FIXING UP FIXED TERM CONTRACTS
FOR ENERGY CUSTOMERS
YOUR QUESTIONS ANSWERED
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What will the reform mean for consumers?
As a result of the proposed reform, consumers will be able to select fixed term contracts knowing with certainty the
price that they will face over the term of that contract will be the price they agreed to at the outset. This will give
consumers greater confidence in their choice and will provide more certainty about future energy costs and
budgeting. The reform will also overcome the problem, under current market arrangements, whereby a consumer
could select the best deal for them at a particular point in time only to find that the price they agreed to is quickly
replaced by a new tariff that is both unsuitable and uncompetitive relative to alternative offers. In other words,
consumers would no longer confront the risk of unforeseeable price changes that can result in a good offer turning
into an uncompetitive offer.

What will the reform mean for retailers?
The proposed reform would remove the ability of retailers to change prices during the course of fixed term
contracts and would therefore require them to plan for likely electricity price increases in their tariff setting for
fixed term contracts. Under the proposed reform, fixed term contracts would be retained, as would the regulated
exit fees for those contracts. This would allow retailers to be relatively certain of the size of their customer base
and to plan their pricing strategy accordingly. However, retailers would no longer be able to take advantage of exit
fees to raise prices during contract terms. Under current regulatory arrangements, retailers have an incentive to
lock consumers in for long contracts (3 years is not unusual) knowing that exit fees will discourage consumer
switching even though the retailer can increase prices. The proposed reform would disincentivise such behaviour
and would instead encourage more reasonable and efficient contract lengths.
In addition, retailers would have to consider likely cost increases over the length of their fixed term offers and
factor them into the price. However, given that retailers are well placed to manage future prices and wholesale
market risk they are also well placed to factor these risks into their retail prices. Distribution pricing decisions and
regulatory changes are also sufficiently predictable to feature in the setting of prices for fixed term contracts.
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What happens in other industries?
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In telecommunications, the Telecommunications Consumer Protection Code has
provisions that generally prevent telecommunications companies from changing
prices without also offering customers the option of leaving the contract without
penalty. Consumers are generally aware that if they sign up to a 1-2 year mobile
phone contract the prices under that contract will remain the same for the duration
of the contract. The consumer protection code would require the provider to allow
the customer the option of leaving the contract if the retailer unilaterally changed
the price. The arrangement in telecommunications is almost equivalent to the
proposed reform in the retail energy market.

Is there an alternative approach to achieving the same
outcome?
An alternative approach to achieving outcomes similar to that of the proposed reform would be to ban exit fees on
fixed term contracts. This would allow consumers to exit a contract during the term of the contract if the prices
increased or if they found a better offer. While this would encourage flexibility and active consumer switching, it
would remove the option of consumers being able to select a product that offered them price certainty for a fixed
period. Similarly it would reduce the ability of retailers to plan effectively and manage risk through the contracting
of consumers for a fixed and known period of time. While CUAC believes that banning exit fees would strengthen
the market and ultimately deliver consumer benefits, we prefer the reform model that we have proposed and
believe this will be of even greater benefit to Victorian consumers.

What does the research say?
CUAC recently conducted research into Victoria’s competitive retail energy market. That research highlighted some
serious concerns about the level of consumer understanding of the energy market, the quality of information
available to them and the level of complexity associated with retail market offers. One of the recommendations of
that research was to improve the regulation of fixed term contracts as proposed here. The full recommendation is
included below:
Fixed term contracts should come with a price that does not change over the course of a contract. Under
current arrangements, whereby retailers can raise the prices of market offers periodically during the contract,
consumers bear all the risk of their choice. Even if a consumer succeeds in finding the best offer for them at a
particular point in time, a price increase can render the time spent in their decision-making worthless. On the
other hand, retailers enjoy the certainty of having secured the customer for a particular period of time. A key
reason for having a retailer is to mediate the inherent risks and volatility upstream in energy markets into
products that mitigate these issues for end users. Allowing contracts within which prices can be increased even
though the customer has signed up for a fixed term abrogates retailers’ market responsibilities.

