DECC Consultation - Smart Meterin Implementation Pro rammé - Stage 1 of the Smart Energy

Code a Government response and a consultation on draft legal text

Response from E.ON

General Comments

We support the Government’s proposals for the first stage of the Smart Energy Code (SEC). The
evolution of the proposal from the initial consultation on this issue is significant and we appreciate
that the Government has listened to the views of stakeholders.

There are still some areas of the SEC governance where we believe that the proposals are still not
optimal and would benefit from amendment before they are implemented. These are:

°  Payment of party's representatives to attend SEC Panel workgroups, sub-committees - this is
inefficient, makes administering the SEC governance regime unnecessarily expensive and
ultimately ends up incurring and socialising inappropriate costs for energy consumers.

° The requirement of DCC Users to pay-now and dispute later - this sets the wrong incentive for
the DCC to send accurate invoices to Users and to resolve invoice disputes in a timely
manner, although we appreciate the efforts of the Government to include safeguards into
the detailed invoicing process outlined in the draft SEC.

®  The make-up of the initial transitional SEC Panel - the function of the initial SEC Panel during
the transition phase (as specified in Section L of the draft SEC), seems quite different to the
enduring SEC Panel. It would therefore seem logical for it to have a composition and terms
of reference that more suitably reflect its role.

®  Election of enduring SEC Panel members - within the consultation 2 options are set out for
composition of the panel. The legal drafting reflects Option B in the consultation but we
believe that this option is flawed and prefer Option A. The SEC Panel will function better
with clear representatives from each of the Party User Categories. The proposal, as drafted,
is complex to understand and administer and would probably result in no large Supplier
representatives being members of the SEC Panel. As these entities are critical to the
successful role out of smart metering not having their views included on the SEC Panel will
undermine its ability to function efficiently.



Our responses to the consultation questions:

draft legal text.

The legal drafting of the Proposed SEC is good; clear, easy to follow but suitably detailed.

Question 2: Do you have any comments on format of the DCC’s Charging Statement for Service
Charges?

No, the Charging Statement for Service Charges as drafted Jooks clear, understandable and sensible.

Question 3: Do you agree with the thresholds applied to the 'first comer/second comer’ principle
(Five Year Rule for costs over £20,000)? If you disagree please set out reasons for your preferred
approach,

Yes, although it isn't clear at this stage whether £20,000 is a suitable threshold to use. Applying a
five year rule seems logical as it is over this timescale that IT development and investment costs are
commonly written down in accounting terms.

and elected in equal numbers by Party category OR be elected by all Parties (as set out in the legal
drafting). Please give reasons for Your answer.

Yes, we believe that the members of the SEC Panel should be nominated from Party categories and
not elected by all parties. .

We are not in favour of the Option B suggested in the consultation and included in the draft SEC
legal text. This model is complex to understand for SEC parties when it comes to voting and is
equally complex for the Code Administrator to manage. This complexity may lead to errors (as has
been experienced by Code Administrators to the existing codes) and suspicion amongst SEC parties
as to the validity of the SEC Panel elections.



We understand the intent of Government to limit the number of places available to each Party
category in Option B but this combined with the proposed voting arrangements mean it is likely that
there would be no large Supplier representatives on the Panel and potentially no Network
representatives. As the parties obligated to role out smart metering and those looking to benefit
from the development of smart grids this outcome would not be beneficial for the successful
functioning of the SEC governance process,

It would be preferable to implement Option A in the consultation and have specific representatives
from Party categories. Each Party category should vote for its preferred members and only one
name rather than the 1%, 2, 3 approach suggested in the legal text of the SEC to ensure it is
simple to understand.

Party’s voting for candidates should be weighted by either the number of meter points that they
have registered with the DCC or their total share of the market. The SEC Panel’s role, as defined in
the draft SEC, is principally to ensure the successful administration of the SEC. As it is suggested
that funding for the SEC and DCC will be via market share it is therefore logical that this route is
applied for consideration of representation on the SEC Panel by Party category nominees.

There should also be included within the legal drafting of the SEC the ability for the Authority to
appoint a member of a Party category should one not be forthcoming via the election process.
Industry self governance only works successfully if industry engages with the process and there
needs to be a safeguard to ensure that this happens.

Question 5: Do you support the proposed composition of the Change Board and its decision making
darrangements?

Yes, the Government'’s proposals seem pragmatic and workable.

Question 6: Do you think the SEC should provide for Parties and the consumer representative to
appeal Change Board recommendations before they are submitted to Ofgem? If so what is the
appropriate mechanism for determining such appeals?

Yes, there would be value in the SEC establishing an Appeal Sub-Committee. This should involve all
SEC parties and work to defined timescales. The value in this appeal route is to allow a change to be
reconsidered by parties should new evidence come to light. Experience has shown that this can
occur from time to time and parties have benefited from the ability to consider this new evidence
and reconsider their position.



Question 7: Do you have any further comments, or views on the cost implications to SEC Parties,
regarding the proposals for governance, the modification process and the approach to appeal
rights set out here and reflected in the legal drafting of Stage 1 of the SEC?

Yes, the general proposals for the Governance of the SEC seem appropriate and in line the best
practice set out in Ofgem'’s Code Administrator Code of Practice. The costs therefore of SEC

governance arrangements from the Secretariat and Code Administrator should be in line with other
industry codes.

However it is unacceptable for the travelling costs of parties to be refunded to them for participating
in the work groups, SEC Panel, Change Board and Sub-Committees. If the proposals for this
reimbursement of costs, as described in the draft SEC, are accepted then there will be significant
costs passed onto SEC parties for the governance arrangements.

Itis unacceptable that these legitimate business costs are socialised across all electricity and gas
consumers when they should be borne by the organisations involved. Parties to the SEC will elect to
be involved in the SEC governance arrangements if they believe that there is a commercial interest
to them. The inclusion of this provision will make the SEC governance arrangements unacceptably
and unnecessarily high. This unacceptable practice of reimbursing people’s travelling costs are
found currently only within the BSC and DCUSA codes, both of which therefore incur industry parties
significantly and unnecessarily higher costs to administer then they need to. Good efficient cost
minimisation, as found in the MRA, UNC, IGT UNC, SPAA codes should be adopted for the SEC.

Question 8: Do you agree that liability provisions for Intellectual Property Rights and
Confidentiality should be included in the SEC. If so, do you agree that they should be unlimited?

Yes, the provision of confidentiality liability provisions for the DCC seems logic considering the
nature of the personal and commercial data that it is entrusted with managing.

The logic of including IPR liabilities on parties within the SEC is new to an industry code but
justifiable on the basis that not all parties to the SEC will be licenced Suppliers or Netwiork
Operators.

Question 9: Do you agree with the Government’s proposal that in instances where the DCC is
exposed to liabilities that exceed what it can claim from the person causing the original breach,
the net liabilities for the DCC will be recoverable from SEC Parties by way of an increase in the
DCC’s fixed charges?

No, in principle we would expect the DCC contracts with its service providers to have suitable
provisions for it to ensure that it were protected from such events. We would also want to



It would seem from the legal drafting and DCC Licence however that such a recovery from Users
could only take place with the approval by Ofgem. This would seem to us a sufficient safeguard to
ensure that DCC Users and electricity and gas consumers were protected from excessive costs,

Question 10: Do you agree that the Government's proposal to allow DCC to link service provider
and SEC disputes in the arbitration process?

Question 11: Do you agree that the proposed legal drafting covering change co-ordination with
other codes meets the requirements as set out in chapter 527 '

Yes, this route is preferable from that originally proposed by Government whereby the DCC would be
a signatory to all industry codes. The approach described in the draft SEC legal text mirrors that
which is successfully used in most other existing industry codes (e.g. the MRA, BSC and DCUSA).

Question 12: Do you agree that the proposed legal dravting for the SEC covering obligations on SEC
Parties to pass registration information to the DCC is appropriate? Please provide a rationale for
vour views.

Yes, this information is required by the DCC to ensure that it can perform its functions. The
obligation, as drafted should ensure that this will happen. '

Question 13: Do you agree with the proposed variation to the SEC modification regime in the
transitional period, including a right of veto for the Secretary of State?

Yes, although our understanding of the role of the Secretary of State from the SEC draft legal text in
the transitional period is to stop modifications progressing rather than vetoing them. This would
seem a sensible option as it allows change to be delayed until the SEC and the DCC are fully
established but doesn't set a precedence of the Government being seen to make a judgement on a
decision that eventually would be sent to Ofgem for a determination.



We understand the logic of the proposed Section L (Transitional Arrangements) of the SEC and agree
that these would be useful. It would perhaps be more appropriate to place this section at the end of
the SEC rather than the middle to ensure that in the future this section could be removed without
having to significantly redraft the text.

One aspect of Section L that we believe could benefit from further thought and re-wording is the
transition SEC Panel. It would seem that this Panel would have a slightly different role than the
enduring model and include elements of Change Management,

It would therefore be logical to consider a different potential make-up of the transitional SEC Panel
than that envisaged for the enduring arrangements. For simplicity the make up of the Panel could
be omitted from the legal text of the SEC and left to the discretion of Government (who have
retained powers during this period with regard to the formulation of the SEC).

Alternatively the proposal for the SEC Change Board could be used as jts terms of reference and
composition are more logical for the needs of the SEC Panel proposed within Section L.

Question 15: It is the Government's intention to introduce a regulatory obligation on suppliers to
enrol SMETS compliant domestic meters with the DCC and that this obligation would apply in
relation to smart meters installed (from a specified point in the future). Do you agree with this
intention? Please provide rationale for your views.

Yes, it is in consumers’ interest that as many smart meters are managed via the DCC as quickly as
possible. We therefore support the inclusion of a requirement for all new meters to be enrolled with
the DCC. We also support the adoption and enrolments of all compliant smart meters installed
during the Foundation Period and believe that the principles for this, as set out by DECC in the
recent consultation on Foundation Smart Market, are accurate.

Question 16: Do you agree in principle with the placing of a licence condition on gas and electricity
suppliers to accede to and comply with the SEC?

Yes, a licence condition is necessary to ensure that all Suppliers are bound by the SEC governance
arrangements and the regulatory compliance regime that it brings.



nditions as drafted meet the policy requirements as
ionale for your views.

set out in the chapter? Please provide a rati

Yes, the proposed licence conditions seem clear and reflect the policy positions within Government’s
consultation.

Question 18: Do you agree in principle with the placing of a licence condition on gas and electricity
network operators to accede to and comply with SEC?

Question 19: Do you agree that the licence conditions as drafted meet the policy requirements as
set out in the chapter? Please provide a rationale for your views.

Yes, the proposed licence conditions seem clear and reflect the policy positions within Government’s
consultation.



