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Dear Mr. Anthony,

Smart Metering Implementation Programme: Stage 1 of the Smart
Energy Code - a Government response and a consultation on the draft legal text

On behalf of ESP Utilities Group Ltd (“ESP”), | am writing in response to the above consultation
document that Rob Church issued by email on g™ November 2012. The points I've raised are general
and are not necessarily in direct response to the questions in the consultation, but I'd ask that ESP’s
views are considered nonetheless.

DCC Charges to Independent NWO

We are concerned that iGTs/iDNOs are going to be subject to charges from the DCC and that the
magnitude of these charges is not known at this point. Taking into account the costs and benefits of
the DCC, ESP is having difficulties in recognising where the benefits to independent gas and electricity
transporters lie.

We appreciate that there are benefits to customers and suppliers, but the only benefit an iGT/iDNO
might see is more frequent/accurate AQs that can be used for capacity planning of certain future
networks (i.e. infill networks). Even then, the difference in these AQ values and the cost savings
through more accurate capacity planning will most likely turn out to be insignificant for small network
operators.

In order to help DECC apportion the costs of the DCC on to SEC parties fairly, it would be helpful if
DECC could clarify the tangible benefits that it would expect a small gas and electricity transporter,
such as ESP, to see. With this, we will be able to provide guidance on the cost savings to our
businesses that may aid DECC in determining the NWOs' weighting factor.

if it is fair to say that independent network operators will not see any sizable benefits from the
implementation of the DCC, but DECC should decide to still impose its costs on them, then ESP
believes these costs should be passed on or recovered from those parties who see the benefit. Doing
so, however, poses further problems.

As an iGT, ESP has no mechanism for recovering costs from a supplier, as a user pays principle does
not exist and RPC (iGTs’ transportation charging methodology) is capped by a floor and ceiling. As an
iDNO, costs may be recovered through the distribution charges, but the matter would be complex.
Not only would the overall DUoS charges need to rise to reflect the increased costs of facilitating
smart metering and the DCC, but a method for apportioning these costs to the appropriate network
tiers would need to be agreed upon.

As an independent NWO, we are bearing a number of costs associated with smart metering and |
would ask DECC to consider whether iGTs/iDNOs should be forced to carry further costs. If
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consider charging the relevant parties directly.

SEC Panel containing iGT/iDNO expertise

In addition to our DcC charging concerns, | hope DECC would also be able to appreciate ESp’s concern
around the likely Prospect of the SEC panel not containing a member from an independent network
operator background (given any one of the three options discussed in the consultation document),

that pertinent information is fed back to independent transporters. With this, the panel will be aware
at all times of the effects that SEC changes may have on iGTs/iDNOs. Without this, | cannot see how a
“robust evaluation of the implications of [a] modification” can be undertaken.

Whilst this particular consultation does not request views on the composition of the change board or
the principles for voting, at an SMRG meeting last year, | noted that DECC was in favor of board
members having a ‘blocking minority’ vote on the change board - as is present within SPAA. Where 3
modification impacts iGTs and/or iDNOs, ESP would support DECC in this view.

Itis important that iGTs and iDNOs are able to manage their obligations under the Smart Energy
Code. Whilst there will be a number of instances where iGTs/iDNOs may absorb costs as aresult of a
change in governance, we must ensure that measures are in place for independent transporters to

prevent a change that could prove detrimental to our businesses, where an alternative exists.

I am grateful for the opportunity to present ESP’s views and would be happy to discuss them further,
either

Yours sincerely,

ESP Utilities Group Ltd



