June 1st, 2012

Smart Metering Implementation Programme
Department of Energy and Climate Change
55 Whitehall

London

SWI1A 2EY

Smart Metering Implementation Programme — Consultation on the Draft DCC
Licence and Licence Application Regulations

Dear Sir,

Please find response to the above consultation below.

Question 1 — Do you agree with the structure and content of parts 1 and 2 of the licence?
These seem appropriate.

Question 2 — Do you agree with the proposed list of licence revocation events, in particular do you
agree with the inclusion of revocation triggers linked to:

i) A failure of the DCC to comply with an enforcement notice issued under Section 40 of the
Data Protection Act;

Yes, as it is of great importance that DCC protect data in the appropriate manner. Not doing so
could potentially have serious ramifications for the entire smart metering programme.

ii) A contravention of the licence condition or statutory requirement in @ manner so serious as
to make it inappropriate for the licensee to continue to hold the licence;

Yes.
iii) A contravention of the independence Condition 9; and

Yes. It is imperative that DCC is independent of SEC parties and external service providers at all
times.

iv) The licensee no fonger being, or never having been, a fit and proper person to carry out
the Authorised Activity? '

Yes.
Question 3 — Do you agree that the DCC licence should be issued for a fixed term only?

Yes, as this will then incentivise proper conduct and compliance with its licence obligations by DCC.



Question 4 — Do you have any comments on the drafting of the definitions?

These seem appropriate.

Question 5 — Do you have any comments on Chapter 2 of the licence conditions, in particular do you
have any views on:

i) The general objectives of the DCC;
These seem appropriate.

r:f) The way in which the Mandatory and Permitted businesses of the DCC have been
constructed;

We agree that it is necessary for these to be separated in light of the different economic drivers that
each will be subject to, particularly as revenues from Value Added Services may offset Mandatory
Business Costs subject to Authority approval.

iii) The interaction between the mandatory and permitted businesses;

- We agree that the interaction between the two businesses should be exempt from cross subsidy
provisions in light of the efficiencies that this approach is likely to provide to the market as a whole.

iv) The proposed general and security controls for the DCC?

It is appropriate that costs be balanced against benefits. However, we would need more detail of
the proposed Authorised Security Standard before we are able to comment further.

Question 6 — Do you have any comments on Chapter 3 of the licence conditions, in particular do you
have any comments on:

i) The independence requirements of the DCC and the interaction with the revocation
provisions;
DCC independence is of central importance to its function so we support it being prohibited from
holding another licence granted under the Gas or Electricity Acts or holding investments in activity
which is not part of the authorised business.

ii) The broad condition on protection of confidential information;

We agree that DCC should be required to safeguard information which is commercially confidential
to any SEC party.

iii) The scope and nature of the role of the compliance officer?
This seems appropriate.

Question 7 — Do you have any comments on Chapter 4 of the licence conditions, in particular do you
have any comments on the drafting of:

i} The transitional obligations on the DCC, possibly as part of a wider transition scheme;
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We feel it may be more appropriate to consult on this further once the Government has reached a
firmer view on this area.

ii) The proposals for how the DCC would set out its future business development objectives;

We agree that it is appropriate for this to take the form of a five year plan approved by the
Authority.

iii) The proposed inclusion of a licence condition that would facilitate future transfer of
registration to the DCC?

The licence condition could be included with a proposed “switch on” date on which it would become
effective.

Question 8 — Do you have any comments on Chapter 5 of the licence conditions, in particular do you
have any comments on:

i) The procurement obligations, including the balance between what the DCC must
competitively procure and what it may self provide;

We would suggest that DCC be allowed to self provide services where it can demonstrate that this
would result in greater efficiency savings than if these were to be provided by a third party.

ii) The most appropriate rofe, if any, for the Authority in influencing how the DCC should
balance various competing public interests, when preparing for future procurements of Fundamental
Service Capability;

The Authority should be given final sign off over DCC proposals in this area.

iii) Do you have any evidence from other sectors about how the public interest is taken into
account by regulated bodies when making major procurement decisions;

No.

iv] The obligations on the DCC in relation to provision of services, recognising that these
conditions will need to be reviewed in light of a more detailed definition of services; and

Although these seem reasonable in principle, we feel that more detail is required before we are able
to provide a full answer.

v) The charging methodology provisions, particularly the objectives of the methodology?

We agree that these should facilitate competition by being predictable and proportionate. However,
we also feel that it should be up to the market rather than the DCC to promote innovation.

Question 9 — Do you have any comments on Chapter 6 of the licence conditions, in particular do you
have any comments on:

i) The scope of the SEC as set out in the SEC condition and the SEC objectives;
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These seem appropriate.
ii) Whether the DCC should have a licence obligation to maintain and keep in force the SEC;

Yes, we do not believe that there should be a separate body to maintain and administer the SEC as
this is likely to increase costs for little overall benefit.

iii) The proposal to allow the Secretary of State to block SEC modifications in the period up to
31 October 2018; and

This may be appropriate if the modification in question was likely to be contrary to the aims of the
smart metering programme.

iv) The way in which interoperability should be addressed through the SEC objectives?

The SEC objectives should be required to have regard to proposals that might negatively affect
interoperability, particularly where this might lead to issues around competition.

Question 10 ~ Do you have particular comments on how best to ensure the consumer interest is met
in the SEC Objectives, in particular:

i) Can you identify any potential scenarios where a modification might be proposed which
would be in the interests of consumers but which would not be supported by the objectives set out
for the code; and

We are unable to think of any at this time.

i) If you think the objectives could be set out to better capture the interests of consumers, as
opposed to the proposed approach for SEC objectives to be balanced in the round with due regard for
energy consumers’ interests, how do you think this could be done?

We believe the proposed approach to be appropriate.

Question 11 — Do you have comments on the proposed condition allowing the Authority to put
forward code modifications and for this power to be limited to specific areas defined in the SEC?

We believe this is appropriate as long as it is limited to specific defined areas and is done following a
Significant Code Review process.

Question 12 ~ Do you have any comments on Chapter 7 of the licence conditions, in particular do you
have any comments on the proposals in relation to financial security, in particular the requirement to
provide a performance bond in addition to financial security?

We believe that the maintenance by DCC of an investment grade credit rating should be sufficient.

Question 13 — Do you have any comments on Chapter 9 of the licence conditions, in particular do you
have comments on:

i) The need for the revenue restriction conditions in the DCC licence to evolve as the DCC’s
role changes;
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We agree that this should be subject to review going forward as the incentive regime for DCC is likely
to change over time. :

ii) The need to incentivise the DCC to concentrate on achieving programme milestones at the
beginning;

This would seem an appropriate aim.

iii) The proposal that the DCC’s internal costs should be passed through with a £/annum
margin applied;

This is appropriate although the level of margin should be subject to review on the basis of DCC’s
performance against its KPIs.

iv) That incentives on reduction in the DCC’s internal costs and on output measures should be
applied later;

This is appropriate as internal costs are likely to be lower once DCC is fully established.

v) That the DCC should be subject to an element of bad debt risk unless it takes reasonable
measures to recover such debt; and

This is appropriate as any other approach might create perverse incentives.
vi} Particular KPIs that could be applied to the DCC after it starts to deliver services?
We believe more detail needs to be provided before we would be able to suggest specific KPis.

Question 14 — Do you have any comments on Chapter 10 of the licence conditions, in particular do
you have any comments on:

i) The proposed arrangements applying to Management Orders, including the scope of the
powers of the Authority in such circumstances;

We agree that the Authority should be provided with interventional powers in the case of actual or
likely material failings in the manner in which DCC s run.

ii) The arrangements proposed in relation to the Business Handover Plan and the process for
resolution of matters between the outgoing and incoming DCC;

These seem appropriate.

iii) The scope of matters that the Business Handover Plan should provide for;
The Business Handover Plan should include all necessary details for the day to day running of the
business including financial and contractual arrangements to which DCC is subject. We also agree

that it is appropriate for the outgoing DCC to be required to provide a reasonable level of support
where necessary to the successor DCC for a defined period.
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iv) The scope of the matters that may need to survive for a period of time to continue to
ensure a smooth handover to the DCC’s successor and whether the two year timeframe is
appropriate; and

We agree that a two year limitation on this requirement is suitable.
v) The proposed approach to Intellectual Property Rights?

We agree that intellectual property rights should be capable of being novated from the DCC to
successor DCCs.

Question 15 — For the initial licence application, do you agree with the Government’s intention to
apply the BAFQ stage in all circumstances, so as to mitigate the risks associated with the changing
requirements and improve the competitive outcomes?

We agree that this may be appropriate for the first licence application but would suggest that, for
future DCC licensing application rounds, the cost should be considered against the benefits,

Question 16 — Do you agree with the proposal not now to include a fast track process to appoint o
temporary DCC, but instead to rely upon the provisions for intervention to keep the DCC’s service
functioning whiist a standard ficensing application process is conducted to appoint an enduring
successor DCC?

We agree that, given the importance of the DCC’s services and the related cost, it is more
appropriate to follow the proper process for DCC appointment than to make use of a fast track
process.

Question 17 — Do you have any comments on the proposed competitive application process for the
DCC licence and, in particular, on the Government’s stated intention to operate an extensive “best
and final offer” stage for the first licence competition?

Please see our answer to Question 15 above.

Question 18 — Do you have any comments on the draft DCC licence application regulations and, in
particular, whether they effectively implement the proposed competitive application process

described in this consultation document?

We believe that these are suitable for the purpose for which they were designed.

Please do not hesitate to contact if you have any questions or would like any further information.

Yours sincerely,
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