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About this consultation

Ofgem launched this consultation to seek the views of stakeholders on a range of
proposals including the introduction of a capital adequacy regime, improvements to its
Financial Responsibility Principles and ringfencing of domestic supplier Renewables
Obligation receipts. These measures are designed to strengthen the financial resilience of
the domestic energy supply market and reduce the risk of consumers footing the bill for
supplier failures.

Key points and recommendations

f Retail energy market regulations have let older people and other consumers down,
with inadequate regulatory oversight playing a key role in catalysing the consumer
energy crisis.

f Unexpected increases in wholesale prices were exacerbated by ineffective
regulation, scant enforcement, and unsuitable standards for market entry.

I Capital controls, the ringfencing of Renewables Obligation (RO) commitments, and
the Enhanced Financial Responsibility Principle (EFRP) represent promising
improvements.

' We strongly support Ofgem’s proposal to strengthen supplier capital adequacy
requirements and we are hopeful this will reduce the risk of supplier insolvency.

' Where suppliers fail to meet key milestones Ofgem must be prepared to review
practices, mandate improvements, and take pre-emptive enforcement action.

f Ofgem’s proposals for a pillar 1 market capitalisation baseline followed by pillar 2
requirements based on specific supplier circumstances are very welcome.

' We remain sceptical of Ofgem’s proposal for Customer Credit Balances (CCBs) but
welcome the commitment to review progress and adapt their approach if needed.

' We support Ofgem’s commitment to ringfencing RO payments as this will mitigate
the risk of consumers being forced to cover supplier mismanagement of RO funds.

 Age UK will seek to amplify Ofgem’s request for the Government to legislate for
more regular supplier RO contributions.

I Age UK supports efforts to introduce an Enhanced Financial Responsibility Principle
(EFRP) — alongside wider reforms this will help reduce the risk of supplier failures.

f We are nonetheless concerned that Ofgem lacks the appetite for proactive
enforcement required to address any breaches



About Age UK

Age UK is a national charity that works with a network of partners, including Age Scotland,
Age Cymru, Age NI and local Age UKs across England, to help everyone make the most
of later life, whatever their circumstances. In the UK, the Charity helps more than seven
million older people each year by providing advice and support. It also researches and
campaigns on the issues that matter most to older people. Its work focuses on ensuring
that older people: have enough money; enjoy life and feel well; receive high quality health
and care; are comfortable, safe and secure at home; and feel valued and able to
participate.

Introduction

Retail energy market regulations have let older people down, with inadequate regulatory
oversight playing a key






We encourage Ofgem to focus on three key metrics in determining capital adequacy: does
the supplier truly have sufficient funds to withstand significant destabilisation in the market;
what impact would the failure of this supplier have on its customers, consumers more
broadly, and the stability of the energy market; how can the introduction of capital
adequacy requirements be successfully balanced against the need to minimise associated
costs to consumers.

Ofgem’s proposals for a pillar 1 standard market capitalisation baseline followed by pillar 2
requirements based on specific supplier circumstances!® are welcome additions in this
regard. Different suppliers have very different market practices, customer bases, and
degrees of exposure to risk. We believe that pillar 2 will afford Ofgem the flexibility to
implement more stringent capital controls in cases where suppliers pose a greater risk to
the market or vulnerable consumers.

As part of implementation, Ofgem must ensure better oversight of how suppliers are
preparing for uncertain costs. This must include improved data sharing to ensure the
regulator can adequately audit accounts and estimate whether a supplier is overexposed
to market volatility. This should include direct access to suppliers’ trading practices,
including data on whether suppliers have sufficiently hedged for increased wholesale
energy prices. In this regard, we



mitigate CCB issues and reduce customer exposure to mutualisation costs — the costs
added to consumer bills because of supplier failures.

CCBs represented around 3.6% of the mutualised costs passed onto consumers because
of supplier failures since September 20212°. Customers of many failed suppliers had credit
balances well in excess of what was required, with some suppliers reportedly using them
as a mechanism for funding their growth??.

Misuse of CCBs to finance supplier operations must be addressed??. To avoid further CCB
costs being borne by vulnerable households, appropriate protections must be
implemented and enforced by Ofgem. The regulator must also use its data request powers
to gain better oversight of how suppliers are using CCBs and if customers are being
treated fairly.

We remain sceptical of Ofgem’s decision not to completely ringfence CCBs. However, we
do welcome the regulator’'s commitment to review the progress of CCB regulations and
adapt their approach if required. Bespoke ringfencing may also prove sufficient to reduce
the risk to consumers but at this point it remains too early to



concerned that the EFRP will lack data oversight and the strong enforcement backing
required for its principles to become actionable industry best practice.

Ofgem already has a Financial Responsibility Principle (FRP) in place. It is designed to

ensure suppliers responsibly manage any costs which could be passed onto consumers

through the mutualisation process and minimise these costs wherever possible?¢. While

Ofgem claims powers are already in place to ensure the FRP is followed the precedent of
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