2	Powers of Ofgem
	[bookmark: _GoBack][image: C:\Users\chris_000\AppData\Local\Microsoft\Windows\INetCache\Content.Word\HoCLibrary-short.png]

	

	To
	[bookmark: To]Chris Muspratt, Office of Andrew Rosindell MP

	From
	[bookmark: From]Ed Potton
[bookmark: JobTitle]Science and Environment Section
1665
pottone@parliament.uk
	Ref
Date
	2017/9/74-SES
18 September 2017

	

	[bookmark: _Toc414350947][bookmark: _Toc414351172][bookmark: _Toc414351190][bookmark: _Toc414351195][bookmark: _Toc414351200][bookmark: _Toc414351205][bookmark: _Toc414351223][bookmark: _Toc414351228][bookmark: _Toc414351233][bookmark: _Toc414351253][bookmark: _Toc414351271][bookmark: _Toc414351276][bookmark: _Toc414351281][bookmark: _Toc414351357][bookmark: _Toc414358504][bookmark: _Toc414358522][bookmark: _Toc414358761][bookmark: _Toc414358779][bookmark: _Toc414430971][bookmark: _Toc414434808][bookmark: _Toc414455557][bookmark: _Toc414992886][bookmark: _Toc415003391][bookmark: _Toc415086982][bookmark: _Toc416799712][bookmark: _Toc416799720][bookmark: _Toc416943275][bookmark: _Toc416943368][bookmark: _Toc416943376][bookmark: _Toc416943378][bookmark: _Toc416943380][bookmark: _Toc416943382][bookmark: _Toc416943384][bookmark: _Toc416943386][bookmark: _Toc416943388][bookmark: _Toc416943786][bookmark: _Toc416943794][bookmark: _Toc416943796][bookmark: _Toc416943804][bookmark: _Toc416943806][bookmark: _Toc416943814][bookmark: _Toc417057358][bookmark: _Toc417057372][bookmark: _Toc417537913][bookmark: _Toc417537915][bookmark: _Toc417537917][bookmark: _Toc417537919][bookmark: _Toc446261624][bookmark: _Toc446261627]

	Powers of Ofgem
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[bookmark: _Toc391285909]A constituent asked about the powers of Ofgem, particularly in respect of any price cap. I have not covered the others issues raised by your constituent around carbon monoxide poisoning. 
The Government have indicated that they believe Ofgem has the required powers to implement a price cap, and have indicated this would be done via supplier licence modifications. I have not identified any detail about the changes that could be made to the licences. 
A Library Briefing Paper sets out recent debate on energy prices: Energy bills and proposals for reform
Energy Market Regulation
The Gas Act 1986 and the Electricity Act 1989 privatised the energy sectors in Great Britain and also created the Director General of Gas Supply and the Director General of Electricity Supply and led to the formation of Ofgas, the Office of Gas Supply, and OFFER, the Office of Electricity Regulation as regulators independent from Government but accountable to Parliament. 
The current regulator Ofgem was created by the Utilities Act 2000, which merged the functions of DGs Gas and Electricity Supply.  Ofgem, the Office of Gas and Electricity Markets, is the ‘practical arm’ supporting GEMA, the Gas and Electricity Markets Authority, which is the actual regulatory authority.   It is the Authority or GEMA Board which takes decisions on price controls and enforcement for example.
Price controls for domestic energy consumers were introduced during privatisation of the electricity and gas companies from the mid-1980s and early-1990s. Supply price controls were removed in the market in Britain several years after the introduction of competition for domestic consumers in the late 1990’s. 
Energy prices are therefore no longer capped and suppliers operate in a competitive market where they set their own prices and consumers can make a choice of supplier based on price and also service.
While Ofgem does not currently impose market-wide price controls, it supervises the structure of the market. For example, it is responsible for issuing energy market licences; a supplier licence is required to operate in the supply market and the licences, and changes to them, can control the way companies operate and obligations they must meet. They set out on their website how they aim to influence the market.[footnoteRef:1] [1:  	Ofgem website, The GB electricity retail market] 



Recent Government request to Ofgem

On 21 June 2017 the Secretary of State wrote to Ofgem asking for them to take action in three areas: [footnoteRef:2] [2:  	Letter from Secretary of State to Ofgem, 21 June 2017] 

• Safeguarding customers on the poorest value tariffs 
• Ensuring that micro businesses are fairly treated 
• Considering the future of standard variable tariffs
Ofgem gave an initial response on 3 July with a letter outlining their current action and a series of proposed measures, including a ‘safeguard tariff for vulnerable consumers which would protect them from overpaying for their energy’.[footnoteRef:3] Some have been concerned that the proposed action does not have wide enough scope. [3:  	Letter from Ofgem to Secretary of State, 3 July 2017, see also Ofgem press release, 3 July 2017] 

The Secretary of State responded to two oral questions on 12 September 2017 about Ofgem’s potential power to impose a price cap by saying that:[footnoteRef:4] [4:  	HC Deb 12 September 2017 c633] 

Ofgem has extensive powers that would allow it to establish a cap on household energy prices that cause consumer detriment. The Competition and Markets Authority identified a consumer detriment averaging £1.4 billion a year, which I expect Ofgem to take measures to eradicate.
And that:
Ofgem has yet to respond to my request. I have the power to oblige Ofgem to put a cap in place. Doing that would seem excessive, and it would require primary legislation. Ofgem has those powers, so there is no need for that. That is why, faced with this huge detriment of £1.4 billion on average, I believe it is essential that Ofgem uses the powers that Parliament has given it to eradicate the detriment.
A PQ answered in July stated that a price cap could be implemented by modifying the licence conditions of gas and electricity suppliers:
Energy: Prices
To ask the Secretary of State for Business, Energy and Industrial Strategy, what scope Ofgem has to implement a domestic energy market price cap without the need for further primary legislation.
Answered by: Margot James Answered on: 12 July 2017
Holding answer received on 11 July 2017
Ofgem has wide powers under the Gas Act 1986 and the Electricity Act 1989 to modify the conditions of gas and electricity supply licences, which would allow for the introduction of a domestic energy price cap.[footnoteRef:5] [5:  	PQ 3338 [on Energy: Prices] 12 July 2017] 

The two relevant Acts set out the ability of the regulator to make and modify licence conditions. The Electricity and Gas (Internal Markets) Regulations 2011 modified the process for making licence amendments and gives the regulator the power to make amendments, although they are subject to a consultation and appeal process. 
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