Vulnerable Consumers Working Group – Initial Report for the London Forum 2012
I. Introduction

The ongoing changes in the energy retail markets, including increasing competition amongst suppliers, should lead to benefits for all consumers through more choice and empowerment, the availability of new demand management solutions, product and service innovation, etc. 

Increasing competition should help to keep prices of the commodity component of energy bills in check while strong and independent national regulators should keep the evolution of network-related price components under control. However, competition does not affect other components of the final energy bill (taxes, levies, renewable energy support, etc.) that are subject to national policy. Moreover, in some MS, the energy market may not yet be sufficiently developed for competition to keep prices in check or to promote better service levels and innovation. It may also not be possible to prevent final energy prices for consumers from rising in the coming years, bearing in mind the prospect of rising global energy prices. 
These factors can have a negative impact on consumers, particularly those  with a low income and/or in an economically weak situation. The number of consumers at risk of vulnerability for economic reasons is growing in some Member States. Eurostat figures indicate that 115.5 million EU inhabitants were at risk of poverty or social exclusion in 2010, representing 23.4% of the population.  Energy poverty should not be isolated from other forms of poverty, and it is recognised that energy-related policy measures can be important for improving a household's overall situation.  
Furthermore, the ongoing changes in the energy sector may pose additional challenges to certain consumers who may not have the tools or competencies (literacy, access to information on- and offline etc.) to participate actively in the newly developing market and reap the benefits on offer.  Looking ahead, consumers may thus increasingly face the risk of vulnerability for reasons other than, or in addition to, poor health, low income or a precarious economic situation. This could be exacerbated by unfair commercial practices or the risk that businesses may focus on particular (financially attractive) customer groups, thereby effectively preventing others, for example those on lower incomes, from enjoying the same benefits.  
These developments may result in increased vulnerability for some groups of energy consumers and some types of customers of the energy companies. The growing importance of the problem is not an argument against continued liberalisation, but highlights the fact that market reform must be accompanied by appropriate measures for consumers at risk of vulnerability. Ensuring adequate protection of consumers, especially those in vulnerable positions, will thus be one of the key success drivers of the completion of the EU's internal energy market.
Competition and sector regulation alone may not be enough to deliver effective protection for consumers in vulnerable positions. Accordingly, more public and policymakers' attention is now focused on vulnerable consumers and the cohesion of EU policies (employment, health, energy etc.) that protect them. At last year's Citizens' Energy Forum, it was clearly stated that the consumer should play a central role in energy retail markets, and that the vulnerable consumer concept be urgently defined by MS.  It is therefore vital that consumer associations, local authorities, regulators, ombudsmen, industry and other key stakeholders work hand-in-hand to achieve this goal.  The Citizens' Energy Forum is the ideal platform for such work.

The Vulnerable Consumer Working Group (VCWG) has been established by Commission services (DG ENER in close collaboration with DG SANCO) to address these needs, feed the discussions in the London Forum, and thus support the implementation of the 3rd Energy Package. The VCWG enables Commission services to interact closely on this subject with consumer associations (NGOs, BEUC, national organisations), public bodies/institutions (CEER, Ministries, Ombudsmen etc.), industry (Eurogas, EURELECTRIC, CEDEC), and academia.
II. Terms of Reference

The Terms of Reference (ToR), as adopted by the WG at the outset of its activities in early 2012, set out the following as the concrete outcomes and deliverables of the Group:

•
establish a qualitative and quantitative mapping of various aspects of vulnerability and measures which can contribute to addressing the issue 
•
provide recommendations for defining vulnerable consumers in the energy sector, based on current state of play in MS

•
highlight good (national) practices and appropriate non-policy solutions with long-term potential to better target vulnerability
The ToR also stipulate that the aim of all these activities has to be twofold: 
(i) to reduce the number of vulnerable consumers, including those in energy poverty;
(ii) to prevent consumers from falling into energy poverty, where possible. 
The full ToR of the VCWG are annexed to this report
III. Results to Date and Further Plans

Since its establishment in early 2012, the VCWG has worked on three main topics:

1. Monitoring State of Play in Member States

Besides the general obligation of ensuring universal service with respect to electricity supplies, the 3rd Energy Package contains several key requirements for Member States specifically with respect to vulnerable consumers:

- definition of the concept of vulnerable consumers
- ensuring rights and obligations linked to vulnerable consumers
- taking measures to address energy poverty where identified

However, while transposition checks to ensure that all MS have defined the concept of vulnerable consumers are ongoing, the state of play in Member States shows that attention to the provisions on vulnerable consumers varies. Through the involvement of national regulators in the VCWG, the Group helps to bring the attention of Member States authorities to the fact that they must pay full attention to timely fulfilment of their legal obligations under the Third Package with respect to vulnerable customers.

In addition to fostering further discussions and sharing of good practice with respect to vulnerable customers, the VCWG should consider its involvement, on an informal basis, in the reporting and monitoring of Member States' compliance.

In this respect, presentations by the national regulators for Austria, Belgium, and Italy at WG meetings held between March and October 2012 have contributed to the debate, as have presentations by the French national ombudsman and by a representative of GdF Suez France. In addition, details of preliminary results of an NRA status review undertaken by CEER were presented to the meeting participants.

Some Member State authorities stated in the VCWG that vulnerable consumers are adequately covered by their existing social and/or welfare policies.  While it is recognised that social/welfare policy can provide comprehensive material support to individuals, it is not guaranteed that protection through such policy will represent the best and most economically efficient choice for addressing all possible forms of vulnerability of energy consumers. This question needs to be further explored.  In addition, finding the right combination of social policy measures and measures linked to the regulation of the energy market represents a challenge to be addressed. 
In Member States where social policy is considered the primary means for addressing vulnerable consumers and those in energy poverty, such policy should explicitly refer to energy issues and stipulate in concrete terms how the policy supports consumers facing difficulty with respect to their energy supplies.  In this context, not only should such social policy have an energy dimension, but all consumers - regardless of their situation - should also be energy-conscious and aware of the benefits to be gained through efficient use of household appliances, effective exploitation of the competition in the energy sector and of available service offers, etc.
The VCWG touched upon the issue of regulated prices and discussed the fact that regulated prices, especially where set below the cost of energy in wholesale markets, are unlikely to be the most cost-efficient and welfare-maximising solution. This subject should be further explored in the Group in the near future. Whilst regulated prices in some MS may be the consumers' preference, vulnerable consumers can end up paying more to help cover the costs of wealthier energy consumers with higher consumption; likewise, households may effectively end up supporting business customers with access to regulated prices. However, regulated prices, where they represent a concrete form of protection/assistance, should not be removed without ensuring appropriate protection/assistance through other means.  
2. Drivers of Energy Vulnerability - Understanding Vulnerability and its Dynamics

With regard to the drivers of vulnerability, the range of factors is extensive and varies considerably between individual Member States.  It was therefore decided to use the VCWG as a platform for discussions that allow stakeholders to go into considerable detail to set out these factors, and establish which practices could be recommended for implementation in Member States.  Economic measures to benefit vulnerable consumers are also wide-ranging and vary between Member States: some focus primarily on social policy, others on a more balanced mix of social and energy policy.

Following an initial discussion on the drivers of vulnerability, a framework for addressing these was established, along with a clear direction to take.  Presentations on the topic have been given by two academics and the French national ombudsman. Other WG participants offered to share existing research and data with other participants.  
As a result of these discussions, an initial drivers of vulnerability table has now been prepared by the VCWG, with input from various stakeholders including regulators, ombudsmen, consumer associations, industry and academia.  The table in its present structure takes into account which factors are drivers of vulnerability, which factors exacerbate vulnerability, and which are the result of consumers being in a vulnerable situation (for example, the installation of a prepayment meter in some cases).

Work has also commenced on setting out the instruments used and best practice, which will be further developed in the coming months. The instruments will be split into four categories: market, individual circumstances, living arrangements, and social and natural environment. In addition, comprehensive information will be collected for each MS to ascertain, inter alia, which policy measures are used to address vulnerable consumers.   

This work should result in an indicative checklist to be circulated among MS authorities to help them define the concept of vulnerable consumers and to identify the most suitable policy instruments and measures to tackle consumer vulnerability and energy poverty. This can lead to best practice recommendations, such as action on energy efficiency, which can be used to support those MS that have historically been less active in vulnerable consumer protection.       
It is recognised, however, that one size does not fit all: a single, EU-wide concept is neither appropriate nor possible.  It is fully recognised that these recommendations will only be taken on board if the MS authorities consider that they are appropriate and suitable, bearing in mind the unique situation in each MS.  Furthermore, vulnerable consumers and those in energy poverty do not represent a clearly defined or stable group in society, thus a homogeneous solution is unlikely to cover all those in need.    
Nevertheless, even in Member States where vulnerable consumers are protected through social policy, such a table can provide concrete assistance to the authorities that should ensure adequate coverage of energy policy objectives in existing policies.

Looking further ahead, the VCWG could be used to build an evaluation table, for example, based on elements that aid identification of and target support at those most at risk. It is also hoped that the VCWG (and the price transparency WG) will be able to consider the role of companies in the supply chain and their impact on vulnerable consumers, including through questionable commercial practices etc. 

In addition to further work on the concept and drivers of vulnerability, and recognising that a package of measures and support rather than singular solutions can most effectively help avoid or alleviate consumer vulnerability the VCWG should aim to identify in the coming months the instruments and best practice measures that can help to deliver: 

· Advice for vulnerable consumers

· Energy efficiency improvements to consumers without sufficient economic means 

· Effective standard procedures avoiding confusion or information asymetry

· Effective general protection measures, and 

· Suitable forms of financial support for energy-related expenses. 
3. Helping Vulnerable Consumers Effectively – the Importance of Efficiency Improvements

Energy efficiency improvements, depending on available financial resources, are seen as a long-term method to support vulnerable consumers and those facing energy poverty. Whilst the 3rd Energy Package requires the definition of the concept of vulnerable customers, there is no such requirement for defining energy poverty.  Yet it is recognised that, while there is some overlap between vulnerable consumers and the energy poor, the factors that result in consumers facing these situations are not directly comparable.  
Energy poverty is clearly intrinsic to the activities of the WG, and several members requested that it be treated as a separate, but complementary, issue.  Where it exists, the definition of energy poverty varies considerably between MS, and it is not possible to provide recommendations that will be suitable or feasible for all MS to implement.  Further work is needed in this regard to compare definitions in place in each Member State for both the concept of vulnerable customers and energy poverty and how these impact energy-related policy.
Nevertheless, it is clear that energy efficiency (EE) measures, such as home insulation or replacement of inefficient boilers, represent both long-term support to help move consumers out of vulnerability and a concrete step towards MS meeting the EU 2020 energy efficiency target of the Energy Efficiency Directive.  In addition, the cost of implementing EE measures is likely to be more cost-effective in the long run than paying benefits through social policy – potentially a far better return on capital employed.  
However, it should be recognised that vulnerable consumers are unlikely to be able to afford to pay for energy efficiency measures up front and thus need financial support through energy policy. Those living in rented accommodation are also likely to face a barrier as landlords have little incentive to invest in building stock improvements. 
EU funding programmes such as Structural Funds should be used by Member States to improve energy efficiency in the housing sector, in particular for low-income families.  Also the design of some new instruments included in the new Energy Efficiency Directive - such as energy saving obligation schemes - encourages Member States to establish programmes with a clear priority to finance energy efficiency improvements for vulnerable consumers.  There is also a need to identify additional funding streams to support these measures, especially bearing in mind the current strain on resources in some MS due to the ongoing economic and financial crisis.  
A presentation on projects funded by Intelligent Energy Europe was given at a meeting of the VCWG by the Executive Agency for Competitiveness and Innovation.  Project activities have included the organisation of workshops, consumer awareness raising, education provided by "energy ambassadors", and training of energy advisors.  It is hoped that these successful projects can be replicated in Member States that have not yet benefited from such projects.  
The VCWG therefore agreed to actively encourage MS to consider energy efficiency as a key element of the policy mix to combat energy poverty, and look to MS to provide examples of best practice. Further action by the VCWG is necessary with respect to the role of energy efficiency and should focus on:
- collating information on suitable EU and MS-specific funding mechanisms for energy efficiency improvements to create an initial overview of instruments available to vulnerable consumers

- exploring the potential for replication of successfully completed or ongoing projects and their integration of local energy actions e.g. through the Covenant of Mayors or Pact of Islands

- identifying low-cost means of implementing/funding energy efficiency measures and/or educating consumers about reducing energy consumption 
IV. Conclusions/Recommendations for next actions
The discussions in the VCWG have confirmed the importance of the subject of consumer vulnerability in relation to successful transformation of EU's retail energy markets. They proved to be a useful source of input to the Commission's policy-making and an effective means for structured thematic stakeholder dialogue. Inter alia, the first results of the discussions assisted significantly with the drafting of the Internal Energy Market Communication to be released in autumn 2012. The VCWG has proved to be a useful platform for stakeholder input into the verification of the transposition of EU energy legislation by the Commission and Member State regulatory authorities as regards provisions relating to consumer protection, energy poverty and vulnerable consumers. The VCWG should continue to serve as a point of reference for the future.
When addressing consumer vulnerability and energy poverty in line with EU legislation, Member States' social policy and energy policy can and should be complementary to ensure the most effective protection and assistance. Social policy through financial support can be seen in broad terms as a measure with instant impact while energy efficiency actions offer measures with a long-term effect at lowest cost. MS are encouraged to consider the two jointly, in keeping with the requirements of the 3rd Energy Package (taking measures to address energy poverty where identified etc.).
The preparation of the drivers of vulnerability table has resulted in considerable interest and input from many members of the VCWG.  The stakeholders encourage further work on the table so that it also includes an overview of suitable policy instruments and administrative good practices.  This should address individual drivers or driver categories so that Member States could make use of the table when addressing energy-specific vulnerability in their specific situations.
A wide range of stakeholders can influence and improve the situation for vulnerable consumers in the energy sector.  A future action for the VCWG could be to establish multipliers and actors who are prepared to develop activities at a local level, through for example the Covenant of Mayors and Smart Cities programmes.
The VCWG future discussions and work should follow two broad principles:

1. The definition of the concept of vulnerable customers used by a Member State should allow it to identify the different groups of customers in real need of assistance with respect to their energy needs. To this end, the Group stimulates discussion on the drivers of vulnerability, while recognising that vulnerable consumers do not represent a static group within society.

2. Direct financial measures (such as specific tariffs for vulnerable consumers) to benefit vulnerable consumers should create the lowest possible distortion to the completion of the internal market and to competition.  Simultaneously, these measures should provide clear and relevant forms of assistance/protection and encourage energy companies to provide inclusive services. In terms of non-financial measures (such as protection against disconnection, assistance to find best tariffs and to reduce consumption), the VCWG should also explore best practices, and share practices that have proved unsuccessful. In this respect, energy efficiency improvements for the benefit of consumers in vulnerable positions or those facing energy poverty should play an important role in Member States' actions.

