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Management summary

This round of workshops with Ofgem Consumer First Panellists was intended to help Ofgem
understand the key pieces of information energy consumers need to help them review their
energy options, and how consumers would prefer this information to be presented. This work
built on findings from previous Panels, the Lawes report and Ofgem’s own work in designing
improved channels of communication that could be tested among Panellists.

Workshops with 110 participants were conducted in six locations across Great Britain
between the 24™ of October and the 3™ of November 2011.The overall aims of this research
were as follows:

= To identify the information needed to equip customers to make an informed decision;

= To establish the communication channels through which consumers want to receive
this information; and

= To provide insight into how this information should be presented to encourage
engagement.

To this end, we tested and discussed four pieces of information with Panellists. These were
annual statements, bills with added annual statement information, price increase notification
and tariff information labels.

Barriers to engagement in the energy market

Current views on the energy market impact on how people will react to the information they
receive from suppliers.

Consumers are concerned about what they see as excessive profit-making in the energy
market. Regular increases in prices have led most consumers to feel powerless, despite their
efforts to save energy in the home. Most Panellists were aware they could switch but saw
little incentive to do so as prices were perceived to be similarly high across tariffs and
suppliers, and there was little belief that there are worthwhile savings to be made by
switching.

Panellists believe that the retail energy market contains a number of barriers which
discourage them from engaging and they spontaneously called for changes that they said
would allow them to better understand and engage with the market.

» Using standardised and easily understood language to communicate key tariff
and consumption information.

Energy market language tended to confuse all but Engaged consumers. Many energy
market terms are not well understood by consumers. This includes tariff type and
name, different pricing mechanisms such as standing charge and estimates. As a
result, very few read their supplier communications in any detail and those who do
read them do not fully understand them.

= Limiting the number of tariffs and making it easier to make price comparisons.

The abundance of tariffs and the different pricing structures within them is off-putting
for most, and even some energy literate consumers are unsure if they are on the right
tariff.
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= Greater effort by the energy companies to build better relationships with their
customers by helping consumers to find the best tariff for them and rewarding
loyalty.

Given the complexity of the market, Panellists thought that their suppliers should
share some of the responsibility for getting them a better deal.

Typologies

The Panellists can usefully be grouped depending on differences in attitudes and behaviours
towards the GB energy market. Among all Panellists the degree of engagement was shaped
by two key factors:

= Level of energy literacy; and
= A belief that worthwhile savings can be made from switching

A small minority of Panellists were Engaged consumers who had the high energy literacy
that is vital for navigating the energy market and making informed decisions about their tariff
options. They were convinced either as a result of direct experience or from word-of-mouth
that worthwhile savings could be made from switching.

Some Panellists were Reactive: they reported their switching occurred in response to an
encounter with a supplier sales agent (most often face-to-face) or another trigger (e.g. high
bill or increased direct debit). These consumers are typified by relatively low energy literacy.
However they are interested in financial savings from lower prices or taking advantage of
discounts or rewards — typically these consumers were vulnerable groups and families on
low incomes.

Some Panellists were Passive energy consumers: they do not feel strongly about the energy
market and consequently do not engage, despite often having relatively high levels of energy
literacy. These consumers were aware of their right to switch, but for various reasons, both
positive (satisfaction with supplier, brand loyalty) and negative (fear of higher prices) and
situational (inability to switch due to rental agreements) choose not to do so.

Most Panellists were Disengaged consumers. The major barrier to engagement for these
consumers is a belief there is little price differentiation in the market. They therefore lack
sufficient incentive to review their tariff options. They usually do not trust in supplier claims
that switching makes a long-term difference. Their difficulties understanding energy market
language and thus the differences between tariffs is a further barrier to engagement.
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Figure 1: Engagement requires energy literacy and a belief that worthwhile savings
can be made from switching

Belief that worthwhile T ;ﬁking i|‘ “p(:"
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prices are all the same

Please note: size of circles is not intended to indicate the prevalence of different views.
Reaction to Ofgem proposals for improving supplier communications

Ofgem’s proposal of mandating suppliers to make information simpler and more
straightforward had widespread appeal. But while improving the design and content of
supplier communications may facilitate engagement in the energy market for some, it is
unlikely to have any great effect until key terms and concepts used in supplier
communications are understood by consumers. To this end, Ofgem, as well as proposing to
mandate suppliers to use simpler language in their communications, may have a key role to
play in promoting energy literacy. This would help consumers understand their current tariffs
and ultimately allow them the opportunity to make easier comparisons.

The proposed changes to the information channels tend to have most appeal for consumers
who are already engaged. These consumers typically have a high degree of energy literacy
and are already convinced about the benefits of switching, and they believe that the
suggested improvements to supplier communications will make this easier. For this
audience, the additional information is likely to support switching behaviour, although it is
unlikely to impact on their propensity to engage.

Overall, the research suggests that improving the language, design and layout alone is
unlikely to prompt consumers to review their tariff options, as most remain unconvinced of
the value of engagement (i.e. how much they could save as a result).

If aiming to engage consumers and prompt them to consider their energy options, the key
aspect of any improvements to supplier communications should be providing clear
information about potential price savings. How saving messages are communicated and
signposted is crucial.
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Price Increase Notification (PIN)

Panellists were asked to comment on an example developed by Ofgem for the research as
well as consider alternatives for the ideal PIN. Whilst a PIN appeared to appeal most to
Engaged and Reactive consumers receiving a PIN alone would do little to encourage the
vast majority of consumers to engage in the market, no matter how well-designed and clear.
This is primarily because Passive and Disengaged consumers believe that there is little price
differential between suppliers and that all suppliers raise their prices at around the same
time, cancelling out any savings that might be made in switching.

In order to increase clarity and prompt action by these consumers, price increase information
should be displayed in terms of monetary value relating to their personal usage, and there
should be a clear statement regarding the potential savings to be made, and signposting to
independent switching advice.

Annual statement

Currently, the annual statement is of most use to Engaged consumers, who are able to use
the information to inform their energy choices. We asked Panellists for their views on several
examples of annual statements produced by Ofgem and found that a simplified and clearer
version would increase the appeal to Reactive and some Passive consumers, especially if it
expressly directs them to use annual consumption information to explore different tariffs.
Some less engaged consumers would like to be given information about their suppliers’ other
tariffs within the annual statement, and to be explicitly directed to the tariff that would suit
them best.

To increase appeal to these consumers, Ofgem would need to mandate content, language
and format of the annual statement, as the interplay of all three is crucial in ensuring the
information is accessible and prompts further engagement. However, even if all annual
statements were as accessible as the Ofgem versions tested, lack of energy literacy means
that the statement would not succeed as a prompt to action for many consumers.

Annual statement information on bills

We asked Panellists for their views on a proposed box to be added to bills containing five
pieces of information: tariff name, tariff type, price per kWh, standing charge and
consumption over the previous year. Currently, very few consumers engage with their bills
beyond looking at the price and any action to be taken, while some direct debit customers
never look at bills. As a result, the proposed annual consumption information in its current
form would, at best, be put to use by a few Engaged consumers, and the addition of this
information may be seen as a lower priority, especially as many Panellists thought that bills
already have too much information on them.

However, if this information is to be added to bills, there are several ways to increase appeal:
expenditure should be presented in pounds and pence, alongside savings to be made by
switching.

4
© 2012 Ipsos MORI.



Ofgem Consumer First Panel Year 4: findings from first workshops (held in October and November 2011)

Tariff Information Label

We asked Panellists for their views on an example of a TIL developed by Ofgem for this
research, which summarises the key features of a tariff in a grid, as in the example below.

Energy Tariff Label
Supplier ABC Energy
Fuel Electricity
Tariff name ABC Standard
Tariff type Standard
Payment method Direct debit
Unit rate 10p/kWh

Standing charge

£10 per month

Estimated monthly price for a

low user (ie 1,650 kWh per year)

medium consumption (ie 3,300 kWh per year)
high consumption (ie 4,600 kWh per year)

£ 24.36 per month
£ 41.86 per month
£ 68.11 per month

This tariff lasts for

There is no end date to this tariff

The price is guaranteed for

The supplier will notify you at least
one month before the price
changes

If you leave before the tariff end date you must pay

There is no fee if you switch from
this tariff

Additional products / services included are

N/A

Other consumers rate the supplier’s service

*kkkk

Very few Panellists understood the purpose of the Tariff Information Label in its current form
and therefore it had limited appeal. Panellists would prefer a tool that allows them to
compare tariffs at a glance across the energy market. When asked to design their own ‘ideal
TIL’, Panellists envisaged a grid/comparison table that enables them to compare a range of
relevant tariffs like for like.

How Ofgem can increase the effectiveness of improved supplier communications

The proposed changes to information presented to consumers are likely to have some
positive effects. Given widespread cynicism in relation to price savings claims, and the lack
of trust many consumers feel towards energy suppliers, there is potentially a bigger role for
Ofgem to directly provide:

= Unbiased, simple and clear information about the switching process — this could
tackle the widespread belief that switching is a difficult and time-consuming process;

= Information on potential price savings for different types of ‘typical’ consumers — this
could provide the trustworthy evidence that reviewing tariff options is worthwhile; and

= Assurances of a fairer market — if consumers see signs of a regulated industry
working for them, they may be more likely to engage.

5
© 2012 Ipsos MORI.



Ofgem Consumer First Panel Year 4: findings from first workshops (held in October and November 2011)

In summary, much of what Ofgem has recommended around improving the language, design
and layout of information could help to make supplier communications a ‘call to action’ for
more consumers, but only if the precursors outlined above are in place. Until more
consumers are energy literate, believe that there are long-term savings to be made from
switching, can choose between a manageable number of tariffs and have easy access to
trusted independent advice, the effect of any improvements on switching rates may be
minimal and confined to consumers who are already Engaged. However, in interim, these
changes are likely to benefit consumers by allowing them to better understand their own
tariffs and energy use.

6
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Section 1: Introduction

In October 2011, Ofgem commissioned Ipsos MORI to conduct research with a refreshed
Consumer First Panel to understand what information enables energy consumers to engage
with, and make an informed decision about, their energy options, and to establish the
communication channels through which consumers want to receive this information. The
Panel will meet 3-4 times over the coming year in a deliberative process, whereby they build
their knowledge and understanding of energy related issues, and offer Ofgem their views on
these. This report presents the findings of the first set of workshops with this new Panel.

The Office of Gas and Electricity Markets (Ofgem) is Great Britain’s economic regulator for
the electricity and downstream natural gas markets. Ofgem’s principal objective is to protect
the interests of consumers, present and future, wherever appropriate, by promoting effective
competition.*

In accordance with this objective, on 26 November 2010, Ofgem launched a review into the
state of the retail energy market of Great Britain (GB). In March 2011 Ofgem put forward a
series of proposals as part of this Retail Market Review (RMR). These proposals were based
on relevant research - including findings from previous Panels — and aimed to help transform
the GB retail energy market, by enabling consumers to choose an energy option that best
meets their needs. Previous Consumer First Panels have identified both the complexities
and number of energy tariffs available as contributors to lower levels of consumer
engagement with the energy market. As a result, Ofgem has proposed to make it easier for
consumers to compare prices and access a better deal, and more specifically to explore
measures that could be taken to reduce the overall complexity of tariff offerings.?

Ofgem also reported in the RMR a commitment to ensuring consumers get easy access to
information about their energy consumption and tariffs. Ofgem believe this will help
consumers engage with the market and ultimately enable them to ‘get a better deal’. In order
to achieve this aim, Ofgem proposed:

“Strengthening existing regulations to ensure consumers receive clear
and transparent information®

To ensure that any regulatory change would fulfil this objective, Ofgem commissioned the
Lawes report, which draws on linguistic theories to provide recommendations on how the
language and layout of key supplier communications channels could be improved.* For
example, the report suggests that consumers would be more receptive to the information in
their annual statement and more likely to act on it, if the statement was clearly labelled and
sent in a separate envelope. And, moreover, that the language used in these statements,
and other communication, needs to be clear, simple and standardised.

1 Ofgem (2011) The Retail Market Review, 34/11, p2.
2 Ofgem (2011) The Retail Market review, 34/11, p.48
3 Ofgem (2011) The Retail Market Review, 34/11 p.10
4 Lawes Consulting (2011) The Retail Market Review: Energy bills, annual statements, price rise
notifications; advice on the use of layout and language
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In this context, Ofgem commissioned Ipsos MORI to undertake research to understand the
key pieces of information energy consumers need to help them review their energy options,
and how consumers would want this information presented. This research builds on findings
from previous Panels, the Lawes report and Ofgem’s own work in designing improved
channels of communication that could be tested among Panellists. The overall aims of this
research are:

= To identify the information needed to equip customers to make an informed decision;

= To establish the communication channels through which consumers want to receive
this information; and

= To provide insight into how this information should be presented to encourage
engagement.

A gualitative method was considered the optimal approach to allow participants to explore
their responses to different proposals for what and how information should be
communicated. Qualitative research is particularly useful when exploring different
propositions and the likely impact on behaviour, such as switching. It also allows participants
the freedom to express the issues that are salient to them and they are not restricted in their
thoughts by a structured questionnaire.

Six workshops of 3 hours were
conducted to allow Panellists enough
time to express their views about the
GB energy market and discuss and
reflect on different channels. Activities
involved group discussion and
exercises to review Ofgem examples
and design of different information
channels such as the Annual
Statement.

The Ofgem examples and stimulus
used to communicate some of the
information channels to Panellists and
all other research materials (discussion
guide and end of event questionnaire)
are provided in the appendices.

9
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1.4 Sample and recruitment

The research process involved 110 Panellists from different backgrounds across six
locations (Abergavenny, Ayr, Cambridge, Liverpool, London, and Taunton) as shown in
Table 1 below. The groups were recruited to comprise a broad range of energy consumers,
taking into account a number of key criteria that are likely to influence views of the most
salient issues. The criteria included the following recruitment variables:

+ Gender »  Supplier

+ Age » Electricity only vs. gas and electricity
* Ethnicity * Payment type

* Socio-Economic Group (SEG) *  Employment status

* Tenure * Family status

* Fuel poverty *  Urban/rural

* Long-term condition/disability

In order to ensure Panellists reflected energy consumers in Great Britain, the sampling frame
corresponded to national demographic figures derived from the Census. However in certain
locations it was necessary to up-weight quotas to ensure the following groups were
represented:

= Ethnicity — black and ethnic minorities (BME) were up-weighted to ensure that the
Panel adequately represents these groups.

= Rural/Urban — we recruited those living in rural areas, including those living off the
gas networks to ensure we could capture their views, as they can often have different
experience to those living in urban environments.

= Tenure — we also over-represented those living in social and private rented
accommodation.

Participants were recruited by specialist qualitative Ipsos MORI recruiters. The recruitment
was done face-to-face on street and through door-knocking. Recruitment happened within
easy travelling distance of the venue (while ensuring the rural quota is met). And all
respondents were given information about the purpose of the Panel and of the commitment
required at this stage —i.e. they would be taking part in up to 4 workshops over the year, with
the potential of being asked to take part in other research in between. Participants received
£40 as a thank-you for their participation in the workshop and will be paid more for
attendance at each subsequent event to encourage continued participation.

The Panel was over-recruited to take into account a dropout rate of 20%, which is a common
feature of panel research. Table 1 overleaf displays the overall target sample for recruitment,
and those who attended the first Consumer First Panel.

10
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Table 1: Achieved sample breakdown

Male 61 58
Female 65 52
Total 126 110

18-24 23 14
25-44 43 43
45-64 35 34
65+ 25 19
Total 126 110

White British 96 90
White Other 6 3
Black or Minority Ethnic 24 17

Total

C1 41 34
Cc2 27 20
DE 31 29
Total 126 110

Urban 96 76
Rural 30 34
Total 126 110

Electricity Only 26 13
Electricity and gas 100 97
Total 126 110

Owner Occupied 61 56
Social Rented 37 33
Private Rented 28 21
Total 126 110

© 2012 Ipsos MORI.
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Yes 34 27
No 92 83
Total 126 110

Employed 76 65
Unemployed 8 11
Student 9 6
Retired 25 20
Other 8 8
Total 126 110

Yes 26 21
No 100 89
Total 126 110

Prepayment 23 16
Quarterly payment on receipt of bill (standard

credit) 54 42
Direct debit 49 49
Weekly / fortnightly payment scheme 0 1
Payment card / book 0 2
Fuel direct 0 0
Online 0 0
Total 126 110

Married / cohabitating with dependent children 38 27
Married / cohabitating with no dependent

children 16 21
Lone parent with dependent children 10 7
Living alone 36 31
Unrelated adults 23 21
Other 0 3
Total 123 110

12
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It is important to note that qualitative research approaches (including deliberative methods)
are used to shed light on why people hold particular views, rather than how many people
hold those views. Such research is intended to be illustrative rather than statistically reliable
and, as such, does not permit conclusions to be drawn about the extent to which something
is happening. In the case of this study, we intended to develop an in-depth understanding of
consumer reactions to current information channels, creating a platform for them to design
their own.

Where possible we have stated how common a particular view was amongst Panellists, but
as this is qualitative research, these proportions should be considered indicative, rather than
exact.

Throughout the report, verbatim comments have been included to illustrate particular
viewpoints. Where this is the case, it is important to remember that the views expressed do
not always represent the views of all participants. In general, however, verbatim comments
have been included to illustrate where there was a particular strength of feeling among
participants.

The rest of this report is structured as follows:

Section 2: Panellist typologies — this describes different consumer characteristics. It
outlines how levels of energy literacy and a belief that savings are worthwhile are major
factors in determining levels of engagement and ability to navigate the energy market.

Section 3: Consumer views of the current energy market — this looks at how consumer
needs are met and outlines their concerns. It also discusses important questions asked of
Panellists throughout the course of Ofgem’s Consumer First Panel.

Section 4: Views of energy market language — this section is overarching and cuts across
all information channels. It describes the varied comprehension of language.

Section 5: Content and format of information channels — discusses Panellist views about
format and content, as well as considering any likelihood of behaviour change, i.e. market
engagement.

Section 6: Conclusions — this brings together the findings from the study to provide overall
conclusions and implications.

13
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Section 2: Panellist typologies

As discussed throughout this report, there was widespread agreement among many
Panellists that improved channels of information are necessary steps but alone would not be
sufficient to achieve Ofgem’s objective of enabling consumers to review their tariff options.
The 110 Panellists (broadly reflective of all gas and electricity consumers) who took part in
the six workshops across Great Britain can usefully be grouped depending on differences in
attitudes and behaviours towards the GB energy market. Typologies are useful because they
help to shed light on a range of consumer concerns that will need to be responded to before
consumers act when they receive information. They also enable us to discuss the different
needs of different people, rather than treating all energy customers as a homogenous group.

Among all Panellists the degree of engagement was shaped by two key factors, these
included:

= Level of energy literacy; and
= A belief that worthwhile savings can be made from switching.

Figure 1: Engagement requires energy literacy and a belief that worthwhile savings can be
made from switching

Belief thatworthwhile T
savings can be made
from switching

Engaged

: Energyliteracy
-u? -------------------------------------------------- *

Disengaged

Dron'T know,
don't care

Whai's the poind 7 Their
prces are all the same

A single interaction with the energy market (typically an encounter with a supplier sales
agent) and its outcome can sometimes trigger a change in consumer attitude, which in turn,
can affect future behaviour. For example, some Reactive consumers who received the right
advice at the right time, opted for a fixed term/fixed price tariff, and subsequently observed
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that switching had worked for them became more positive in their views towards the energy
market. Although these consumers continued to require independent advice to signpost them
to a deal that suited their circumstances, their experience had made them believe that
worthwhile saving can be made from switching.

A small minority of Panellists were Engaged consumers.® Typically, these Panellists had the
high energy literacy considered vital for navigating the energy market and making informed
decisions about their tariff options. These Panellists understood what a tariff is, were familiar
with types of tariffs such as standard and fixed, and were aware of different fixed tariffs.
However, even these energy-literate consumers often lacked a detailed understanding of
technical terms such as kwh.

Unlike other Panellists they were not put of by complicated terminology. This is because
these consumers were already convinced, either from direct experience or from word-of-
mouth, that worthwhile savings could be made from switching. Therefore, the important thing
for them is being able to access the necessary information (of which usage is a key part) that
enables them to get a quotation. Consequently, Engaged consumers found it straightforward
using online comparison sites and talked about using them as a means to switch between
fixed-term/fixed-price tariffs often every twelve months.

“l go to an online comparison site — | keep an eye on it. I'm on fixed rates,
so when it comes to an end | shop around. So, I know what I'm paying for
a kilowatt hour for a certain period of time. If they push prices through the
roof it gives me protection.”

Given their ability to navigate the tariff market, engaged consumers were often confident that
they were on a deal that suited their needs, and before choosing a tariff would often reassure
themselves that this was true by getting quotations from several comparison sites. This does
not mean that all Engaged consumers were necessarily on the most appropriate tariffs for
their needs. However, they felt confident that they had the skills to find a tariff that they
believed was right for them, and would change tariffs if they were dissatisfied or became
aware of a better deal. Unlike most Panellists, they did not consider it a ‘hassle’ to engage
with the market since their familiarity with it meant it took a matter of minutes to get several
quotations, which in turn enabled them to make an informed and balanced decision about
their tariff options.

As discussed in Section 5, annual statement and bill data is unlikely to be an additional call
to action for the most engaged and energy literate consumers since they are already familiar
with using pieces of information to their benefit, and, more importantly, are convinced
savings are worth it.

® Throughout this report, this group will be referred to as Engaged consumers (capitalised). However,
when discussing more engaged consumers or less engaged consumers, we refer to different ends of
the engagement spectrum.

16
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Some Panellists were Reactive: they reported that their switching occurred in response to an
encounter with a supplier sales agent (most often face-to-face) or another trigger (e.g. high
bill or increased direct debit). These consumers are typified by relatively low energy literacy.
However, they are interested in financial savings from lower prices or taking advantage of
discounts or rewards — typically these consumers were vulnerable groups and families on
low incomes.

Subsequently, many talked about being advised (typically by a door-step salesman or friends
and family) or in some cases being talked into switching even though they were uncertain
about the benefits. Given this lack of understanding of the deal they were signing up for,
often these consumers felt that switching had not met their expectations and as a result are
less inclined to switch in future.

“l changed a while ago; they said it would be cheaper. | did that twice and
it’s never cheaper.”

As discussed in Section 5, the design of information channels should take account of
Reactive consumers’ preferences for accessing verbal advice. They would therefore be more
likely to review their tariff options if a free or local rate contact number (i.e. not an 0870
number) was positioned alongside a web address.

Many Panellists had a passive relationship with the energy market: they do not feel strongly
about it and consequently do not engage, despite often having high levels of energy literacy
do not engage very often (if at all).

These consumers were aware of their right to switch, but for various reasons, both positive
(satisfaction with supplier, brand loyalty) and negative (fear of higher prices) and situational
(inability to switch due to rental agreements) did not to do so.

Most Passive consumers reported an immediate short-term benefit from switching but then
became frustrated when they ended up with similarly priced bills inside twelve months.
However, it was evident that many fail to take into account how their bills may have changed
had they stayed on their existing tariff.

Those who stick by default, and are categorised here as Passive consumers, did so for
several reasons. Firstly, many Panellists, especially those on lower incomes were fearful of
switching in case prices were higher. For some, this belief was borne out of actual
experience, while for others it was due to a concern that switching could make paying for
energy bills unmanageable on existing budgets. Secondly, some had not experienced any
problems sufficient to motivate them to switch — this was common among London consumers
who were satisfied with their supplier and did not see switching as a priority, given how much
time they believed it would take. Finally, a few were unable to switch due to rental or
household agreements.

“I'm in a council house; they have designated suppliers.”
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It is important to note that some Passive consumers are not engaging with the market for
positive reasons. Most often there was a belief their energy prices were reasonable — often
based on a comparison to friends and family’s bills. Energy-literate consumers believed their
prices were in line with the cheapest tariffs on the market. A few consumers reported that
the peace of mind they got from other supplier services, such as maintenance cover, meant
they were content with their supplier and therefore chose not to switch. Finally, brand loyalty,
in particular towards companies perceived as being British-owned was another reason why
consumers did not engage.

Most Panellists can be defined as Disengaged consumers. The major barrier to engagement
for these consumers is a belief that there is little price differentiation in the market.

Since price is the most important factor in choosing a tariff, these consumers currently
believe there is insufficient incentive to review their tariff options. Moreover, there is a lack of
trust in supplier claims that switching makes a long-term difference.

Another major barrier to engagement is the perception that tariff comparisons are difficult;
indeed there is widespread agreement from Panellists that suppliers have created a complex
market that works to their advantage by discouraging consumers from finding the best deal.
These consumers said that confusing terminology and the difficulty in making sense of the
number of tariffs were major barriers. Given the current market situation consumers agree
that the effort of switching outweighs the potential benefits:

“There’s so many companies offering gas and electric. I'm on the same
deal from my previous house. | can’t be bothered and | really don’t have
the time to change.”

As indicated above, some consumers told us they could previously be typified as Passive or
Reactive but due to a negative experience had become Disengaged. This change in attitude
was often caused by the actual switching process or outcome of switching. For example,
Panellists were put off as a result of aggressive and pressurised sales agents, the amount of
time taken to move to another supplier and, once they had switched, higher energy bills or a
drop in customer service.

It is important to note that not all reasons to disengage are negative. Many consumers attach
a great deal of importance to good customer service (possibly because of perceptions of low
price differentiation) and where this was found (for example Ayr) Panellists were satisfied to
not engage. Some also valued discounts offered by their supplier, for example supermarket
and leisure discounts, while for others online account management was important, as it
meant they could avoid estimated bills by supplying meter readings. A few told us that
because their suppliers supported efforts to ‘go green’ or enabled them to sell energy back to
the national grid, this meant they did not look around at other suppliers or tariffs.

Finally, some Disengaged consumers said that the quality of the product (energy) you
receive does not vary, so why bother? These consumers compared it with other markets,
such as mobile phones, where the ‘package’ (the handset and, for some, the network
coverage) varies and the trade-off between time invested and return are viewed as
worthwhile.
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Section 3: Consumer views of the energy
market

This section sets out consumer views of the current energy market. It looks at how consumer
needs are met before going on to discuss the concerns consumers have. The findings
presented in this section give a contextual understanding of many of the reactions to the
different information channels discussed in this report and are broadly ordered according to
the strength of feeling amongst Panellists.

Key messages

Consumers are concerned about what they see as excessive profit-making in the energy
market. Regular increases in prices have led most consumers to feel powerless, despite their
efforts to save energy in the home.

For most, the market is seen as disengaging, either because there is little incentive to switch,
as prices and products are perceived to be similar, or too much choice, as there are too many
tariffs which are difficult to compare.

Most were aware they could switch and only a few were not. However, there is little belief that
there are worthwhile savings to be made by switching tariffs, and most choose not to look into
their tariff options

A minority of consumers are happy with their supplier citing good customer service, tariff
discounts and bonus point schemes, but many think that suppliers should be working harder
on their relationships with consumers, in particular to reward loyalty and check customers are
matched to the best deal for their needs.

Knowledge of and engagement with the energy market outside of their own relationship with
suppliers is minimal, although opinions on renewable energy are strong but varied.

When asked what they thought about the energy market overall, Panellists’ spontaneous
reaction was overwhelmingly negative. Panellists throughout the country thought that gas
and electricity were overpriced and that energy companies are making too much profit.

“The profits they’re making are astronomical...”

Some Panellists thought that prices were being fixed or that the energy companies were in a
cartel; this was especially apparent in Liverpool. However, in all areas, there was a feeling
that suppliers were quick to pass on increases in wholesale prices, but would never pass on
any similar decreases. This negative attitude towards suppliers was influenced by media
reports, with some Panellists mentioning things they had read or heard about the energy
companies:
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“There’s been a big shift in profits over a few years, from £20 per
customer to £100 per customer.”

Those who were less knowledgeable still thought that the companies must be making large
amounts of profit as their own prices have been increasing inexorably:

“My bills have rocketed... you assume that they are making a profit
somewhere along the line!”

High and rising prices were a key cause of negativity towards prices and cynicism about the
market. Panellists complained that energy accounts for an increasing proportion of their
household budget. A few reported using or wanting to use PPM as a means to control costs,
even though they perceived that this may be more expensive per ‘unit’.

“l pay by card, | pay in the shop and I’'m never behind on payment”

The idea that energy prices are uncontrollable meant that many Panellists felt disempowered
within the energy market, as even those who were switchers had to contend with regular
price rises. For some, this manifested itself as fear; they feel ‘scared’ about their energy use
rising or of receiving their energy bill.

“I'm terrified about the cost of gas; it’s definitely going to increase.”

Where Panellists were not fearful of their energy bills as consumers, they often looked at
high energy prices from a citizen’s perspective and mentioned vulnerable groups who might
be affected. In Cambridge, Panellists were worried about rising fuel poverty, while in other
areas Panellists voiced their concerns about pensioners not being able to afford adequate
heating. Rising prices and, for some, environmental reasons, had led many Panellists to
make an effort to become more energy efficient.

“People laugh at me turning off all the lights but it’s about saving money.”

However, Panellists with children in the house often felt frustrated in their efforts to reduce
their usage. Some were attempting to reduce their bills but struggled to do so because they
found it difficult to regulate their children’s energy use. Also, while they could make small
reductions in their consumption, the fact that energy is a basic necessity meant that most
Panellists were left feeling powerless to make any significant changes to their energy bills.

“You're trapped.: you've got to be warm. If you've got small children you
have to pay.”

Many Panellists were disengaged from the energy market: some to the extent that they were
not aware that they could switch. While most were aware that switching between suppliers
was a possibility, (although less were aware of the possibility of switching between tariffs with
the same supplier) most felt that the choices available in the energy market have not helped
them to get a good deal:
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“When it was privatised, you'd think that there would be more competition,
that it would cost less for us as consumers, but it doesn’t. Competition is
supposed to push down prices but they keep on going up.”

Disengaged consumers often thought there was too little choice in the market. This is
because all of the suppliers seemed the same to them, as all were seen to charge equally
high prices. As there is not much apparent differentiation across product and price, they do
not have very much else to help them choose between suppliers.

Conversely, some, and in particular Reactive and Passive consumers, complained of too
much choice and some thought that the market was deliberately confusing. A few Panellists
were aware of how many tariffs are available and, spontaneously, many called for a
reduction. They thought the current number makes it impossible for consumers to make
comparisons across all the available tariffs. Those who had spent some time looking into
their choices often became overwhelmed by what was available, and the lack of ease of
comparison:

“They make it so difficult for you.”

In particular, price comparison sites confused many of the more engaged Panellists who had
used them. Some were sceptical of their independence, especially as the advice they offered
was free:

“Who funds price comparison? Someone must be paying; is it these
companies?”

A few Panellists had also noticed that different sites can generate different advice as to
which is the best tariff. This left them further confused, wondering if even the ‘experts’ can’t
agree which tariff is best for them, how are they meant to work it out?

Most importantly, given the general concerns mentioned in the previous section about prices
and profit in the market, one of the key reasons that Panellists were ‘stickers’ was their
certainty that price savings cannot be made in the long term. Many Panellists, and especially
those who were Disengaged and Passive consumers, thought that all suppliers’ prices were
“much of a muchness.”

Most Panellists did not trust supplier claims that switching will enable them to save money
over a long term period.

“Every company will say they’re cheaper. ‘Come with us, come with us’.
They all say it but there’s no proof.”

This lack of trust sometimes stemmed from experiences of switching and not experiencing a
saving, or word of mouth stories of bad switching experiences. For Panellists, this was the
most significant barrier to engagement within the energy market. Until consumers are
satisfied that there is a significant amount of money to be saved by switching, and that this
saving will continue for a long enough period to result in significant savings to them, clearer
information is bound to affect only the minority who already believe this to be true.
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A large number of Panellists had been targeted in the past by direct marketing on behalf of
suppliers. This was patrticularly true in Ayr, Abergavenny and Liverpool. While this had been
a positive experience for a number of Panellists, especially in Ayr, in general, the sometimes
aggressive sales technigues that they had encountered had increased their negativity
towards suppliers. They found cold-calling by suppliers particularly annoying, as there is no
limit to how often they can call.

Those who had switched to a new tariff as a result of direct sales often used negative
language to describe the experience, and were left with a feeling that they had been misled,
while a few were ‘stuck’ on tariffs that they wanted to get out of:

“My husband was drawn in by the fixed rate; it was a hook.”
“They came door to door and | found it hard to say no to them.”

The effort that suppliers put into sales and the recruitment of new customers made some
Panellists question whether suppliers valued loyalty. Perhaps influenced by other markets
where suppliers may go to some length to retain customers by offering them discounts and
rewards, Engaged and Reactive Panellists thought that their suppliers should offer them
deals to reward their loyalty.

A few Engaged, Passive and Reactive Panellists were generally positive about their
suppliers and their tariffs. Some engaged Panellists felt that their needs were being met by
fixed tariffs, as they felt that they were making savings compared to standard tariffs, and
often they had chosen a tariff that was a good fit with their own lifestyle. They cited the
security as the main benefit, and had the energy literacy to understand that paying more now
could result in savings in the future. These Panellists were often pleased with the small
extras that suppliers provide with certain tariffs, noting that they valued things like loyalty
points and vouchers, although for most it would never be the primary reason to switch.

For some, good customer service was one of the main reasons that they were happy with
their supplier and was therefore a reason for sticking:

“I'm with supplier X, I find them very good — if you’re older they have a care line you
can phone up.”

For others, however, customer service was a particular bugbear, and another key driver of
their negativity towards suppliers and the market. Many could not understand why suppliers
cannot improve this, as they perceive it to be a basic aspect of the service that they pay for,
and they felt service is much better when a company is persuading you to switch to them.

“If they [suppliers] said \We have a tariff that would save you money’....now that
would be customer service.”

Many Panellists described frustration with having to call 0845 numbers, difficulties getting
through on the phone, long waits to get refunds when they had overpaid by direct debit,
unexpected (and some believed unjustified) increases to direct debits, call-centre staff
reading from scripts and frustration with the relentless moves towards online customer
service:
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“My mother is 97...they shouldn’t assume people are online.”

More generally, Panellists were unhappy that more attractive tariffs and discounts were
available to online customers, as they thought this was unfair.

Panellist knowledge of the wider energy market varied dramatically. Many did not think
beyond their own relationship with their supplier when thinking about energy. Some had
strong views on the ownership of these companies and resented the fact that foreign-owned
companies were making such large profits. Some more engaged Panellists were also
concerned about the security and sustainability of domestic gas supplies, with some
advocating an end to the export of gas.

Opinion on renewable or ‘green’ energy was split between those Panellists who were of the
opinion that more needs to be done in this area and those who were unhappy with what is
being done currently and the way it is impacting on them personally. The former group
tended to be based in urban or semi-urban areas and in these locations most thought that
suppliers should be doing much more to source renewable energy in order to help to reduce
carbon emissions, or to decrease our reliance on imported gas.

“We aren’t doing much to encourage renewable energy sources like wind
turbines.”

In Cambridge, some were both well-informed and sceptical about government emissions
targets and the recent changes in feed-in tariffs which they felt undermine efforts to reduce
emissions. Conversely, those who were more negative about renewable energy tended to be
based in rural areas and were concerned about the perceived damaging effects of some
renewables, in particular wind generation, on the natural landscape.

“Wind farms: if you've ever stood underneath one you’ll understand. Stop
taking the beautiful countryside and ruining it.”

Some were also concerned about the high cost of some renewables and their efficiency; in
Ayr and Abergavenny particular projects were singled out for criticism out by more
knowledgeable Panellists:

“It cost £300 million, but it will only ever supply 100,000 homes; it’s a
waste of money.”

Less well-informed Panellists were more concerned about the more general effect an
increase in renewable energy sources might have on energy prices. In general, there was a
sense that this issue is one where decisions are made entirely by politicians and vested
business interests and consumers’ opinions are not valued.

Panellists spontaneously called for a variety of reforms to the energy market which are
summarised below. It is likely that some of these would need to be implemented in order for
Disengaged and Passive consumers to begin to engage with the energy market. As outlined
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throughout the report, improving supplier communications will do little to engage those who
currently hold deeply ingrained negative views about the energy market and suppliers.

More transparency in pricing so that consumers are sure that any increases are fair
and proportionate;

Restrict the number of tariffs to make choice easier. Priorities for the level of
restriction varied. Engaged customers were the least likely to want a drastic reduction
as they were most likely to have chosen a tariff tailored to their needs;

Widen choice, benefits and incentives to PPM and offline customers;

Clearer evidence of savings to be made from switching needs to be made available to
consumers, ideally by Ofgem or another independent third party;

Suppliers should build better relationship with consumers and reward loyalty; and

Sales should be less pressurised, with more tailored advice extended to both existing
and new customers.
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Section 4: Views of energy market
language

This section explores how consumers think about, understand and comprehend language,
terminology, words and phrases in relation to energy. This overarching section is therefore
relevant to all the key information channel discussions.

Key messages

Energy market language tended to intimidate all but Engaged consumers. As a result, very
few read their supplier communications in any detail.

Many standard energy market terms are not well understood by consumers. This includes
tariff, KWh, fixed, standard, standing charge, two-tiered pricing and estimates.

While improving the design and content of supplier communications may drive engagement in
the energy market for some, it is unlikely to have any great effect until the majority of these
terms and concepts are understood by consumers.

This suggests that Ofgem, as well as mandating suppliers to use simpler language in their
communications, may have a key role to play in promoting energy literacy.

The language used in energy supplier communications tended to intimidate all but Engaged
consumers. One of the primary reasons that Panellists gave for not looking at energy
supplier communications in detail was that they could not understand them.

"The bills are really confusing. It makes me feel a bit stupid."

Some thought that the impenetrability of bills was a ploy by the energy companies to stop
them from properly understanding how much they are being charged,

"We have to have the gas and the electricity, and they [suppliers] know
that. The stuff that's on the bills, you can't make head or tail of it."

Some Panellists thought that they could never understand the ‘jargon' used by the energy
companies, as it was inherently confusing. Others thought that, if they were to make a
substantial effort, they may understand the language, but did not have the time or inclination
to make that effort, and as such thought that the energy suppliers should simplify it:

"Busy families don't have time to read all of that."
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Panellists believe simpler language would make consumers more likely to read, and engage
with, their bills and could help them better understand the market and their own tariff. In
addition, it was also the concepts behind the language (such as the notion of a kWh, or a
fixed term tariff) that were confusing. Thus, even if language was simplified, they may still
have difficulties in accurately comprehending their supplier communications. Across all
information channels, there were several key terms or concepts that Panellists either found
difficult to understand, or misunderstood without realising. These are set out in detail below.

KWh

This was almost universally seen as a very confusing term, and they did not understand why
suppliers use it when it is ‘too technical’ for the average consumer to understand:

“The language of the KWh, it’s just unnecessary really.”

As outlined in the Lawes report, the concept of a kWh meant nothing to Panellists
personally.6 They did not understand how it was worked out, and, for some, this lack of
understanding fed into their sceptical attitude towards energy companies. They felt
disempowered, as they do not understand how to verify their energy use. When their energy
supplier tells them that they have used 2,000 kWh last month, they must take this on trust, as
they cannot equate this to a concrete amount of energy usage.

“How would you work it out, if you phoned up and said. ‘Well | didn’t use
10,000kWh’, and they could just say, ‘You did’...You can’t query it if you
don’t know what you're querying.”

Even Engaged consumers, who may be able to work out the relationship between kWh and
the price that they pay, do not feel that they understand the concept.

“My mum drilled it into me, to look at the bill. | worked it out with a calculator but what
is a kilowatt?”

Panellists thought that kWh need to be better explained on supplier communications.

“Say it in English, not Kilowatts: You've had your energy on for so many hours and it
will cost you this much, that would be brilliant, so they can’t deceive you.”

They would like to see everyday examples of what a kWh might mean in terms of use in the
home, e.g. how many baths it would heat, full kettles that could be boiled, etc. The Panellist
design below indicates how consumers might like to see this but also shows how energy use
is misunderstood.

® “People do not experience gas and electricity in units of one kWh, they experience it in the amounts
of money they have to periodically hand over to their energy supplier and they experience it in a
practical way when they have their lights, central heating and appliances on.” Lawes, R., (2011) Retail
Market Review: Energy bills, annual statement and price rise notifications; advice on the use of layout
and language, p.11
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Figure 2: A Panellist suggestion for how to explain the concept of kWh

Tariff

Most Panellists understood the term tariff to be a type of ‘contract’ between them and their
energy supplier, although, as discussed below, many Panellists were unaware of different
tariff types or the extent to which tariff features (e.g. standing charge) can vary. Disengaged
Panellists had not heard of the term before and struggled to comprehend what it was:

“I don’t understand; the word tariff means nothing.”

This may be a consequence of the language, as these Panellists found the concept simple to
understand when it was explained as a contract between them and their energy supplier, as
this is language that they are familiar with from other markets, such as mobile phones.

Tariff namel/type

Panellists found it difficult to distinguish between these two terms, both of which were used in
all of the Ofgem developed materials:

“What's the difference between tariff name and tariff type?”

As outlined below, the terms standard and fixed are in themselves confusing, and only a
minority of Panellists understood the difference between the two.

| didn’t know there were different ones [tariffs]...I just thought there was
just one standard one at each supplier.”

As such, knowing their tariff type is not useful to them, as they would require further
information to be able to understand what this means. However, following standardisation of
tariff types, this information may become more helpful over time.

In relation to tariff names, the lack of standardisation of across suppliers creates confusion.
Panellists noted that these would be easier to understand if the name was in itself an
understandable description of the tariff.

“Tariff names should all be standardised. Type and price — what’s the
difference?”
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Standard

Panellists were unsure of what this means in relation to tariffs, and confused as to what a
‘standard’ tariff includes as it does not have a description in the title. It was seen as an
industry term that suppliers have not made an effort to explain. Again, general distrust of the
market probably fuels the mistrust of this term, as many consumers think that ‘standard’
prices are unfairly high.

“You’re currently on our standard tariff? What'’s that mean? That’s
immeasurable.”

“What does standard mean, standard to what?
Fixed

Relatively few Panellists were on fixed term deals. Some of those who were Reactive
engagers had been sold a fixed-term/fixed-price direct-debit tariff on the doorstep or by
phone. Among these, a few had presumed, when buying into the tariff, that the overall
monthly cost was fixed, and had not understood that it was simply the price per kWh that was
fixed. This then caused confusion when their supplier tried to increase their direct debit
payments due to an increase in consumption.

Many less-engaged consumers simply did not realise that fixed tariffs were available and, as
such, were unaware of what they might entail. Some, who had heard of them, thought that
the concept was unfair; they did not think that you should have to pay more now in order to
pay less later. They associated the need for this kind of tariff with what is, in their eyes, the
key problem with the energy market: that prices are constantly going up and savings are
never passed on to the consumer.

Standing Charge

Many Panellists did not understand what a standing charge was, although some of the more
energy literate were aware of its purpose. Many of these were confused by the fact that
some suppliers charge for it and some don’t, and referred to it as a ‘hidden cost’. This lack of
consistency was the key reason for the confusion here; once they had learned what a
standing charge was, most Panellists questioned why this disparity existed, as it made
accurate comparison across tariffs really difficult, unlike in other markets:

“If you get something in a simple format, well that petrol station is charging
1.32 a litre and that is charging 1.38, you can make a decision. If you have
a standing charge of x pence for 32 days and then it’s x pence per kWh,
you've got no idea.”

As long as suppliers continue to differ in how they account for standing charges, it is quite
likely that consumers will make inaccurate price comparisons by focussing solely on price
per unit.

Tiered Pricing

Few Panellists fully understood how tiered pricing works. Where a standing charge and daily
unit rate was presented alongside a tiered price tariff, most found it too complicated to
compare prices and quickly gave up.
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There was a suspicion that companies used tiered pricing as a means of “disguising” the
standing charge, or another example of the unfair complexity of the market:

“I think there’s an element of confusion, it's done deliberately by the
energy market...”

Most customers did not understand the concept at all, but even those who were aware of
tiered pricing found it difficult to understand tier thresholds, and when they begin to be
charged the lower rate per unit, with some thinking that this is measured daily (so that you
are charged x rate per day for the first y units used in the day and z rate for any further
units). As with the standing charge, this was seen as something that inhibited proper
comparison across tariffs. Many Panellists did not understand how tiered pricing could be
beneficial to certain consumers (e.g. families often benefit from better value for money as
consumption rises), and as such there were calls from some Panellists for standardisation of
tariff price structures, if the intention is to help customers make comparisons across tariffs
more easily.

Estimates

The word ‘estimate’ was badly received by many Panellists, and any supplier communication
that uses this word is likely to alienate many consumers. There are two related but separate
reasons for this:

1) Estimated meter readings: Panellists associated estimated readings with
suppliers overcharging them. As their trust in their suppliers is low, they assume
that these figures are always overestimates. Some also had experience of energy
companies owing them money, having overcharged, and difficulties in claiming
this money back.

"We don't like estimated, we want to be billed for what we use."

While they were frustrated by receiving bills based on estimated readings, many do
not proactively give their companies their actual readings, thinking that this was the
responsibility of the energy companies themselves.

2) Estimates of future use/projections: Most Panellists did not understand how these
estimates/projections are calculated. In addition, many thought that there is a
chance that their usage will go down in the coming year. Figures based on actual
costs might be more useful to them e.g. “You spent X much last year; using our
new prices, you would have spent Y”. This would help to avoid cynicism that
estimates are always used as an excuse to increase the direct debit price when
they believe that their usage could go down or up.

The implicatio