig-
resesrch-gnd-repars 1- Ciby-mini LN SR kil
W do not l'l-a-\'! sul‘ﬁmmt I:Iala on employes headoount o dEtennlna perfecty which of the smaller independent suppSars
classify as small and micro bussnesses under the Betler Reguiation defnition (having bess than or equsal to 49 full-tima
ermployess) For (hose supplisrs where data s not aveilabls, we have estimated employse headeount on the assumplion that it
is proporional to the number of customer accounts 3 Suppher has
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2, be grouped together in the same place on a bill statement of account:
3. contain the 12 data items we specified within the image;
4. be readable by generic smariphone/ tablet reader applications;

3. be portable from a generic application — |.e. copy and paste-able and in particular up-loadable
into an application;

6. not be constrained by passwords or other access barriers;
7. have standard formatiing and delimiters; and

8. conform to industry accepted standards of readability — i.e. for @R codes to be of an agreed
size to oplimise readability.

8. Given the potential for constraining innovation, we should also provide a further commitment to
review implemantation in 3 years.
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Figure 2: Summary of man mac.hme readable formats and competing lechnologies which could be
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Content of machine readable format

68,

70,

M.

72.

Ta.

74,

As part of the Midata project, & working group was set up to consider the feasibility of using QR
codes in the retail energy sector, The working group was made up of government departments,
industry, the regulator, consumer groups and third party intermediaries, The working group agreed
that 12 items of data (listed below) should be accessible via the machine readable image:

1. Version number;

2. Post Code;

3. Current provider;

4, Current alectricity tariff;

5. Current gas tariff,

6. Curment electricity payment method;

7. Current gas payment method:

B Meter Point Adminkstration Number (MPAN),

9. Meter Point Reference Number (MPRN),

10. Electricity usage over twelve months to billistatement date;
11. Gas usage over twelve months to bill'statement date; and
12. Start date.

Consuitation respondents broadly agreed that these 12 data items were appropriate in order to
realise the Government's proposed objectives around consumer engagemeant,

In addition, the working group also recommended that the machine readable image be a minimum
size of 2cm x 2om in order to reduce the risk that lower quality cameras will be unable to read the
format

This policy option reguires the data to be clear and easy to understand when the consumer uses a
smart phone, or similar device, to read the machine readabie format. At & minimum, the data must be
clearly visible and accompanied by relevant definitions and descriptions. Data in a continuous text
string would not be compiiant with the legisiation. Beyond this, suppliers have scope for innovation in
how they ensure compliance with this policy.

Une of the benefits of this policy will be to better facilitate engagement, including by vulnerable
consumers at outreach events or by friends and family. The use of QR codes or similar at such
events would require consumers to bring along & copy of their bill to be scanned by a trusted third
sector representative. To increase the likelihood that customers bring the data and image to such an

event it has also been decided that the machine readable image must be presented on either the
front or the back of the first page of the bill.

Furthermore, to ensure that consumers can genuinaly utllise the power of their own data, and
facilitate the development of applications which utilise this data, non-proprietary software must be

used in the development of the machine readable format so that any existing machine that is built to
read images, i.e. a "vanilla” reader, can do so,
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Impacts of Policy Options

Monetised Costs of Option 1"
Transiion costs

75. Under this option, suppliers will incur one off set up costs. These will include acquiring software to
produce the machine readable image, redesigning the bill and changing the bill generation and
printing processes,®

TG, Free, open source software is readily available to generate CR codes, which are fit for the purpose of
holding 12 pleces of information that can be read by a “vanilla” reader. Open source software is also
freely available lo generate allernalive maching readable formats, such as UPC barcodes,
Therefore, it is estimated that there will be no sofiware costs o energy suppliers.

77.In the consultation stage |A, we estimated the one-off set up costs to suppliers by making some
indicative assumptions about the human resources necessary to complete the tasks outlined in
paragraph 75 above, On the basis of these assumptions, we estimated the costs to be £0.11m in
total (2013 prices)

T8, For this |1A, in order to estimate the one-off costs to energy suppliers of redesigning the bill and
changing the bill generation and printing processes, we have instead utilised data from consultation
responses.

79. We Intend to publish responses to the Government's Consultation™ alongside the final 1A and draft
Licence conditions. Responses to this consultation indicated that the largest six energy suppliars, in
terms of custaomer numbers, are axpectad to face one-off costs of between £0.15m and £0.5m (2014
prices) in complying with the proposed legisiation. These set-up costs are expected to be £1.8m
{2014 prices) in total for the largest six suppliers.

B0, Whilst in our original 1A we estimated implementation costs for businesses to be relatively low, DECC
asked as part of the recently concluded consultation for more information on the cost impacts on all
suppliers, including on the 19 currently licensed independent smaller suppliers. Many who responded
to the consultation maintained that these costs would disproportionately impact on their businesses,
although only one response contained a monetised estimate of these set-up costs.

81, Based on the Information we did receive, transition costs are likely to fall most heavily on the smallest
energy suppliers, who have fewer customer accounts over which to spread these costs compared to
larger suppliers. To mitigate thiz, as discussed in the 'Small and micro business' section below, the
smallest 12 energy suppliers will be exempt from this policy. ThiE includes the 10 energy suppliers
which are currently believed to be small or micro businesses.®™ In total, the one-off costs to the
remaining 7 non-exempt suppliers outside of the largest six, are expected to be around £1.5m (2014
prices) in total. DECC recognizes that this is much larger than their market share — these 7 suppliers
are expected to bear around 45% of the fransition costs yet represent only around 5% of the market.

* As diszussed in the 'Small and micro business assessment’ saction below, the smallest 12 energy supediens will be coversd
by the exemplion ihe Government is proposing for this policy. This includes the 10 enengy suppliers which ane currently small or
micro businessas. The costs presanted nthe following section refact this exemplion
- HtS qzma:. Faaslbllll'g sh::lg.rm I;I'HE: um qfuﬂ mm l't‘lh- mu—gy sacb;r' |:| ‘-E [pdf], awailable at

=] : i i B2 T S8 bis-14-519-midsta-programsme-feagibdily-

Wiz do not have sufficent data on employes headcount to determine perfectly which of the smaller mdspendant suppliers
classity as small and misro businesses wndar the Beftter Regulation definttion (having less than or egusal to 49 full-time
employees). For thoge supplers where data s nol available, we have estmabed employes hesdoount on e assumplon that it
5 proportionad to the numiber of customer accounts 8 suppber hes.
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82. However it should be noted, as discussed in paragraph 119 below, that some consultation
respondents argued that smaller suppliers are likely to be amongst the major beneficiaries of the
Increased consumer engagement and switching rates which are expected o resull from this poficy.
Recent industry data on energy supplier switching provides some evidence to support this argument,
with switches to smaller suppliers representing a rapidly increasing proportion of total switches over
the last two years. In August 2012 this proportion was §%: by June 2014 It is estimated to have
grown to 49% " Furthermore, the exempled energy suppliers may choose to comply with the policy
voluntarily if they judge that the benefits to them outweigh the costs.,

83. The total transition costs of this policy are expectsd to be arcund £3.4m (2014 prices).*” This is
significantly higher than the figure of £0.11m (2013 prices) presentad in the consultation stage A,
The underestimation of one-off set up costs in the consultation stage LA reflects the lack of evidence
which was available at the time. We consider the estimates presented in this 1A to be more accurate
as they are based on data received from suppliers who rezponded fo the consultation.

84. We have not bean able to estimate a range for these set-up cosis so have only calculated a point
estimate, However, due to the particular lack of evidence received on the costs of implementation for
smaller independent supplies, DECC has taken a conservative view in estimating these costs for the
final 1A, These costs should be considered an upper bound for the costs which non-exempt suppliers
{outside of the largest &) may incur as a result of this pelicy.

Recurming costs

83. Suppliers will also face on-going costs of printing the machine readable images on consumers’ bills.
As the working group noted,™ the printing costs for a QR code is simply the cost of ink. Suppliers are
assumed to minimise costs by printing any machine readable image in black and white. These costs
will only be incurred by the proportion of consumers who receive paper billing as the legisiation only
requires suppliers to apply the machine readable format to paper bills. The costs of ink are based on
a U.5. industry report on printing costs * This cost of printing a QR code has been estimated to be
0.3 pence per bill, while the cost of an alternative machine readable format has been estimated to 0.5
pence per bill." Please see table 1 below for a breakdown of how this estimate is constructed:

Table 1. Cost of printing machine readable image, per bill/statement of account (2014 price
I3 Cost of Ink || Ink. coverage ' Ink | Increase [n Costof
per page of covarage ink printin
billistatement  including coverage: Image™
af gccount” image(B) | QR code™
(&) (BiA=1)

QR code | 3.95p 5% 5.3% 8.4% 0.25p
Alternative | 3.95p 5% 5.3% 12.8% 0.51p
image
= UK (2014} ‘Energy Switching — June 2014', p.2 [pdf], available at: hitp:iwvww enerqy-uk o ykipbdcationfinishis-
=B BN - - TR TS 34-ele ibe-swatching-Aqums-ume-2014 Rimi

£18m +£1.9m = £3.7m,
BIS (2014} Feasibilly Shedy on the uze of OR codes in the: engrgy secior, p.16 [pdf], avadlakie at;
A Satiachme '.r_'_": H1AEhi 51 9-midatg-

Hilips AR O LR T :_li (3]

- Thase figuras ars conalstent with intemal estimates of DECE's prinfing casts
Uising internationally recognised ISCYIEC 197982007 prirling standard. Ses
LT SO rErCE LS =t et o mibie £

hiip: 0 orgfieo B SiCataltiue fofcstalon = TR i bar=5{
8 Zx2cm image is printed, consisting of 50% biack ink in B case of QR code and 100% black ink in

These figures assume
the case of an allernative image, which serves as an upper bound for the ink coverage
T E.4%x 385 = 0,25 and 12.8% x 3.050 =0 Eip.
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86. Across all non-exempt suppliers, these printing costs amount to around £164,000 per year for a
generic OR code and £328,000 per year for an alternative format (2014 prices). The differance
between the upper and lower printing cost estimates is driven by the relatively low ink costs of a QR
code. These costs have been calculated on the basis that QR codes, which are characterised by
black squares on white background, will require haif as much ink as an altemative format. The
central estimate of the printing costs is calculated as a simple average of the upper and lower
estimates, giving a figure of around £246 000 per year (2014 prices). See table 2 below for a
breakdown of these printing cost estimates,

Tabie 2: Printing cost calculations (2014 prices)™

| Supplier Number of = Number of paper  |Costof  [Costof | Total Total

| group non-online - bills/statements of | printing printing printing  printing
customers accountissued” | image— Image — costs = costs —

{{millions)  (millions) (M) low (Cse) | high low high

i {Chignl {NxCiw) [NXCrion)
Largest & r 0.25p 0.581p £158,000 | £311,000
suppliers
Mext 7 1.4 3.3 0.25p 0.51p £8.000 £17,000
biggest
suppliers

{smallest 12

exgmpt)

Total 28.3 647 0.25p 0.51p E1564 000 | £328.000

87. Of these costs, between £8,000 and £17,000 per year (2014 prices) are expected to fall on non-
exempt suppliers oulside of the largest six, with a cenfral estimate of around E12 000, This ks
proportionata to their market share of around 5%,

8B, There are no direct monetised costs to consumers under Option 1. However, if suppliers pass the
costs of this policy onto consumers, they will face an indirect cost.

89. Evaluated over a five year period from 2015 to 2019, after which time the smart meter rollout is
expected to reach scale and the policy will come to an end, the PV of the costs of policy option 1 is
estimated to be in the range £6.8m - £7.5m (2014 prices, present value base year 2014), The central
estimate of £7.2m is calculated as a simple average of the two. Please see table 4 below for a
breakdown of these estimates.

Closa-down cosls

80. As oullined In paragraph 89 above, the policy will come to an end in 2019, It is therefore expected
that suppliers will face further one-off costs associated with redesigning the bill and changing the bill
generation and printing processes such that machine readable images are no longer generated and
printed.

91. However, it should be noted that no respondent to the recently concluded Government consultation

an this proposal raised this issue. Therefore, Government considers it highly likely that these costs
may turn oul o be lower than presented in this [A.

92, As a conservative estimate, we have assumed that these close-down costs will be equal to the set-
up costs (in real terms), In practice this is likely to be an overestimate as, although bill designs and
billing systems may have to be reset and reprogrammed, no new processes will have to be
developed, tested and incorporated into existing systems as they will during set up. As discussed in
the “Monetised Costs of Option’ saction above, these are expected to be £3 4m (2014 prices).

H Frgures may nof sum due fo rounding.
" Information on the biing frequencies used by suppliers was gathered from thelr cwn websites. For some of the smaller
suppikens, where infomalion was not obiainable, we have assumed they use billing frequencies typical of the industy as a
whobe. It should also be noted that these calculations assume that all suppéens are compliant with the EED provisions whech
come into force in Juns 2014 {see paragraph 189 above for more deteils), The EED requires thad sl cusiomess recaive a bill or
statement of account at least baice yearly. The Implementation of the EEDs requiremants in relation to billing has been the
subject of 3 previous LA, which recetved a Green rating from the RPC. That 1A will be published In the near fufere, slongsde the
LGoearmment fespanse to the consultation on the EED'S billing requiremeants,
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Non-Monetised Cosis of Option 1

Indirect costs due to increased levels of switching

83

85,

96

Volunteers working as part of the DECC funded Blg Energy Saving Mebtwark and other third seclor led
outreach events, targeting vulnerable consumers with & programme of ‘assisted action’, will be able to
make use of the machine readable images o encourage switching.™ Easier access 1o the Information
required lo compare tariffs and switch supplier can also be expected to increase levels of switching,
compared to the basefine scenario, amongst the wider population (those not targeted by outreach
events).

. Furthermore, it is expected that third parties, for example switching sites, will develop applications to

utiliser the data embedded in the machine readable formats in order to offer consumers talored cross-
market tariffl comparisons.” DECC considers it highly likely that third parties, for example switching
websites, will develop these applications,

To the extent that these aforementioned groups of consumers realise savings through increased levels of
switching, compared to the basefine scenario, economic surplus will reallocated from suppliers to
consumers, representing an indirect cost for energy suppliers. These costs count as indirect because any
switching which occurs as a result of placing machine readable formats on energy bills is contingent
further action by consumers. Therefore any change in the switching rate resutting from this policy is a
second-round effect

It has not been possible to monetise these categories of cost due to uncertainty about:
= the degree to which the machine readable images and possible third party applications will
bring about additional switching, on top of the level which would be expected in the baseline
scenario

* the likelihood of third parties, for example switching sites, developing applications to ulilise the
machine readable formats

Opportunity cost of space on bills and statements of acoount

Y.

28,

At the Midata Programme Industry forum, where a range of energy suppliers had representation, no
concems about the opportuniy cost of space on consumers' bills were raised. Therefore, in the
consultation stage 1A we assumed the opportunity costs to suppliers of the space on the bill used to
contain the machine readable format are expected to be zero.

Howewver, some respondents o the recently concluded consultstion on the proposed secondary
legislation were concemed that there may be an opporiunity cost In terms of space on bills/statements of
account which could otherwise be used for commercial purposes such as displaying markeling
messages. Despite this, there was no evidential basis was presented which would have allowed a
monetised estimation of these costs,

* DECC (2013) 'Ensuring a batter deal for anargy consumers: Governmant Response fo consultation on DECS's discusaion

docurmant’ [web), avaiable at;
whana o LIk s

BIS {2014) *Faasibiity shudy on the use of OR codes in the energy se
Mps

Sk

iareng qan. i nvermimentiuplgadsi=stamiu oA s /aRechm al=



Summary tables — cost impacts of options 1

Tahle 3. Costs under Options 1 (Em, 20714 prices)
& i Central

One-off set- | Bill redesign and amending 3.35 235 3.35
up costs bilvstatement

generation and printing process
Reacurring Ciosis of printing 018 0.33 0.25
annual
costs
Dne-off Reselting bilvstatement 3.35 335 3.35
close-down | generation and prnting process o
costs ariginal format

Table 4: Present value of costs under Opfion 1 over the appraisal period: 2014-18 (Em 2014, present
base year 2014)™

el e s L oM | Central’
Dption 1 Cine-off 3.24 3.24 3124

cosls

Sum of 0.74 1.48 1.11

Fecurring

annual

printing

costs

One-aff 2.82 2.82 2.82

close-down

COgts

TOTAL 6.80 7.54 7.17
Monetised Benefits of Option 1

88. It has not bean possible to monetise the benefits of option one due to lack of evidence and the level

of uncertainty around the exact Impacts of the policy, See the ‘Non-Monetised Benefits' section which
follows for further explanation.

Non — Monefised Benefits of Option 1

100, It is considered that the introduction of machine readable formats on energy bills will change the
behaviour of two main groups of customers: vulnerable consumers who are targeted by assisted
action events and ara considered to fall into the disengaged and permanently disengaged (ses

description of vulnerable consumers below) and passive consumers who are not targeted by assisted
action avents,

101. It Is considerad that the most engaged consumers, proactive and reactive consumers, are most
likely to have electranic biling and so will not receive a machine readable format on their energy bills.

Direct benefits of improved access fo information

102.  As a result of implementing this policy, passive consumers will benefit from access to key data on
their own enargy consumption, tariff and expanditure in a form which is clear and easy to understand.
The improved availability of this information may increase consumer engagement in the retall energy
market by breaching a key informational barrier to consumer engagement in the retail energy market.
Specifically, it will allow consumers to better understand and predict their energy usage.

"8 The centrad estimates are calculated as the arthmeatic mean of the low &and high estimates, Flgures may not sum due to
rounding
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103. Disengaged and permanently disengaged consumers will also have access o their own data, but
given the definition of these groups it is considered that they will need support. for example from an
outreach event, in order to gain benefit from the machine readable format on their enargy hills.

Indiract benefits fo vulnerable consumers via ‘assisted action” evenis

104, * In the Government's response to DECC's discussion document, *Ensuring a Better Deal for
Consumers”, published in May 2013, a commitment to fund the creation of the *Big Energy Savings
Metwork” was announced.™ Since then DECG has committed a further £1m te fund a second year of
this programme into 2014/15. Events run as part of this programme are designed fo support
vulnerable consumers to engage In the energy market. In looking to improve the success of this
programme further, DECC will look to place particular emphasis on grant funded outreach conducted
by community and third sector organisations. Government considers these organisations best able to
provide vulnerable consumers with access to the tools for switching energy supplier, at outreach
avents or at a follow up session thereafier.

105. Ofgem, as part of its Consumer Vulnerabilty Strategy, defined vulnerable consumers as
satisfying one or both of the following criteria: ™

« they are significantly less able than a typical consumer to protect or represent his or he
interests in the energy market; or

« they are significantly more likely than a typical consumer to suffer detdment, or that detriment
is fikely 1o be more substantial.

108,  Ofgem define detrimental situations as including struggling to afford bills, living In a cold
inefficient home, facing pressure sales tactics, struggling to understand and act upen information or

choices (such as gefting the best deal), or lacking the confidence or ability to pursue a guery or
camplaint

1G7. At Big Energy Savings Metwork events, trained advisors will be able to make use of the machine
readable images to faciitate increased switching. In Winter 2013/14, these events reached at least
50,000 vulnerable consumers.®

108.  The new licence conditions Ofgem has introduced to implement its RMR measures are expectad
to increase consumer engagement (see the 'Problem under consideration' section above for more
details). However, due to the typically high level of disengagement (see figure 1 above) of vulnerable
consumers, it is considered that the 50,000 consumers reached by the Big Energy Savings Networks
will receive additional engagement benefits through the use of machine readable images at assisted
action events, on top of any benefits received in the baseline scenario.

108, One way to measure the potential benefits to consumers of increased engagemant in the energy
market is to consider the possible savings realised through swilching to cheaper energy tariffs.
Ofgem's IA for the domestic RMR proposals suggests that it is highly likely that disengaged
consumers have never switched before and so can be expected to achieve savings of around £165
per year (2014 prices), ™ the average saving for a consumer switching for the first time." Switchers
in this group of vulnerable pecple can be expected o reap these savings for at least one year. These

savings constitute a reallocation of economic surplus from suppliers to consumers, representing a
benefit for consumers,

" DECC (2013) 'Ensuring a better deal for snergy consumers: Govemment Response io consuliation on DEGE's dscussion
document’ [web], available &t

itpg A A !
E!!nﬂm nd:l'

Qfgem (2013) ‘Consumer Vulnerability Strategy’, p.
pubEcalion s TE550 =wulnagrabaliby-sirateqy pdf
s The final avalustion will be completed by Septermber, and inderim figures will be svailable o Government shorthy.

Ofgern (2012) 'The Retad Market Review — Draft Impact Assessment for the updated domestc proposals’, p.as [wab],
available a1 hilps A, DTS S0 U i e m-paibicalign =384 58 refail-m arket-review-draft-imoect-agsess nt-updated-

This i3 based on using the GOP defiater to express the Cifigem 2012 figure on rea 2014 prices
by

Ipiadsaiachme




Indirect benefits to ‘passive’ consumers

110,  Approximately 20% to 30% of consumers in the energy market are “passive”, according to
Cfgem.™ This means they have switched in the past but are currently unlikely to switch soon, given
the current tools available to consumers. These tools are in the process of being improved by the
RMR_* However, it s considered that placing machine readable information on consumer's bills may
be expected to raise their level of engagement and increase their switching rate compared to the
baseline scenarlo. The number of these consumers which switch supplier can be expected to
achieve savings of around E75 per year (2014 prices), the average potential saving scross all
consumers. ® These savings constitute a reallocation of economic surplus from suppliers to
consumers, representing a benefit for consumers.

Fotential ‘deadweight loss” reduction benefils

111.  According to Ofgem's latest National Report to the European Commission, the Herfindahl-
Hirschman Index (HHI), @ commonly used measure of competition, was 1,720 for the UK domestic
retail electricity market and 2,373 for the UK domestic retail gas market in December 2012." Under
the Office of Fair Trading (OFT) definition, this means the domestic retail electricity market is
‘concentrated’ (has a HHI above 1000) and the domestic retail gas market is ‘highly concentrated’
(has a HHI above 1800)." In a perfectly competitive market the HHI would be just above zero,
indicating that UK domestic retail energy markets are not perfectly compatitive.

112.  Theoretically, in a non-perfect market suppliers can price above marginal cost, which causes a
‘deadweight loss' fo society as customers consume sub-optimally low guantities as a result of the
price being above marginal cost (assuming demand is not infinitely inelastic). In such a market, an
increase in competitive pressure would lead to a reduction in price resulting in an increase in demand
from consumers and a reduction in 'deadweight loss', Le. a net gain to soclety as a whale,

113, In the Great Brtain (GB) energy market, domestic energy consumers’ demand for energy Is
inelastic meaning that demand for it is not very responsive to price; it iIs a commodity that everyone
needs."™ This means that if an increase in competitive pressure were 1o lead to a reduction in price,
the change in energy demand from censumers would be small, as would the net gain to soclety

Possible further indirect benafils

114.  Suppliers may choose to go further than the minimum required to comply with the policy by offering
an enhanced consumer experence. For example by generating URL web addresses and offering
consumers a choice of uploading their data into an optimised section of their suppliers’ waebsite ' These
web pages could ulikse the data in a vanety of ways, for example to allow Intra-supplier tariff comparisons,
which would represent an indirect benefit for consumers.

* Ofgem (2011} ‘The Retall Market Feview = Findings and Initial Proposels: Supplementary appendices’ [webl available at
N s e e ] T - i __._ : FI ot
~ Ofgem (2013) The Retad Market Review ~ bmplementation of Simpler Tariff Choices and Clearer Information: Decision’ Jweb],
awailable &t h e oy uleisibes i ataultifilesidocs idecis) Suilw -
_irmplementation of simpler_taff choicss an A
— Odgem (2012} The Retail Market Review — Dralt mpact
avelable at hilps: e oloem g ications
domestic-groposals pdf

Odgem (2013} 2013 Great Britain and Northem Ireland Mational Reparts to the Europaan Commission’, pp 60-1 {electricity)
and p. 112 (gas) [web], available at hos hwenw ofgem gov ukiofoem-
il Ao BET H520H Agraathritainandnothemirelandnatinonalresodisdolhne LA
- OFT (2003} 'Mesgers: Substantive assesament guidance’, p,23 jweb), awailable at:
o tweenee 0fl Qo ukishared oftbusiness leslelmienisprse acliof518 po
* The price alasticty of demands measures the percentage change in demand for & one per cent change in the price. A figure
of between 0 and -1 mean that demand is price inelastic — for each percentage change in price, there's a lesser change in the
quantity demandad. Studies put the long-run price elastcily of demand at batween -0.32 and -0.81 for slacinicily and anound -
0,36 for gas. See Bernstein and Griffin (2005) “Regional Difierances in the Price-Elasticity of Demand for Energy’ [weh),
available at:

See also Espey, J A and Espey, M. (2004}, Tuming on the Lights: A Mata-Analyais of Residental Eleciricity Demand
Elasticlies” [web), available &t hfipisgsconssarch umn sdulbilsine amid 3097 iy 0 2 0L B E % 2 ThA | % 02004
*' A vanilia’ reading is the result of scanning the machine readable format with a common, freely available scanning application
on smariphone or similar device.

F-mmn for the vpdated domestc proposals”, p 36 [web
33 159iretal-marked- dralt-impact-assessment- -

1]



115, In addition, there is also a strong possibility that third parties, for example switching sites, will develop
applications to utilise the data embedded in the machine readable formats® Informal feedback so far
suggesls that switching companies are keen fo develop applications fo read the formats in order to offer
tariff and usage changes. Through discussions with industry, one switching company estimated that the
cost of developing such applications would be relatively low, at around £25k - £100k per operating
system. |t is considered that the development of such applications will raise levels of engagement and

increase switching rates, compared to the baseline scenario in which Ofgem's new license conditions
remain in force,

116 To the exent thiz results in consumers realising savings through increased levels of switching,
compared fo the baseline scenario, economic surplus will be reallocated from suppliers to consumers,
representing an indirect banefit for domestic retail energy consumers. These benefits count as indirect for

the same reason the comesponding costs to suppliers count as indirect, as outlined in paragraph 95
above.

117. It has not been possible to monetise the preceding benefits due to uncertainty about:

= the degree to which the machine readable images and possible third party applications will bring
about additional switching, on top of the level which would be expected in the basssine scenario;

= the likelihood of third parties, for example swilching sites, developing applications to utiise the
machine readable formats;

= the current price and marginal cost structure of the retail energy market; and

= the extent to which the palicy will increase competitive pressure in the retail ensrgy market.
Wider benefits

Com d innovation

118. A consumer's increased access to their own data should empower them through the enhanced

ability to search (overcoming imperfect information) and choose the right tariffs for them, which
should serve to heighten competition between firms.

118, In addition, other respondents to DECC's consultation on the proposed legisiation have argued
that smaller suppliers are likely to be amongst the major beneficiaries of the increased consumer
engagement and switching rates which are sxpected to resull from this policy, This implies that the
policy could facilitate a redistribution of market shares between suppliers. However as discussad in

paragraph 81 above, these smaller suppliers are also expected to bear a disproportionate share of
the set-up and close down costs assoclated with the policy.

120. The benefits to consumers resulting from increased switching rates are discussed in detail above,
but there may be longer term benefits in terms of cost reduction and improved firm performance.

121, In the literature review, ICF/GHK note that, ‘Enhanced decision-making by active consumers with
the confidence to engage in markets can have a significant impact on the competitiveness of the
economy, by acting as a driver for long ferm economic growth through intensifying competition and
innovation (Eurepean Commission 2011 and OFT 2011).

122.  Therefore, there is a clear theoretical link between consumer empowerment and competition (and
ulimately economic growth). However, largely dus to the difficulty of identifying outcomes and the
relative novelty of the Midata concept, thera is little in the way of quantitative evidence to estimate

the extent to which Midata directly contributes to consumer empowerment and the growth impact of
empowearmeant,




expanding u f i intermediari

123, The internet has opened up new markets for providing information to consumers. A survey by the
OFT in 200%™ estimated that 60% of intemet shoppers used a price comparison site fo find/search
for goods or services to buy online and, of those, the proportion that used more than one price
comparison site was 7T1%.

124, If consumer can access their own data more easily, then potentlally a broader range of services
could become available lo consumers based on the newly available type of information. For example,
tariff comparison applications were discussed in delall above. However, other services could be also
developed, for instance applications to use the data to provide advice on potential savings from
energy efficlency measures.

Changes in consumption patterns

125,  As well as helping consumers compare tariffs, easier access by consumers to thelr own key data
is expected to help them analyse their consumption and drive improvements to their spending
pattemns and |ifestyle. Parlicularly with application to energy markets, easier access lo data could
encourage consumers to make choices which minimise the financial and carbon burdens of their
consumption. The Midata project working group highlighted the potential for applications which read
the machine readable images to encourage energy consumers to think about usage. For example,
energy 'gamification’ could play a key role in future applications.

Quantification of potential switching savings

126, Although, as discussed in the 'Mon-monetised benefits' section above, it has not been possible to
monatise any of the benefils of this palicy, an illustrafive analysis of guantifiable switching savings is
presented hera,

127,  As explained in the paragraph 110 above, on average consumers can be expected to achieve
annual savings of around £75 per year (2014 prices). Therefore, if just fewer than 3,300 consumers
switch suppliers in each year of this policy as a result of the informational advantages of machine
readable formats, the annual switching savings realised will be equal to the expected monetised
recurring annual costs of this policy.™ It should be noted, however, that these savings will largely be
a reallocation of economie surplus from energy suppliers to consumers so are unlikely to affect the
MPW of the policy.

Rizks and Sensitivities

Risk of Options

128, For any given supplier, there is a risk that they opt to comply with the legislation by choosing a
machine readable format which the market later renders obsolete, which would potentially be costly
for that supplier. Furthermore, If fewer consumers choose to use a particular format in order to
access thelr own data, then the potential benefits of the policy will be reduced. There are numerous
examples in recent histary of technologies which have become cbsolete, rendering the associated
data formats less useful (e.g. High-Definition DVDs and MiniDiscs).

128, Option 1 mitigates these risks by allowing for freedom of innovation by suppliers in the way In
which they comply with the legislation, rather than prescribing a particular type of machine readable

format.
Azsumphons

130. There are a number of assumptions made in the calculations of the costs and benefits to each
Option, as discussed above (see Box 3),

"L OFT (2009) ‘Findings from consumers surveys on Intemet Shopping: A comparison of pre and post shudy consumer research’
fweb], available st pipiwwe.oft.gov ukishared ofrepors/Evaluating-OF Ts-work/o# 10789 pdf

* Annual cost = £0.25m; mmrage switching saving = £75. Therefore the number of switches required to offsel he annu cost is
E0ZEmIETE = 3,300,
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Box 3: Summary of assumptions

= The appropriate discount rate for fulure costs and benefits is 3.5% per year:

= the policy is appraised over the five year period from 2015-19; and

* half as much ink is requires to print a QR code compared to an altemnative machine readable
format, : i ' '

Small and micro business assessment
Fosition of small and micro businesses energy suppliers in the market

131. DECC believes™ there to ba 10 small or micro businesses according to the Better Regulation
definition, which defines them as having up to 49 full-time equivalent (FTE) employees.™ The total
market share of these 10 suppliers is estimated to be around 0.4% (amounting to around 112,000
customer accounts). If the direct monetised costs of this policy were bome by all suppliers without
any exemption, these small and micro business suppliers would be expected to bear around 4.2% of
the one-off set-up and close-down costs associated with this policy — around £149,000 in total (2014
prices) — which is much greater than their market share. They would also be expected to bear 0.4%
of the recurring annual costs of this policy — around £300 in tatal (2014 prices). Additionally, some of
the (non-monetised) indirect benefits of switching to a cheaper energy tariff as a result of this policy
may accrue to these suppliers whao fall into the domestic sector of the retail energy market.

132, Energy suppliers which are small or micro businesses make up a very small proportion of the
market, Furthermore, as discussed in paragraph 82 above, customers switching to suppliers outside
of the big & represent & high and increasing proportion of total switches. If we take switching to be a
reasonable measure of consumer engagement, it is then we can then Infer that those customers of

energy suppliers which classify as small or micro businesses are more likely to be engaged than
those customers of larger suppliers,

FProposed exempfion

133, Drawing on the argumentis from paragraph 132 above, the Government believes that a significant
and sufficient proportion of the intended benefits of this policy can be achieved without including
small and micro businesses within the scope of the regulation. The vast majority of consumers would
still have access to machine readable images, and the marginal loss of benefit to customers of small
oF microbusiness energy suppliers is expected to be low due to their likely higher levels of
engagement (see paragraph 132 above). Therefore, in recognition of the disproporticnate burden
placed on small and micro business suppliers by the one-off set-up and close-down costs of this
palicy, the Government proposes to exempt them from the regulation.

134, In practice, DECC proposes that this exemption be based upan the number of customer accounts
a supplier has rather than the number of FTE they have. This iz because, where there are axisting
policy exemption thresholds, these are defined in terms of customer accounts and not on the basis of
number of FTE employed.* For example the Green Deal and Feed-In Tariffs scheme both have a
customer account threshold of 250,000 accounts above which a supplier is required to contribute to
the costs of these policies, Furthermore suppliers with less than 50,000 are exempted from the
requirement to provide a choice of payment methods to their customers.

135.  As a result, sefting the exemption based on the number of FTE would add a layer of complexity
into the retall energy market, creating a new measurement for Licence holders and the Regulator to
understand, interpret, report on and enforce against.

* Wa do not have compista data on the number of persons employed by the smaller Independant supphers 5o we have
estimatad this figure on the basis of the information we do have, The underying assurnption we heve used is that the nurmber of
employees a supplier has is proportional o the size of their customer base.

™ BIS (2013} 'Better Regulation Framework Manuad: Practical Guidance for LI Government Officials’,
at: hips:henwewr oo % 3 slemiuploadedatiach rend dataTierZ 1198
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136, The Government therefore proposes thal energy suppliers with fewer than 50,000 customers for
a given fuel will be exempt from the policy with regards to bills and statements of account relating to
that fuel. For example a supplier with 80,000 electricity customers and 40,000 gas customers would
be required to provide machine readable formats to their electricity customers but not their gas
customners. This proposed exemption is consistent with an existing exemption in place, whereby
supphers with less than 50,000 are exempted from the reguirement to provide a cholce of payment
methods to their customers. Therefore it should not add complexity to reporting requirements for
energy suppliers, which would potentially be burdensome.

137,  The proposed exemption will cover the smallest 12 energy suppliers (with a total market share of
around 0.5%, or roughly 171,000 customer accounts), including the 10 which are believed to be
small or micro businessas. Although this doas mean that 2 energy suppliers will be exempt, which
are not technically small or micro businesses according to the Better Regulation definition, the
Government is taking a conservative approach to be h|i|;al1‘_ll:f| confident that the exemption will cover all
small and micro businesses for the duration of the policy.

138.  There is nothing to prevent exempt suppliers from voluntarily adopting the policy and placing
machine readable formats on their customers’ bills and statements of account. If the machine
readable formats are received well by consumars then exempl suppliers may well choose to provide
them for their customers, The Government therefore proposes to allow exempted suppliers to
voluntarily “opt-in" to the full regulatory regime and pursue voluntary compliance, as set out in the
Better Regulation Manual™.

138. It could be adverse to competition to require some suppliers to ptace machine readable images,
which could facilitate the switching of their customers to other suppliers, whilst not requiring others to
do so. However, as discussed in paragraph 132 above, customers of small or micro business energy
suppliers are likely more engaged than other customers. Therefore, the marginal impact of machine
readable formats on their behaviour would be expected to be low. As a result the Government
considers the risk of the exemption undermining competition to be negligible.

One-in, two-out

140,  This policy represents an IN of £1,194,000 per year {rounded to the nearest thousand), driven by
the one-off set up costs and recurring printing costs, all of which are costs direclly borme by business.

141,  Although it has not been possible to monetise the costs to suppliers (and corresponding benefits
to consumers) of increased swilching rates resulting from this poficy, these are indirect costs so do
not affect the EANCE of the policy.

** Diata on FTE employess was takan from suppliers’ pubkshed annual accounts and a dataset provided by Comwall Energy.
EIQELE on customer numbers was aiso provided by Comwall Erergy.
Bl (2013} 'Betier Regulation Frameswark Manual: Practizal Guida
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a separate software program or otherwise), the Relevant Data ltems for Gas are loaded on to
the Relevant Device in accordance with the Specified Sequence without any requirement for
the Domestic Customer to input further information into the Device; where the Domestic
Customer is supplied with electricity and gas under a Dual Fuel Account the licensee may use a
single Optical Label containing the Relevant Data ltems for Gas and the Relevant Data ltems
tor Electricity in accordance with the Specified Sequence; data items other than Relevant Data
Items may be included in the Optical Label provided they do not interfere with the Specified

Sequence or with the ability of a Relevant Device to scan, access and load any of the Relevant
Data [tems in accordance with this provision™,

i | ; a
ol by lrri'lmfr ) .S{r.‘"_':u’: ‘.f_ﬂ;ﬂ-éﬁ—éé?——

Secretary of State
2015 Department of Energy and Climate Change






