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

EDF Energy is one of the UK's largest energy companies with activities throughout thi
energy chain. Our interests include nuclear, coal and gas-fired electricity gencraban,
renowables, combined heat and power plants, and energy supply to end users. We have
aver five million electricity and gas customer accounts in the UK, including residential and
business users.

We welcome the latest iteration of the DCC kcence, which is a substantial impsovement
on the previous propasals. We particularly view the Government's deaision not 1o use
DCC charging as a way to incentivise early roll oul as a positive development. We would
like 1o reaffirm our continued commitment to the DCC being an essential companent ﬂ.'[
the Smart Metering architecture. We believe that there is risk that wathout the DCC being
on the critical path, it is unlikely to be delivered in time for mass rollout, or in a worst case,
cancelled altogether

We have four main concerns in relaticn to the proposad Licence:

« Furstly, EDF Energy disagrees with the proposed wording of Cendition 17 in the
draft Licence, which suggests that the DCC should offer terms for providing the
service of reconfiguring non-compliant smart meters in order to make them
compliant with the enrolment criteria, We consider that it would be inappiopnate
for the DCC to offer such a service, as it would be a distraction from the DCC's
core functions. As DCC services will be new, we do not believe it will be in a
position 10 offer a reconfiguring service, particularly during the early manths when
it will be focusing on rampang up the DCC services including prepanng for and the
migration af Registration Services, Data Processing (DF) and Data Aggregation.

+ Secondly, we nate that Condition 17 states that a metering system will be “fit to
be enrolled” with the DCC if it is compliant with the latest version of the SMETS at
the time of installation. In our view, this Candition undermines the Governmant s
agreed process of consulting on and establishing separate enralment crileria.
Furthermore, we consider that the propased compliance criterion 15 Ennreh,_r
inappropriate since early versions of the SMETS will omit key compaonents, including
security. We believe that it is essential that the DCC takes responsibility for the
security and integrity of the end to end architecture and that the enralment of any
metering system does not lead to any compromise. We do not suppart the
adoption, in the DCC, of any early meters that do nat meet secutity réeguiréments.
It would not be approprate for early mavers to be subsidised by the DCC and ather
partes
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» Thirdly, we are concerned that the current wording of the Licence does not ensure
suffioent protection on the delivery of “core” senaices from “electve” services, For
the avoidance of doubt, we welcome and agree with the protections provided 10
"mandatery” services from "permitled” services clfered by the DCC. However, we
bekieve that “elective” services should only be provided where they do net interfere
with the guaranteed provision of Core services. We therelare urge Government to
include wording to that effect into the subsequent Licence draft

« Lastly, we are concerned with the Government's positon that universal coverage
and cost reductian should be viewed as “public objectives”™ that need to be
balanced, rather than obligations that must be achieved. In particular, we nole
that universal coverage is currently being proposed as a requirement within
suppliers’ rollout obligations. Hence, it seems asymmelric and inconsistent o
accept anything less than universal coverage by the DCC and its service providers
(i.e, whilst strictly applying this requirement on supplers), Any relaxatsan of the
unhversal coverage oblbgation on the part of BCC should be accompanied by a
corresponding relaxation of the same requirement on the part of suppliers’
cbligations.

Our detailed responses are set out in the attachment to this ketter. Should you wish to
discuss any of the Bsues raised in our response or have any queries, please contact my
colleague

Yours sincerely
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Attachment

smart Metering Implementation Programme: Consultation on the Draft DCC
Licence and Licence Application Regulations

EDF Energy’s response to your questions

Q.1. Do you agree with the structure and content of parts 1 and 2 of the
licence?

EDF Energy believes that the structure of part 1 and part 2 of the DCC licence seams
sensibole,

EDF Eneegy would prefer to see a rolling, rather than fixed, term Licence, However, in thie
event that a fed term [cence were 1o be issued, EDF Enargy considers that the waording
of Paragraphs 10-12 of the Licence would most likely provide the Licensee wath 100 much
latitude to abandon s posibon, For example, in the event that a new Licensee cannol be
found immediately, we consider that the Authority should have the eplion of reguiring
the Licensee to continue its duties until such time as a new Licensee can be found, within
the limits of the extension peniod. As such, we would recommend remawing the optian
for the Licensee to velo extensions of the cantract within the six-year extension lmit.

Subject o the points raised in the respenses 1o the following questions, EDF Energy
otherwise agrees with the structure and content of parts 1 and 2 of the licenge,

Q.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;

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

il A contravention of the independence Condition 9; and

ivl The licensee no longer being, or never having been, a fit and proper
person to carry out the Authorised Activity?

EDF Energy agrees with the proposed list of licence revocabion events. However, we
believe that it would only be appropriate for the Authority to revoke the Licence, after
allowing the licensee having sufficient oppertunity 1o rectify any recorded breach of the
abave conditions {excluding emergency revocation pawers).
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Q.3. Do you agree that the DCC licence should be issued for a fixed-term only?

EDF Energy considers that there is merit in Ofgem's proposal to ssue a kence in
perpetuity but with a fixed term revenue stream and a commitment 16 re-funning the
licence application process after 12 years. We believe that this would provide the corect
incentives on the DCC 1o manage its business on a leng term bass and would avoid
transitional issues associated with the termination of a fized term licence,

Q.4. Do you have any comments on Chapter 1 of the licence conditions, in
particular do you have any comments on the drafting of the definitions?

EDF Energy does not have any comments on Chapter 1, and broadly agrees wath the
content and structure.

Q.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;

EDF Encrgy is satishied with the general objectives of the DCC as they are currently set cut
in the draft document with one exception = we do not consider that the second general
objective adequately captures the need for the DCC 1o facilitate smart grids cevelopment.
Flease refer to our previous response in Novemnber 2011

i} The way in which the Mandatory and Permitted businesses of the
DLC have been constructed;

Subject 1o the response to part i) below, EDF Energy is satsfied with the way in which the
Mandatory and Permitted businesses of the DCC have been constructed. 1t is essential
that mandated business is protected from any permitled business at any time.

iiil  The interaction between the mandatory and permitted businesses;

EDF Energy does not parceive any issues with the interaction between the mandatory and
permitted businesses as such, However, as a general remark, we are concerned that the
licerice does not include any specific conditions. to ensure that elective senvices can anly be
provided where these services do not jeopardise the adequate provision of core services

ivl  The proposed general and security controls for the DCC?

EDF Energy does not consider that it would be sufficient for the DCC to only ensure the
security of its own assets, as its actions could plausibly lead to security risks for ather
parties. In fact the DCC must be responsible for the security of the end to end
architecture from the communications hub via its service providers to the parties taking
the service. Hence, we propose the introduction of wording into Condition 8.1, to the
elfect of “and to take all reasonable steps to ensure that any actaties undertaken by the
DCC do not compromise the security of the end-to-end salution™.
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Q.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;

EDF Energy broadly agrees with the proposed independence reguirement of the DCC and
the interaction with the revecation provisions, subject to Part D of Condition 9 (namely,
that the Authority will have the discretion to agree alternative arrangements with the
Licenses where this is deemed appropriate),

i) the broad condition on protection of confidential information;

EDF Energy supports a pichibition on the DCC wsing confidential information for any
purpose other than Licensed DCC actmity, whether this infarmation relates to personal
data (which would be covered by the Data Protection Act (OPAJ) or other data which may
be considered commercial sensitive. We do not believe the DPA alone would be sufficient
profection for confidentrality,

iliy  thescope and nature of the role of the compliance officer?

EDF Energy broadly agrees with the proposed scope and nature of the role of the
compliance officer.

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

il the transitional obligations on the DCC, possibly as part of a wider
transition scheme;

EDF Energy considers that the issues and concerns that the Government progoses to
address under the transition obligations (in particular around enrolment, adaption and
charging) are important and reguire urgent resolution. Clearly, the role of the DCC will be
a eritical consideration under any transitional arrangements and hence it s appropriate to
include transitional obligations in the Licence Conditions. However, we are also mindful
of the risk of focusing too deeply on interim arrangements at the cost of specifying the
enduring solution and are concerned that a wider transition scheme might represent a
distractien. As a minimum, we would expect that any scheme that is to be developed will
not lead to additional pracesses and costs solely for the purposes of fadilitating interim
arrangaments

We would further emphasise thal Government needs to ensure that:

i} the views of key stakeholders are appropriately reflected under any propased
scheme through adequate consultation, and

il that any policy measures implemented during transition revedt back 1o SEC
ownership as soon as the SEC is in a position to accommadate this (e, such that
it is subject to appropriate governance and change control by the SEC Panel).

i) Itis essential the Smart Matering Transition Scheme (SMTS) provades a cost
eHective and strectured route 1o go lve in 2014 as up to 40% of all smart meters




b <D
%

€DF

ENERGY

could already have been installed and the details of these assets would have to be
migrated 1o the DCC at some additional cost.

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

EDF Energy has na objections 1o Government's proposals for how the DCC would set out
its future business development objectives.

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

EDF Energy agrees with the proposed licence condition to facilinate future transter of
registration 1o the DCC.

However, we believe that DECC should take this question a step further and consider that
the DCC would be more effectve if it is capable of providing the Registration data senvice
from the beginning of go e rather than delaying the implementation for two years.

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

i} The precurement cbligations, including the balance between what
the DCC must competitively procure and what it may self provide;

EDF Energy reiterates its previous position that DCC should have the oplion to externally
procure data service providers or to provide these services in-house.

We have previously highlighted that this approach would have advantages in terms of
encouraging operational efficiencies and synergies. We would further emphasise that the
additional opportunity to provide these services, alongside thase propased for the DCC, 15
likely to act as an incentive for prospective applicants to submit bids for the role of DCC.

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

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;

EDF Energy does not consider that the specific “public interests” highhghted by
Government (namely coverage and cost minimisation) are procurement objectves but are
obligations (in other words, the DCC should be obligated 1o procure a soluton that
prowvides universal coverage at minimal cost). 1t therefare does not seem appropriate (o
view these as competing objectives to be balanced, but rather minimal prerequisites.

In support of this, we note that under current proposals, suppliers will not be permitted to
trade off universal coverage (in terms of rellowt) for cost. Therelore, it seems asymmetric
and incansistent to aliow any scope for the DCC to trade off these obligations
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Moreover, 10 the extent that universal coverage for the DCC sernces 15 not provided, the
requirement for universal rollout that has been proposed in the Rollout Licence Condition,
should be correspendingly relaed.

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

EDF Energy 15 concerned with the woeding of the enrclment obligation as it currently
stands in Part C of Condition 17. In particular, we note that the current wording appears
to suggest that a metering system will be =fit to be enrolled” in the DCC, if it is compliant
with the latest version af the SMETS at the tme of installaton. However, this is bath

W nconsistent with the Government's stated approach of developing separate
critenia for DCC enralment and;

i) wnbkely to be sufficient, given that early versions of the SMETS wall net adequately
specify key companents of the system such as the HAN and security.

We propose that the wordeng of this Condition should be amended to refer solely to the
enrolment criteria that are to be determined and set cut in the SEC. The condition should
not specifically refer 1o any standards in existence at the point of installation (which we do
not see as relevant for the purposes of determining eligibility for enrolment).

Subject to the above, we strangly agree that the Licensee should not be required to
provide Core or Electve services to meters that are not deemed "hit 10 be enrolled”™. In
fact, we consider that the DCC should not be permitted 1o offer Core or Elective services
to these meters

Furthermore we nole that Condition 17.14 would require the DCC to ‘on receiving &
request from any SEC Party for the enrolment into the Smart Metering inventory of @
matering system that for whatever reason does not qualify to be so enrolled, offer to
enter into an Agreemeant for Services, on such terms as may be appropriate in all the
circumstances of the case, for the provivon of such saneces of reconfiguration or
modification in respact of that system as may be necessary to make it fit fo be valdated
for such enrolment”.

\We do nat bebeve that it would be appropriate for the DCC to provide any such senvices
in respect of the abave condition, This would, in our view, represent a distraction from
the DCC's care functions. It would also provide suboptimal incentives for Supphiers that
choose to rallout early, who would be at liberty to roll cut non-compliant and subaptimal
melering systems in the knowledge that the DCC would be obliged to render these
systems compliant, This is turn could lead to an escalation of costs and risks around
security and privacy.

In addition we note that in Condition 17,23 states that any agreement must nat cause or
be likely to cause the Licensee to be in breach of: (a) any of its functions under the
Principal Energy Legislation. We believe that thrs should be extended to include any
legislation
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v) The charging methodology provisions, particularly the abjectives of
the methodology?

EDF Energy is broadly in agreement with the objectives of the charging methodology, on
the understanding that the objective specified in Condition 18.16 ¢} does not in any way
imply that DCC charges are to be used to influence supplers' chawce of rollaut prafile
within the constraints impased by the Energy Supply Licences

Q.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
cbjectives;

i) Whether the DCC should have a licence obligation te maintain and
keep in force the SEC:

iiii) The proposal to allow the Secretary of State to block SEC
modifications In the peried up to 31 October 2018; and

iv) The way in which inttr&p-ufah'llity should be addressed through the
SEC objectives?

EDF Energy is broadly in agreement with chapter 6 of the Licence Conditions as they are
currently drafted.

Q.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 could envisage a scenario where consumers are interested in knowing how
information acquired via the smart metering system might be used.  This may go beyand
what is currently provided for in the licence. AL this stage itis difficult to emvisage a
sitwation where the above might occur.

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 abjectives to be balanced in the round with due regard for
energy cansumers’ Interests, how do you think this could be done?

EDF Energy has no further comments in relation to the proposed approach towards the
SEC objectves.
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Q.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?

EDF Engrgy objects to the proposed condition allowing the Authonty 1o put forward code
modifications.  This would in effect allow the Authonty to impose code changes on the
industry without appropriate checks and balances being in place. Itis difficult for us to
accept a situation where the Authonty could propose a code modification which it then
would have the authority to implement unilaterally. \We do not think this would
constitute good governance, Instead we would accept the principle of significant code
reviews which is the standard industry practice in other codes.

Q.12. Do you have any comments on Chapter 7 of the licence conditions, in
particular do you have any comments on:

i} The proposals in relation to financial security, in particular the
requirement to provide a performance bond in addition to financial
security?

EDF Energy has no comments on Chapter 7 of the licence conditions and is broadly in
agreement with the proposals in relation to financal security.

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

i) The nead for the revenue restriction conditions in the DCC licence
to evolve as the DEC's role changes;

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

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

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

EDF Energy agrees that from the award of the licence, until DCC go-live, the DCC will
nead to concentrate on setting up, testing and trialling the services it provides. This will
ensure full, timely and secure delivery of services which is eritical for successful _
implementation. Hence, we would agree that the DCC's costs (with an allowable margin)
should be passed through and that no direct financial incentives should be applied in
respect of cost reduction, Instead, DCC incentives should be targeted at service delivery
and availability until the DCC has established a stable operating profile. There should also
be an ambition to optimise its service and costs, perhaps with a commitment to prave of
at least be audited on a regular bas:s

However, we consider that the Autharity would need 1o retain the ability 1o disallow costs
that are manifestly inefficient in the initial period before go live, even in the absence of
any direct financial incentives on the DCC. In terms of timing, ECF Energy bebeves that
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the migration of registratien functions would represent an opportune point at which 1o
introduce direct financial incenteves inrespect of cost reduction,

We do not think it would be appropeiate for the DCC to pass theough internal costs
before go-live. In order for the DCC to be incentivised they should enly recene payment
for internal costs once the DCC is operabonal

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

EDF Energy agrees that the DCC should be subgect 1o an element of bad debt risk unless it
has taken reasonable measures to recover such debt

Notwithstanding the abave, we note that the DCC as a “thin®™ entity will have only hmited
capacity to bear bad debt risk, 50 any incentives would need to be fairly “diluted” in order
ta be compatible with the DCC's bkely risk tolerance, particulasly in the early period.

Other than the socialisation of bad debt, 1o minimise the risk af bad debt the alternative
would be Tor the DCC to ensure that it receives sufficient security from users equal to their
manthly transaction imit.

vi)  Particular KPIs that could be applied to the DCC after it starts to
deliver services?

EDF Energy broadly agrees with the KPIs that have been set out in Paragraph 4.222 of the

consultation document. However, wa nate that it is ikely to be difficult to struciure a KP

around *Contract Management”, since it is not cdear to us what would be the appropriate
measure of performance in respect of this actvity. We would welcome further clarification
on this point.

DECC should ensure the DCC, through it's Licence, provides a “Best in Class”™ sennce (o
the best possible design at minimum cost 1o the consumer

EDF Energy neads o understand the detail contained within the Commercial Agreement
between the Government and the DCC in order o commient on appropriate DCC
incentives and service monitoring.

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

] The proposed arrangements applying to Management Orders,
intluding the scope of the powers of the Authority in such
circumstances;

EDF Energy strongly agrees with the need for a Management Order to act as a surrogate
for a Special Administration Regime until such tme as the necessary legislation in respect
of the latter is passed. The above wou'd be subject to the Order being time-hmited (i.e.
we would expect the Order to expire upan passage of the relevant legislation).

10
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i) The arrangements proposed in relation to the Business Handover
Plan and the process for resolution of matters between the
autgoing and incoming DCC;

EDF Energy does not have any further comments an the arrangements proposed in
relation to the Business Handaver Plan and the process for resolubion af matters between
the outgoing and incoming DCC,

The circumstances by which the ald DCC is being replaced wall determine the detail
contained within the Business Handover Plan. This will determine the clear set af
obligations 1o ensure a clean handover.

iii) The scope of matters that the Business Handover Plan should
provide for;

EDF Energy agrees that the Handaver Plan would need to include a palicy on (at a
minimum) each of the ssues set out in Paragraph 4 257,

v} The scope of the matters that may need to survive for a period of
time 1o continue to ensure a smooth handover to the DCC's
successor and whether the two year timeframe is appropriate; and

it is difficult for EOF Energy to provide a comprehensive respanse 1o this question at this
stage. We recommend that the Autharity revisits this issue once further information
becomes avadable.

v) The proposed approach to Intellectual Property Rights?
EDF Energy agrees with the proposed approach to Intellectual Property Rights.

EDF Encrgy
June 2012
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