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DearDan,

Uswitch response toOfgemstatutory consultationon the removing theBanonAcquisition-only
Tariffs (BAT)

WewelcomeOfgem’sminded-toposition to remove theBAT fromOctober 2024. Asoutlined inour
previous response,wedonotbelieve there is anymerit in retaining theBATas it has neither improved
the stability of theenergymarket nor consumerprices. There are three key reasonswhyBAT should
end inOctober 2024.

First, the intentionof theBATwasa short-termmeasure to forcea level of retailmarket stability in the
faceofwidermarket circumstances and regulatorypolicy interventions. The reduction in relative
volatility in thewholesalemarketmeans that, even if thereeverwas, there is no longer a need for the
BATandas amatter of good regulatorypractice it should nowbe removedas soonaspossible.

Aswholesaleprices have stabilised, suppliers shouldbe incentivised tocompeteonquality and
price. TheBATdiscourages this, increasing the likelihood that fallingwholesaleprices are notpassed
ontohouseholds. At a timewhenconsumers shouldbepresentedwith agreater choiceof tariffs,
theBAT removes incentives for suppliers tocompete, leading tohouseholdspayingmore than they
should.

Second, aswehavedetailed inour response toOfgem’s earlier consultation, theBAThas led to
higher bills for households.Whilst itwas introduced in an attempt toprotect thefinancial stability of
the remaining retail energy suppliers, the reality is that it has led tohigher prices for households at a
timewhenenergybills are alreadyhigh, asdemonstratedbyOfgem’sownanalysis. This is because it
makes it less likely that cheaper tariffswill be available to thosewhowouldbenefitmost from them.

Third, theBATmust notbeconfusedas ameasure toconstrain consumerprices. Thedefault tariff
pricecap isOfgem’sprimarymeasure tomanagechargesdisengagedcustomers could face. The
BATcanonly reduce thechancesof themarketofferingpricesbelow this cap.While there is rightly a
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debate around the futureof retail priceprotection and thedefault tariffcap’s effectiveness aspart
of that, theremustbea full policyprocess around this debate andcontinuing short-termmeasures
that are no longer required in themeantimewould notbeappropriate.

Regarding thedisbenefitsmentioned in theconsultation,webelieve they are unlikely tooccur or
haveany significant negative impactson themarket. Thebenefitsof removing theBAT far outweigh
anypotential drawbacks.

The reducedamountof time toassess theBAT’s impact as a standalonemeasure is not a reason to
keep it in place. Theburdenofproof shouldbeonOfgemtoprove that it shouldbe retained for
longer. Itwouldclearly notbeappropriatebywayof regulatoryprocess to keepa temporary
measure inplace for longer on theoffchance that itwill be useful as a standalonemeasure.

Additionally,weagreewith thecall for evidence that theBAT is highly unlikely toenhance supplier
resilienceor improvemarket-wide stability. TheBAT is unnecessary for creatinga stable energy
market.Given its negative impactson tariffprices andquality, it is an inappropriatemechanism for
trying toachieve this. This is due to its significant impactson the level of risk for suppliers, creatinga
marketwhere they lack incentives to improve their offering to retain or attract customers.

Ofgemhas taken forwardanumberofothermeasures toensure that energy suppliers are financially
stable and sustainable. Tightening the requirementsonnewsuppliers entering themarket and
strengthening the rulesonfinancial prudencearebothmoreeffectivewaysof improving the
stability of themarket andhave fewer unintendedconsequences for both suppliers andconsumers.

Finally, in termsof reducedcertainty for supplierswhen setting tariffs in the lead-up tominimum
capital requirements formally takingeffect fromMarch31, 2025,webelieve thatOfgem’s
minded-topositiononBAThasbeenclear and therefore aprudently run supplierwill alreadyhave
beenplanning forBAT removal on 1October as themost likely scenario.

Good regulatoryprocess should alwaysbe followed toensure suppliers haveanability tomanage
regulatory changes in an appropriateway.However, ifweare tohaveacompetitive retail energy
market, suppliers cannot not entitled tonear-completecertaintyon the futureofmarketdynamics
or how their competitorsmight respond - in fact it is essential for aproperly functioningmarket that
there is a threat consumerswillmove toadifferentprovider that offers somethingbetter, actingas a
vital incentive for the incumbents todobetter for their customers to retain them.

Theexistenceof theBATprovidescertainty for suppliers at theexpenseofbetter deals for
consumers. It has led toamarket inwhich suppliers have virtually no fear that theywill lose their
customers,meaning that theydonot feel that they need tooffer thebestpossibleproductor prices
to thecustomers they havenow.Wedonotbelieve it is a significantdisadvantage tohave the risk
incentive transferredbackonto the suppliers.

We respond toOfgem’s specificconsultationquestions in Annex 1 below.
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Yours sincerely

RichardNeudegg
Director of RegulatoryAffairs
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Annex 1 -Response to consultationquestions

1) Doyouagreewith ourminded-toposition thatOfgemshouldmodify supply standard licence
conditionSLC22B to remove theBAT from 1October 2024?

Yes.

2) If youconsider that theBAT should remain in force until 31March 2025, doyou think themarket
widederogation fromSLC22B for fixed retention tariffs should also continue until 31March
2025?

N/A

3)Doyouhave anycomments on the analysis presented in section 2?

In termsof theeffectsof removing theBATonfinancial resilience,weagreewith theconclusion that
it is unlikely tobeamaterial driver of supplier sustainability. Asoutlinedabove,Ofgem’smeasureson
financial sustainability and supplier resiliencearemoreeffective tools for preventingwidespread
supplier failure. For example, imposing strict entry requirements for newmarketparticipants and
reinforcingfinancial prudence regulations aremoreeffectiveways tobolstermarket stability
without causing theunintendedconsequences for customers associatedwith theBAT.

Alongside this, theBAThasmade themarket less stable for households. It prevented falling
wholesaleprices frombeingpassedon toconsumers, slowing themarket’s recoverybypreventing
bills fromdroppingasquickly as they should have, therebyhindering the returnof competition to
themarket.Wealsobelieve it has hinderedconsumers fromsecuringfixeddeals at reasonable
pricesby limiting availableoffers, and therefore increasingexposure to the regular pricechanges
under thepricecap.

Additionally,weagree that theBATcreatesbarriers to supplier innovation, harmingcompetition and
raisingprices for households. TheBAT limits the rangeandpriceof tariffs that suppliers canoffer,
creatingamarket inwhich theoverwhelmingmajority of households are coveredby thepricecap.
Thismeans that nomeaningful competition takesplace, as suppliers cannotoffer newandbetter
value tariffs. TheBAT, alongsideother regulatorymeasures, disincentivises suppliers to innovateor
meaningfully compete.

As a regulator,Ofgemshould not aspire tocreateor overseeamarket inwhich firmsare frozenoutof
competition and innovation. The logical endpoint of the kindofmarket that thecurrent regulatory
settlement is creating is a small numberof incumbents left to serve their customerbases at an
unjustifiably highcost. This is amissedopportunity toencourage innovation amongst the suppliers
thatwouldotherwise have thecapital to further invest in themarket, and it is ultimately consumers
whowill loseout in the formof higher bills for a lowerquality product.
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With regards togiving suppliersmore time to factor theBAT’s absence into their hedging strategies,
weagree that the timingalignswell with theupcominghedgingwindow for theOctober 2024price
capperiod.However, the issue iswider than this – as highlightedabove, themarket has for too long
reduced the risk for suppliers, giving themno incentive tocompeteonpriceorquality of service,
with consumers suffering throughhigher householdbills.

Additionally, if theconcern is that suppliers havealreadyhedgedon theassumption that theycan
chargehigher pricesdue to theBAT, then this underscores theneed to remove themeasure.Ofgem
shouldexpect suppliers tobehaveprudential considering their hedgingpositions but it should not
shield them to fair competition as adevice to support consumers receivinga fair price andquality of
service.

On the so-called ‘loyalty penalty’ benefits from theBAT, continuing themeasurewould havea
negativeeffectonboth active and inactive consumersbydriving upprices andpreventinggenuine
competition.With cheaper tariffs unavailable, the impactsonactive customers areobvious— they
will not haveameaningful opportunity to shoparound for thebestdeal possiblebecause there is no
genuinecompetition in themarket. Thismeans that they facea serious riskofpayinghigher bills for a
lowerquality service for as longas theBAT remains in operation.

While inactive consumersmayappear tobenefiton the surface, the reality is that theBAT reduces
the likelihoodofexistingcustomers switchingaway from their current suppliers. In turn suppliers are
not incentivised toprovidebetter deals toexistingcustomers, artificially inflatingprices throughout
themarket, including for inactive customers in themarket.

Thepricecap isdesigned toensure that entirely inactive customers arebeingoffered fair pricing—
the removal of theBATwould not change their circumstances.Whilst there is awider debateon the
futureofprice regulation toprotect inactive customers in themost efficientway, this is not relevant
to thequestionofwhether theBAT shouldbe retained, because it does notmakeameaningful
contribution toprotecting inactive consumers fromhigher prices.

4)Doyouhave anycomments on thedraft impact assessmentpresented in section 3?

Market-wide stability

Asoutlinedabove,wedonotbelieve that theBAThas a significant impactonmarket-wide stability,
andagree that as itwas intendedas a short-term intervention to tackle extrememarket volatility it
shouldbe removed. Imposing strict entry requirements for newmarketparticipants and reinforcing
financial prudence regulations aremoreeffectiveways tobolstermarket stabilitywithout causing
theunintendedconsequences for customers associatedwith theBAT.

Overall impactsofBAT removal

As is noted, the removal of theBATmayencourage suppliers tooffermorefixed tariffs.Weview this
as apositivedevelopment. Aswholesaleprices continue to fall, an increasednumberof fixed term
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dealswill allowconsumers toget longer-termand lower-priceddeals, drivingdown their energy
costs.

Impactonconsumer trust

Wedisagree that the removal of theBATwill decreaseconsumer trust throughknowing that theycan
access anydeal. Consumer trustwill increase if they feel that suppliers areofferingmore
competitiveprices andquality of service – something that theBATprevents fromhappeningby
providingno incentive for suppliers towin newbusiness through innovation and improvedquality.

Impactoncompetition

Weagree that the removal of theBATwouldgenerate further pricecompetition, andgreater
incentives for suppliers tocompeteand for individuals to switch, asoutlinedabove.

Distributional considerations

Wedonotbelieve that thosewith theageanddisability protectedcharacteristicswould suffer
greater disbenefit as a result of anydecision to remove theBAT, asprotecting vulnerable consumers
wasnever the intentionor theoutcomeof theBAT. Like thepricecap, it is ablunt instrument that is
not sufficiently targeted to those in need. Rather thanprotecting themost vulnerable andallowing
competition todrivedownprices in the remainder of themarket, it stifles competition and increases
prices across themarket.
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