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Context

The Government is committed to the rollout of electricity and gas smart meters to all
homes in Great Britain and to the broad delivery framework underpinning the
development of policy to date.

On behalf of the Department of Energy and Clim ate Change (DECC), Ofgem E  -Serve

has been managing the first phase of a central programme to design and implement

new cross -industry arrangements for the delivery of smart metering. Ofgem E -

Serveds smart metering work has beeh Ohdembéaken in cc
Sustainable Development Division.

The Prospectus represents the joint views of DECC and the Gas and Electricity

Markets Authority (GEMA) based on the work conducted so far during the initial

phase of the Smart Metering Implementation Programme ( the programme). It sets
out detailed proposals for consultation on the design and delivery of the smart

metering system. Alongside the Prospectus, Ofgem is publishing a number of

supporting documents which set out in more detail the alternative options

considered.

Reflecting the approach adopted to date, the remaining work to scope the regulatory
framework will be led by Ofgem E -Serve on behalf of DECC. Later this year , the
governance and management arrangements for subsequent phases of the

programme will be decided upon

Associated Documents

DECC and Ofgem have jointly published the Smart Metering Implementation
Programme Prospectus. This document is one of a number of Ofgem supporting
documents published alongside the Prospectus.

DECC has also published updated impact assessments for the domestic and non -
domestic sectors and a paper on disablement/enablement functionality for smart gas
meters.

To help inform the programme, Ofgem also commissioned specific research (carried
out by FDS) into consumer awareness of, and at titudes towards, smart metering.

All documents are available on the Ofgem website at the following location:

http://www.ofgem.gov.uk/Pages/Morelnfo rmation.aspx?docid=40&refer=e -
serve/sm/Documentation
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Summary

Centrally co  -ordinated meter data communications

The Government has confirm ed its commitment to the central communications model

for the delivery of smart metering . Under this approach, communications between
smart metersin domesti ¢ ¢ ohome smead asitborised smart meter data u sers
will be co -ordinated by a new, GB  -wide data and communications function. The key
benefits include cost efficiency, industry process efficiency and future flexibility for

smart grids. The approach is also considered the best way of ensuring that
commun ications coverage support s the completion of the rollout.

This new central function will have a key role in both data and communications

services and is hence  refer red to as DataCommsCo (DCC). DCC will have a pivotal
role at the heart of the energy indu stry. It must deliver a cost efficient and resilient
service and be flexible enough to adaptto developments in the industry .DCCbs
procurement activities must drive the best value for money option s, and its
governance and management arrangements must ensu reit meets its commitments.

We do not propose to oblige suppliers to use the services of DCC in relation to their
non -domestic customers . Instead, we propose that suppliers may choose to use DCC

if they wish to do so. More details on this issue can be fo und in the fiNon-Domestic
Sector 0 supporting document.

The primary issues in achieving a successful DCC are : the scope of its activities ; and
the approachtoits realisation, governance and regulat ion.

The scope of the DCC function

There isa range of potential activities that could be performed by DCC. Initially , DCC
could have a GB-wide communications function, which  would provide secure two -way
communications between smart meters and a central communications hub to which

smart meter data users (suppl iers, network companies and other authorised  third
parties) would have access for specified purposes.

More broadly , DCC could play a transformational role in streamlining and managing

energy industry processes , and could support arange of value -added se rvices. lItis
important to determine the appropriate scope for DCC, to ensure that it can deliver

the benefits of the smart metering programme , without introducing unreasonable

risk , including to the programme timeframes . At the same time, it is important to
consider the potential for future development at the right time. The key issues in

relation to DCCbs scope are:

A Data management :The extent to which DCCé6s role goes beyo
into data management and thus provides a mechanism to strea mline e nergy
industry processes ; and

A Communications services : The extent to which it could use its network to

enable the provision of value -added services beyond the energy industry.
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We propose that the initial scope of DCC should be:

A Secure communications and access control  : Providing a secure  GB-wide
communications network and ensuring that access to meter data is only available
to authorised parties ;

A Translation services : Providing a centralised service to ensure messages are
translated to a consistent format and routed to  authorised parties ; and
A Scheduled data retrieval : Providing a service of co  -ordinated data retrieval.

We do not propose to  mandat e any particular communications technologies; this will

be determined by the market , Subjectto compliance wit h the relevant specifications
The smart meter ing system will provide infrastructure with the potential  to support
other initiatives . S ubject to appropriate regulatory arrangements, this may provide
for example, an available means to support smart water m  eter ing communications.
We consider that DCC should be restricted from providing services outside the

energy industry  or value -added services until it has stabilised its core functions.

Our view is that , subject to further analysis, including meter regist ration in DCC6 s
scope will assistthe deliver y of the programme benefits , especially those resulting
from improved change of s upplier processes . However, this is a complex area, and

one on which stakeholders have mixed views . Hence, we will work with  stake holder s
in parallel with this consultation to obtain further evidence to inform a decision on
whether meter registration should be included in the DCC scope either initially or at
some designated later date . The establishment of DCC  also provides an opport unity
to streamline the change of supplier systems and processes more generally.

We consider this proposal provides a sound basis to support smart metering, while

reducing the implementation risk of a more extensive remit and allowing flexibility

for cha nge.

Delivering of broader industry reforms are outside of the scope of th is prog ramme

and can be addressed through normal industry processes. For example, we do not

envisage that DCC will absorb settlement functions from the existing central bodies

as pa rt of the programme. However, we recognise the key role DCC could play in

energy industry transformation and the potential to provide value -added services in

the future . Consideration will need to be given to how any future evolution of its

scope over time  could be facilitated . Thisis discussed f urt her i n the fARegul ator

Commercial Fr amewor ko supporting document .

Realisation, governance and regulation

DCC will occupy a key role at the heart of the energy industry. Its business model
must ensure its pe  rformance, mitigate potential risks and provide flexibility for
change. We believe that this is most effectively achieved by a single , GB-wide entity,

delivering data and communications services , contract ing with different  organisation s
to support the specified service requirements.

We propose that DCC should be established as  a new licensed entity  to carry out
procurement and contract management activities . The new licence would be granted
by the Authority following a competitive licence application proc ess. DCC would in
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turn contract with and manage data and communications service providers to deliver
the required services.  We have discussed our preferred approach and the

alternatives with the communications regulator, Ofcom, and will continue to work

closely with Ofcom as the programme moves forward

We propose thatt he governance framework for DCC will be provided through a

combination of: new licences granted under the Gas and Electricity Acts; and a new
Smart Energy Code spanning gas and electricity . More information on the Code can

be found in the  fiRegulatory and Commercial Framework 0 supporting document

We propose that the DCC licence will include appropriate m easure s to ensure

efficient and economic outcomes such as the use by DCC of competitive
mechanisms , including competitive procurement of require d service s and the
retendering of contracts ; and appropriate regulatory incentives for DCC to manage
its own costs and performance efficiently.

We consider that this will provide the optimum mechanis m to achieve the benefits of
centralised co-ordination of data and communications services while ensuring the
efficiency of the central function .

Staged Implementation I transitional arrangements

In order to bring forward the start of rollout and help de liver early benefits, we are
proposing a staged approach to implementation . Suppliers will start to install smart
meters that meet the minimum requirements defined in a common technical

specification ahead of DCC being established. Between the point at whi  ch licence
modifications mandating rollout targets come into effect and DCC service availability,
suppliers would be responsible for procuring their own communications services.

From the date on which DCC starts provision of services, suppliers will be r  equired to
use the se services forallw ide area network (WAN) communications with smar  t
meters in the domestic sector. This includes all meters installed prior to that time

that comply with the relevant technical specifications . Communications
contracts en tered into by suppliers would need to be either of limited duration or
capable of being novated to DCC once it commences provision of services. To provide
certainty to suppliers and protect the interests of consumers, specific arrangements
may need to be p ut in place to facilitate this process. For example, DCC could be

required to take on communications contracts meeting certain pre -defined criteria.
We are also considering earlier measures that may be necessary around

interoperability in order to help ens ure consumers will not face barriers in switching
suppliers.

Next steps

Analysis and stakeholder feedback have indicated that our proposed approach to the
scope and realisation  of DCC represent s a viable commercial proposition that can be
delivered to mee t the requirements of the business case. We welcome views on our
proposals for the scope, realisation, governance and regulation of this new
organisation.
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In parallel with this consultation, w e will take forward further analysis of DCCds scope
of activit ies with the assistance of stakeholders through a Data and Communicatio ns

Expert Group . Alongside responses to this consultation, the further analysis will

inform final decisions on the optimal initial scope for the data and communications

function.

The new licence and Smart Energy Code are currently expected to be available by
spring 2012 , with establishment of DCC as a procurement and contract management
entity complete and DCC services available by autumn 2013.
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1. Introduction

1.1. The Government is committed to e very home in Great Britain having smart

energy meters , empowering people to manage their energy consumption and reduce

their carbon emissions. B usinesses and public sector users will also have smart or

advanced energy metering suit ed to their needs. Th e roll out of smart meters will play

an i mportant role in Great Boarbonheconoysandhelaussi ti on t o a
meet some of the long  -term challenges we face in ensuring an affordable, secure and

sustainable energy supply.

1.2. The key feature of smart meters is that they provide the ability for remote

communications between the meter and authorised parties (suppliers, network

operators and authorised third parties. The Government has confirmed that a central

communications provider will provide atwo -way communications channel between

the smart meters in customersd premises i n atdlaghorsedimesti ¢ sector
parties. This provider has a key role in both data and communications services and is

referred to here as DataCommsCo (DCC).

1.3. This approach provi des the potential for key benefits:

A Cost efficiency : Centralisation will provide substantial economies of scale in
providing data and communications services ;

A Coverage of hard -to -reach premises . Centralisation enables holistic
communications solutions tha  t maximise the opportunity for full rollout ;

A Efficient industry processes : DCC has a great potential to build on its data
management function to streamline and improve industry processes, including
change of supplier processes ;

A Data security : A centralise d communication function makes it easier to ensure

comprehensive and consistent security arrangements ;
A Smartgrid s: Central ly co-ordinated communications provide greater ability to
enable the development of smart grid services  over time , compared to the

alternative of distributed communication solutions ; and

A Extra -industry value -added services : DCC will operate a GB-wide
communications infrastructure. This can be leveraged to offer value -added
services to other sectors , driving down the cost to the energy industry.

The scope of DCCOGs activities

1.4. Figure 1 showsthe proposed scope of DCC6s r e s p oacmssthe lendt-tg-end
smart metering system. The various aspects are discussed below.
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Figure 1 T Proposed smart metering system responsibilities
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A Custom er premise s: This will remain the suppliers dresponsibility. Within the
premise s, the meter s communicate tothe in-home display (IHD) andtoa WAN
communications module viathe home area network (HAN) *. The key interface
with DCC is the WAN  communications module . Roles and responsibilities within
the customer premises are considered further in the
Frameworko supporting document .

A WAN communications m odule : This will provide the route from the customer
premise s to the WAN outside the premise . DCC will provide the specification for
the WAN communicationsm odule as it must communicate with DCCOs
However , the specification for the WAN communications module, including the
definition of the interface between the module and the s mart meter/HAN, will
initially be developed by the  programme, in collaboration with stakeholders , to
enable the roll out of smart meters prior to DCC commencing its operation under
the staged implementation approach . Supplier s would own and manage the WAN
communications m odule as it is within the premise s and they manage the
customer relationship. The WAN communications module must be modular and
capable of being located either within the meter casing or outside of the meter.

A WAN : DCC will provide the WAN and manages the transfer of data . DCC provides
secur e access control and network management services.

1 The HAN links different meters within the customer pr emises, the WAN module and the IHD
(and potentially other consumer devices, such as microgeneration and load control devices).
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A Data function(s) : This will include data management services beyond the
secure communication of data and is discussed in  Chapter 2.
Key requirements an d issues

1.5. The two key issues considered in this document are (i) the scope of DCC and  (ii)
its realisation, governance and regulation .

Scope of DCC activities

1.6. Thereis awide range of options for  the potential scope for DCC. Wider scope
could deliver sign ificant additional benefits, but would increase programme  delivery
and timescale risk. Conversely, r educed scope may hamper benefit realisation. This
is discussed in Chapter 2.

1.7. The scope definedfor DCCO6 s a c tparticularlyi wethsrespect to any meter
data management or processi ng activities , has potential implications for existing
market participants  ésystems and processes . Understanding the practicality and
implications of including (or not) particular functions in DCC is complex and has
required significantinput from  stakeholders . Our work with stakeholders on this issue
has inform ed our thinking on the initial scope for DCC and on the potential for its
evolution . We will work with  stakeholders to continue this analysis and to help test
and refine th e proposals set out in this document

Structure and r ealisation of DCC

1.8. The second key issue relatesto how DCC will be structured and established. The
realisation approach must be consistent with the regulatory framework. This is
discussed in Chapter 3.

1.9. Flexibility has been one of the key factors in considering the approach for
establishing DCC. Beyond delivering the  benefits sets out in the updated DECC
Impact Assessment 2, its business model needs to be flexible enough to enable

further energy sector devel opments and efficiency improvements over time , for
example with  respectto smart grids

Staged implementation

1.10. We have proposed a staged implementation approach to enable early

realisation of benefits and support accelerated rollout. Accelerated r ollout would
therefore commence prior to DCC starting provision of services . The implications of
this approach for the establishment of DCC are discussed in both Chapters 2 and 3

2 Impact Assessment of a GB  -wide smart meter rollout for the domestic sector , DECC, July
2010
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Structure  of this document

1.11. The remainder of this document addresses aspects of DCC's business model as
follows:

A Chapter 2 sets out  our proposals for the scope of DCC's activities ;

A Chapter 3 sets out  our proposals for the structure, realisation, governance and
regulation of DCC; and

A Chapter 4 summarises our key proposals and sets out our next steps .
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2. The Scope of DCC

This chapter addresses the scope of activities to be undertaken by DCC. The
di scussion of DCCé6s scope centres on the extent
data management services beyond secure communications and data car  riage.

Question 1: Do you agreethat access control to secure  centrally -coordinated
communications, translation services and scheduled data retrieval are essential as
part of the initial scope of DCC ?

Question 2: Do you agree that  meter registration  should be included within DCC 6 s
scope and, i fso, when ?

Question 3: Should data processing, aggregation and storage be included inDCC6 s
scope and, i fso, when ?

Question 4: Do any measures need to be put in place to facilitate rollout in the
period before DC C service availability and the transition to provision of services by
DCC, for example requiring DCC to take on communications contracts meeting
certain pre -defined criteria?

Determining the opti mumastictiepe of DCCOSs

2.1. Thereisabroad potentialra nge t o D CC dfactidtieso pSeakeholder
feedback has ranged from a view that DCC should focus exclusively on a simple
communications infrastructure for energy meter read ing s, through to a view  that it
should play a key role in the rationalisation of the energy industry and that it should
make available its route into every home for arange of value -added services to other
sectors .

2.2. ltis critical to establish the correct scope within this range, to ensure DCC can
deliver the programme business case on time and at an appropriate risk level , While
providing the opportunityto  respond to industry developments over time

23. 1 f DCCbdbs scope is too narrow it may not achi
effective functioning of the market may be impeded and significa nt benefits will not

t

eve

(o]

be realised. I f DCCOs s c o paad doraplexitp oof therreguared, t he sc al

change will increase significantly with risks to timescale, cost and performance.

2.4. The assessment must also recognise that for many years smart metering will co -
exist with traditional metering. Hence, D C C &&ope must be appropriate for the

period in which  the industry has to maintain parallel processes and systems.

ec

e
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The potential sc agidgteof DCCOs

2.5. The potential scope can best be illustrated in two dimensions, communications
and data management

A Communications: DCC will deliver a GB-wide communications network for
smart meters . Thisisa key capability, which  could be used to provide a range of
services within the energy industry and, over time, pot entially to other service
industries .

A Data management : DCC will transfer data across the GB-wide communications

network. DCC could play an active role in the management of that data.
Centralisation of certain data management function s could open up major
opportunities for  streamlining of the relevant energy industry processes .

2.6. DCCOb scope could comprise different combinations of communication and data
management activities. These activities are elaborated below.

Communications enabled activities

Basic S ervices

2.7. Secure communications network and access control . At its simplest level,
DCC could provide a secure ~ GB-wide communications network. Suppliers would be
responsible for their own readings and for ensuring other parties receive appropriate

data.

2.8. Secu rity monitoring and assurance . In addition to secure communications
and access control , DCC would be in a position to provide a number of services
relating to the security of the end  -to-end communications system including security
monitoring and assurance

2.9. Translat ion services : The communications network would needto manage
multiple communications and meter language  types. These need to be translated into
a common format. The  relevant messages then need to be routed to multiple
participants . For example , a read ing on change of supplier needs to be passed to

new suppliers and agents. In technical terms, this function is enabled by what is
commonly referred to as 6 h e @ d d sDE&EC could provide these services (i.e. host all
head-ends to ensure interoperability in the change of supplier processes ).

Future Proofing

2.10. Smart grids: The communications network ¢ ould be used to provide  services
to facilitate the development of smart grids , for example network planning and active
network management . Enabling smart grids  is an key Government objective

10
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2.11. Extra -industry services: The communications network could be used to
provide services to  other industries , for example, to support smart water metering in
the water industry.

2.12. Consumer value -added services: Government or in  dustries servicing
consumer s could use the communications network for a range of consumer services.
These could include, for example, tele -health care and home security services .

2.13. The development of the above services does not need to take place in a
sequen tial manner

Industry functions

2.14. Scheduledd ataretrieval : DCC could provide a service to take suppliers o}
meter read ing requests and schedule them in appropriate blocks, obtaining the data
and routing it back to supplier s and other authorised parties inan efficient manner

2.15. Meter registration: The industry maintains register s of which meters are
sited at which properties. Registers of e lectricity meters are maintained by
distribution network operators (DNO s) and independent DNOs (IDNOs) under the
Meter Poin t Administration Service (MPAS). The main register of gas meters is
managed by xoserve, through the Supply Point Administration (SPA) service.
Independent gas transporters (IGTs) manage their own  registers . DCC will need
access to a database of all domesti ¢ metersin G reat Britain to support its activities.
There is therefore a case that DCC should become the central meter registration
agent. Alternatively, DCC will need to have access to the existing registration
systems in a similar fashionto  the way the current arrangement s operate inthe
industry where by authorised parties download copies of the relevant registration
data on a regular basis.

2.16. Change of supplier processes: The introduction of  smart metering provides
the opportunity to streamline the chang e of supplier processes  more generally. This
could involve centralisation in DCC of the change of supplier process based on

registration and meter read data. If DCC is responsible for data retrieval, then the

change of supplier read could be retrieved and stored centrally.
2.17. Data processing: Data processing has two broad levels . Ata simple level , it
involves checking the  validity ofthe meter read ings. Ata more complex level, it is

used to estimate and calcul ate a suppleseer 6s
functions are decentralised and carried out by data collectors on behalf of suppliers.
In gas , they are centralised through xoserve.

2.18. Data aggregation and storage: Data aggregation involves aggregating
customer consumption data for suppliers. In electr icity, aggregation is carried out by
data aggregators on behalf of suppliers. In gas , data aggregation is centralised in
xoserve. If DCC retained data to enable it to provide these services, it could also

provide services to other entities , for example inf ormation to DNOs on network
usage. If DCC were to provide data services , then itwould need to ensure that the

11
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data is secure within DCC and that it could only be accessed by the appropriate
authorised parties

2.19. Supplier volume allocation: this process invo Ives allocating consumption to
appropriate settlement periods to establish the costto each supplier. This is part of
the s ettlement process, which is managed centrally by E LEXON for electricity and
xoserve for gas.

2.20. These activities are broadly sequential , meaning that they need to be
developed in sequential order, with the exception of meter registration that  could be
introduced at various points.

Evaluating the scagivwiesof DCCO6s

2.21. The definition of the optimum scope has been the subject of extensi ve analysis

and stakeholder engagement. Over the past six months we have received

stakeholder contributions from a wide variety of industry participants and potential

service providers. These included two evidence gather

scope and realisation, and over twenty helpful and informative written submissions
covering the advantages and disadvantages of the various DCC scope options . We

are very grateful for these contributions. The views of stakeholders  are summarised

below.

2.22. Secure ¢ ommunications and access control: There was broad consensus

that two -way communications, access control and security management were critical

requirement sfor DCC. Some stakehol ders felt DCCé6s role shoul
aspect, providing maximum freedo m to its users . Others felt this was inadequate to

deliver the full benefits of smart metering . There were differing views on the model

for t he provision of access control . Some stakeholders felt that DCC should have a

6keymastero6 rol e, vvelsezureckbyy fortsuppliers doctlzen access the

network at their discretion. Others f el t t hat DCC should have a 6gateke
whereby keys are held centrally by DCC and not distributed . While the model for the
provision of access control needs further definition, we agree that this is an essential

part of the DCC service

2.23. Translation services: Several stakeholders argued translation services  were
vital to achieve cost  effectiveness and interoperability. Provision of this functionality

would also enable direct provision of information to other authorised parties, such as
DNOs to facilitate the development of smart grid s. Some stakeholders  considered
these functions could be provided directly by suppliers, who could then control the

extent of functionalit vy, the associated costand the impact on existing systems. We
consider that DCC providing this service is very important to ensure interoperability

It will also provide early benefits by enabling provision of  informationto  authorised
third parties and a more robust platform to facilitate  the development of smart grids.
This will enhance the change of supplier process and the consumer experience as
well as enable ¢ ost savings by individual market participants as they would not be
required to provide and su pport multiple translation services

12
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2.24. Smart grids: DCC, and its services, will be able to support some smart grid -
related functions . This includes provision of from the outset better network data to
inform planning and investment decisions from the outset. The initial functional
requirements for these services are set out in the "Statement of Design

Requirements" supporting document. Subject to further analysis , DCC will be
expected to be capable of adding other functions to support smart grids when there
is demand for added services (for example, remote management of smart

appliances).

2.25. Extra -industry services/ consumer value  -added services: Extra -industry

services are meter data communication services to other industries, such as the

water industry. Governmen  t or industries servicing consumers could use the network

for a range of consumer services, such as tele -health care services. Communications
service providers  support the inclusion of these services in DCC. Thereis , however,
concern that DCC may focus too strongly on these revenue  -generating opportunities
at the expense of the core energy industry service s. We consider that the initial focus
should be on core energy industry  services to ensure risk s are managed. We note
the views of communications service providers and suggestthatthe potential for
these extended services should be considered over time . However, given DCC's
exclusive position in the market, we propose to limit its ability to offer energy

management or efficiency services.

2.26. Scheduledd at aretrieval: DCC could schedule the retrieval of data from the
meters to control and be able to forecast the load/traffic on the communication

system. The alternative is to allow users to retrieve data as they wish. Some service
providers state d that DCC s hould schedule the retrieval of data on behalf of its users

for example monthly meter read ing s, to optimise use of the communications

network. Some suppliers considered that this ~ should be optional, believing they can
undertake scheduled data retrieval at lower cost and with greater flexibility. There

were some differing views regarding scheduled read ings (e .g. monthly usage

reading) and ad hoc reads (e .g. at change of supplier). There was strong desire for

flexibility on the latter. We consider that schedu led reads should be included in the
initial DCC scope to  ensure cost efficiency in the establishment and operation  of the
communications network. Suppliers should also be able to request ad hoc read ing s at

any point in time.

2.27. Meter registration: Thisis an area that has attracted very  different views
from stakeholders . DCC will ultimately need a database of all domestic and,
potentially, non -domestic meter pointsin G reat Britain . Some stakeholders  have
argue d that it should therefore take over  thisrole fro m the outset whereas other s
were strongly opposed

2.28. The advantages of centralis ing meter registration  within DCC are that this

would reduce the overall cost to the industry , by avoiding the need for multiple

registration systems , and enable the rationalisa  tion of some industry activities. It

would provide an opportunity to ensure consistency of  data across the industry and

hence reduce cost and enhance customer experience, particularly with respect to

changeofs uppl i er. Advocates ar gue cdoaldothEr@ised e per f or man
compromised by poor quality data from existing systems. Further more , there is a
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view that existing systems are outdated and cumbersome , and any changesto these
existing systems to  support smart metering would be disproportionately ex pensive
and nugatory work.

2.29. The disadvantages are that building a central registration system could delay
the establishment of  DCC. This would also increase the extent of industry change and

hence the risk incurred when DCC starts provision of services . Further more , as data
is transferred from the existing systems to the new central registration system , there
would be no mechanism to assess if it was correct , and so DCC would need to

manag e issues around the quality of legacy data. Parallel support for the legacy
environment would be required for a number of years . Meter registration is also seen

by network operators as a key activity as meter points are effectively the connection

points to their networks. They are therefore concerned about losing control of meter
points and the resulting impact this may have on their network management

activities .

2.30. On balance, we consider that meter registration shoul d be included in DCC®6

scope over time . However, we recognise the diverse stakeholder views and will be
contin uing to gather additional evidence (including relevant costs and benefits data)
to determine whether meter registration should be included in the initial DCC scope
or at some later time

2.31. Data processing, aggregation and storage: Some stakeholders arguedt hat
no change was required here to deliver the programme benefits. Other respondents

argued that centralisation and commonality across gas and electricity would deliver
significant benefits  through streamlined processes, the prevention of data duplication

and rationalisation of IT systems. We agree that there could be benefits in including
these activities within DCC. However, this would need to be subject to further

analysis and a cost/benefit case. We do not consider thatit is appropriateto include

thes e activities in the  initial DCC scope.

2.32. Supplier volume allocation: Stakeholder consensus was that this should only

be considered as part of a long er-term broader industry change and transformation.

Views were expressed thatt  hese are complex functions tha t currently form part of

an integrated process managed by ELEXON and xos erve . We concur with this view

recognis ing the longer -term potential for industry streamlining. We will continue to

investigate whether any additional functions should subsequently be brought within

the scope of DCCO6s activities and the mechani sms avai
this stage, we envisage that DCC will not absorb settlement functions from the

existing central bodies.

Proposed a pproachtothe S cope of D C C dastivities

2.33. Figure 2 presents three sets of potential DCC functions . Those presented in
grey represent our proposed initi al DCC scope .
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2.34. Those presented in black represent functions and services that we believe
should be enabled by DCC overtime but the timing of which is currently uncertain
and requires further analysis. We note that:

A Smart grids (evolved requirements): DCC will be required to set out plans for
enhancing communications services as smart grid requirements evolve. This will
allow the WAN communications sp ecification to be upgraded when future netwo rk
requirements are more certain and at the point the relevant contracts for
provision of communication services are retendered; and

A Change of Supplier: This can initially be limited to retrieval and storage of ¢ hange
of supplier read ings, and the provision of  this reading to parties that need it.

2.35. Those presented in white represent functions and services, the inc lusion of
which in the DCCb6s scope r #gnoiethats further anal ysi s.

A Where the case is made for the inclusion of any additional data processing

activities in DCCbs scope, this may need to be brou
industry changes  or further primary legislation; and
A We consider that DCC should only be allowed to provide extra -industry or valu e-

added services after it has stabilised its core functions, and subject to a range of
performance and governance constraints.

Figure 2 i Potential scope of DCC 6s activities
Consumer Value-Added Data Aggregation &
Services Storage
Extra-Industry Services Data Processing

Smart Grid Change of Supplier Data
(evolved requirements)
Smart Grid Meter Registration
(initial requirements)
Translation Services Scheduled Data Retrieval
(Head Ends)

Communications Secure Communications & Access Control Functions
enabled enabling
services A set of communication technology solutions and industry

corresponding contacts enabling national coverage, processes

coupled with a secure access control function

2.36. Drawing onthe stakeholder feedback received to date, and taking into account
th e factors outlined above, we have evaluated the case for the centralisation of
individual activities  and services in DCC. We have drawn the following conclusions:
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A Thereisaclear case thatsecuretwo -way meter communications and access
control should be p  art of the initial DCC scope  ;

A There would seem to be convincing commercial and technical reasons for having
translation services  and scheduled data retrieval in the initial DCC scope ;

A Atleastinitially, m eter read ings should only be stored centrally to th e extent
necessary to support industry processes (such as change of supplier processes)
in order to minimise any privacy concerns ;

A We do not propose to include supplier volume allocation, a central settlement
function, in the DCC scope in the short or medi um term.

2.37. There are differing views on whether meter registration and additional data
management functions (pre  -settlement data processing) for gas and electricity, or

electricity only, should be included, either initially, or at a later date . We will evalu ate
the inclusion of the se functions , and their timing,  further.

2.38. These initial conclusions form the basis for the following proposed approach to
the initial DCC scope.  Our analysis suggests that this approach would provide
functionality to secure the major ity of the benefits of smart metering with efficient
change to existing industry processes and systems that facilitates the delivery of the
programme within the required timeframe

Initial scope

2.39. The proposed initial DCC scope is outlined in more detail be low.

2.40. Secure communications network and access control: A secure, GB -wide
communications network providing two -way accessto smart meters . The
communications  network will have to provide coverage to smart meters at over 27

million premises across Great Brit ain. International experience and stakeholder
contributions have made clear that a range of suitable WAN technologies could be
deployed to meet the GB requirement. A single WAN technology could provide the
majority of cover age-f i Windgddihardeehnatogid¢s,orvaclerdi n of
technologies could be deployed to suit local circumstances. Technologies could also

be used in various combinations along the communications path from meters to

DCCés management systems

2.41. From a total cost perspective t here will be trade  offs between different

technologies. Technologies will differ with respect to their technology upgrade cycles
(potentially requiring visits to premises to upgrade WAN communications modules)

and the degree of network infrastructure inves tment required. Technologies requiring

significant network  investment must achieve a certain O6critical
viable and may require contract lengths of around 7 to 10 years to recover initial

investments. The programme will not specify WAN technology. Instead, the

communications technology(s) will be determined by DCC as part of the processes

undertaken to procure the communication services

2.42. Security monitoring and assurance : The DCC will play an important role in
protecting the security and privacy of the end -to-end smart metering system. As all
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communications will go through the DCC it s services will need to be designed and
constructed with appropriate security to protect data privacy and security,  and the
functionality of the system. To as sure appropriate protection , a security policy and
detailed framework will be developed. Requirements for the security of the smart

metering system are set out in the fiStatement of Design Requirements 0 and the
fiData Privacy aupdortisgelecunren ttg.o0

2.43. Translation services: DCC will provide translation services  to achieve
translation to a common protocol . It is anticipated that DCC will generate Data
Transfer Catalogue or UK Link flows , which can then fit into existing industry
processes with minimum change. This is subject to further design work as new
messaging types will be required

2.44. Scheduled d ata retrieval: DCC will process scheduled read  ing requests from
suppliers. Requests for read  ing s will be sent to meters where relevant , with readings
passed back to authorised parties. Suppliers will also be able to request ad hoc
read ing s at any point in time

2.45. Smart grids: DCC will also need to ensure it meets the functional
requirements designed to facilitate smart grids . Appendix 2 outlines our current
understanding of the initial requirements related to smart grids and their implications
for the DCC communication services.

Question 1: Do you agree that acc ess control to secure centrally - coordinated
communications, translation services and scheduled data r etrieval are
essential as part of the initial scope of DCC?

2.46. In addition, DCC will provide operational management and administrative
services. These are described briefly later in this chapter.

Meter r egistration and change of  supplier processes

2.47. As noted -earlier, we believe that DCC should take on responsibility for meter
registration over time . This would allow sunsetting of the MPAS and removal of th e
dependency upon DNOs, for whom this is not core business; removal of SPA

systems; co -ordination across ele  ctricity and gas with a single premise database
improving data accuracy; and data cleansing activity in tandem with the change.

2.48. Further more , establishing the DCC  provides the opportunity to streamline the

change of supplier processes. This could involve ce ntralisation in DCC of the change
of supplier process es based on registration and read ings data . Initially, this  could be
limited to retrieval and storage of change of supplier read ing s, and the provision of

these read ings to authorised partiesthatneed them.

2.49. The timing of the inclusion of th ese activitiesi n DCCbds scope has
determined pending further analysis. If meter registration is not included in the initial
scope of DCC, meter d etails will be obtained by interfaces to MPAS and SPA. DCC w ill
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build a smart meter database as meters are added, paving the way for potential

transition to becoming the meter registration agent at an appropriate time . The high -
level view of the initial scope of DCC if meter registration is not initially included is
shown in the figure below

Figure 3 i Initial scope of DCC if meter registration is not included
Meter P?ims, SPA Suppliers and agents
registers
I ——
Suppliers
Synchronised data
onmeter points D —
and suppliers

H 5 Data for :
. billing and Data Collection xoserveand

Data flows to SM settlement and Data ELEXON and

Local -
- «— Aggregation settlement
Ell (.:,.....,) DCC R
Data flows from SM

H_ WAN Meter Operator/
module

Data forgrid

 fors Manager
applications I ——

Energy
management

service providers
—

Question 2: Do you agree that meter registration should be included within
DCCd scope and , ifso , when ?

Future scope  of DCC Activities

2.50. ltisclear from st akeholder feedback that there are many arguments for and
against the scope of DCC including additional data management activities , such as
data processing and aggregation. Centralisation of these activities could achieve

economies of scale and remov e the n eed in electricity for each supplier to have its
own systems and processes. However, significant efficiency gains are expected from

the proposed initial DCC scope and the greater the initial DCC scope, the more time

it is likely to take stakeholders to imp lement the necessary changes

2.51. We do not propose to include additional data management activities within the

initial scope of DCC activities. However, we welcome views on whether these

activities should be included at some future time. This consideration w  ould also need
to include data privacy issues as well as , given DCC's exclusive position in the

market, any potential impacton the competitive markets for energy -related services.

Question 3:  Should data processing, aggregation and storage be included in
the DCC 6 scope and , ifso , when ?
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2.52. We recognise the commercial potential of using the communications network

for smart metering  to provide value -added services to customers . While this may

significantly increase the commercial attractiveness of DCC, with the potential to

drive down costs and benefit the industry and therefore consumers , it needs to be

approached carefully . Such activities mustno t compromise the deliveryof DCC6s <cor e
electricity and gas smart metering service s. Consideration also needsto be given to

the availab ility of infrastructure capacity to meet future core service demands,

integrity of data privacy and  security privacy arrangements and any DCC

organisational capacity constraints

2.53. There isawide range of options for the future scope of DCC activities .
Delivering of broader industry reforms are outside of the scope of the Smart

Metering Implementation Programme and can be addressed through normal industry
processes. The programme will keep this under review and should the case be made
for further changes, would seek to bring these forward through normal industry

changes or further legislation. The implications of smart metering on settlement is
considered in the fAiRegul atory and Commerci al Framewor
The way forward on finalising DCCbs scope

2.54. We have outlined here our proposal for D C C an#tial scope. We recognise that

this is a complex area with varying views across stakeholder s and will seek to
underpin and verify the position through cost/benefit analysis developed alongside
stakeholders. In particular , we note finely balanced views on the issue of whether

meter registration is essential to the initial scope of DCC.

2.55. Whilethe st akehol der contributions have confirmed the
management 06 iilsstyearticipaats, they have also highlighted a number of

challenges, including the divergence of views, the complexity of the analysis required

and the dependency on detailed contributions from industry.

2.56. Accordingly, the programme intends to continue to work with stakeholders to

undertak e further cost /benefit analysis to confirm the basis for the initial scope. We

will also continue to investigate whether any additional functions could subsequently

be brought within the scopehemdchaDisdh€dvailabeéot i vi ti es and t
facilitating this.  The analysis will be facilitated by  the programme team in parallel

with this consultation process in order to inform final decisions . Thisis outlined in

more detail inthe fAlmplementation Strategy 0 supporting document.

2.57. The integration of DCC into existing industry systems and processes will be a
major change, requiring rigorous analysis, design and delivery, risk and change
management. DCC will play a critical role in this programme and will provide

leadershi p in the testing and trialling of the complete end -to - end smart metering
system priorto DCC Go Live. Thisis also considered inthe flmplementation
Strategy 0 supporting document.

19



Communications Business Model 27 July 2010

DCCb6s operational services
2.58. In addition to providing its core services discu ssed above, as part of the initial
scope DCC will need to provide 6supportd services to un

of smart metering.  Our proposals fort hese include:

A Design and accreditation services : DCC will undertake the design, specification,
accreditation and security compliance of components such as the WAN
communications module, to assure the end -to - end performance of the
communications network. The WAN design and functional specification will
include definition of the interface between the W AN communications module and
the smart meter/HAN. The specification for the WAN communications module will
initially be developed by the programme, through the two Expert Groups , to
enable the roll out of smart meters prior to DCC commencing its operation under
the staged implementation approach.

A Security management : In addition to providing the core secure communications
and access control services it is expected that the DCC will provide additional
services to supportthe end  -to-end system such as securi ty monitoring, incident
response and ongoing security assurance. It is noted that the security
requirements will also be developed by the programme and prescribed in the
Smart Energy Code.

A Advisory services : DCC will provide advisory and operational suppor t services to
service users. This support might include l i ai son with suppliersé roll od
exercises .

A Help desk : This would be abusiness -to-busi ness contact point for DCC¢
users (DCC will not have direct contact with energy customers).

2.59. In delivering the minimum set of services , DCC will have to perform at least a
basic set of network management functions, for example checking that a smart
meter has sent back the information requested by a se

services may be extende d to provide a variety of more sophisticated network
management services. These services could include:

A Monitoring the O6connection hea&almodhlés;of WAN communi ca
A Scheduling services to ensure that network usage is optimised ;
A Verification of smart m  eter transmissions  (i.e. checking that DCC has received a
scheduled message from every meter that it expects to receive one from ); and
A Monitoring for security integrity

2.60. We will continue to work with stakeholders in parallel with the consultation to

helpus understand in detail service providersd data an:it
and the cost implications of different user requirements scenarios. This will also

further devel op detai |l s ar ouandtheibréqifed perfoenance c eis

order to info rm final decisions
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Staged Implementation i enabling rollout prior to DCC Go Live

2.61. In order to bring forward the start of rollout and help deliver early benefits, we
are proposing a staged approach to implementation under which suppliers will start
to ins tall smart meters ahead of DCC being established.

2.62. Suppliers will have to ensure that meter installations, communications, data
requirements and security requirements meet the minimum requirements defined in
the common technical specification and that cust omers can continue to switch
supplier without impediment

2.63. From autumn 2013 when DCC is expected to start providing services, it will be
responsible for supporting communications with all meters compliant with the

technical specifications. Between the point at which licence modifications mandating
rollout targets are implemented and DCC service availability, suppliers would be
responsible for procuring their own communications services. Communications
contracts entered into by suppliers would need to be eith er of limited duration or
capable of being novated to DCC once it commences provision of services

2.64. Once DCC service provision s fully established , suppliers will be required to
use the se services for all WAN communications with smar t meters in the domest  ic
sector. This includes all meters installed prior to that time that comply with the
relevant technical specifications . Itis important that this does not entail a further

visit to change the communications module, for example

2.65. To provide certainty to su  ppliers looking to invest and to protect the interests

of customers, specific arrangements may need to be put in place to facilitate this
process . For example, DCC could be required to take on communications contracts
agreed by suppliers ahead of DCC being established, where these contracts meet

certain pre -defined criteria. We are also considering earlier measures that may be
necessary around interoperability in order to help ensure consumers will not face
barriers in switching suppliers.

Question 4: Do any measures need to be put in place to facilitate rollout in

the period before DCC service availability and the transition to provision of
services by DCC |, for example requiring DCC to take on communications
contracts meeting certain pre - defined criteria ?

21



Communications Business Model 27 July 2010

3. The Structure and Realisation of DCC

This chapter considers  the structure  of DCC and how it can best be established. It
also sets out our proposed approach to the governance of DCC.

Question 5: Do you agree that the licensable activity for DCC should c over
procurement and management of contracts for the provision of central services for
the communication and management of smart metering data ?

Question  6: Do you consider that DCC should be an independent company from
energy suppliers and/ or other users of its services and, if so, how should this be
defined ?

Question  7: Do you have any comments on the steps DCC would need to take to be
in a position to provide its services and the likely timescales involved?

Question  8: Do you have any comments on the p roposed approach to cost recovery
and incentivisation for DCC?

Options for the structure and realisation of DCC

3.1. DCC will have a pivotal role at the heart of the smart energy market. It is vital

that it delivers a cost efficient and resilient service. It mu st be flexible to  adapt to
developments in the industry . It will offer exclusive services and hence must be
incentivised to drive the best value for money in delivering these services , and
governance and management structures must be put in place to ensure it delivers on

its commitments.

3.2. We have identified and analysed a wide range of potential structures and

realisation models for DCC . Best practice evidence has been sought and stakeholder
views considered. We have met with Ofcom on a number of occasions t o discuss the
regulatory regime and the implications for the different DCC realisation options under
consideration

3.3. The options we have considered include :

(A) DCC asa full service p rovider : This would involve a single step in which a
licence would be gra nted to DCC as afull service requirements provider
following a competitive licence application process . The licence would set out
D C C &arvice obligations and regulated revenue . Under this option  the
applicant forthe  DCC licence could be either a singl e entity or a consortium of
data and communication service provider s.

(B) DCC as a procurement and contract management entity: This would involve a
two -stage approach , as follows : (i) DCC would be established as a procurement
and contract management enti ty; and (i) DCC would procure, on a competitive
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basis, a number of service providers that would together deliver the full scope
of the data and communications services required . DCC would be prohibited
from also acting as a service provider. There are tw o variants to this approach

(B1) Alicence would be grantedto DCC following a competitive licence
application process

(B2) The licence ofan existing licensee would be modified to require the
licensee to establish a separate entity to undertake the procurement and
contract management  activities . Under this approach, procurement and
contract management  would not be a new licens  able activity.

(C) Licence s would be granted following a competitive licence application process to
separate data and communicat ions companies.

(D) Licences would be grantedtoa single data company and separate regional
communications companies to enhance competition in the provision of
communication services

Proposed approach t o D C Cedlisation
Evaluation of models for realisa tion
Structure 1 single or multiple entities

3.4. The first stage of our analysis considered the option of having multiple regional
DCCs for data and communications (a variant of Option D above) rather than a single
GB-wide DCC. We concluded that this option should not be brought forward to full

assessment as it would constrain DCCbés ability
management functions, which would require a centralised data function on a GB-wide
basis.

3.5. To maintain the ability of DCC to effectively carry out a centralised data

management function, we considered whether | icences could be granted to a single

GB-wide data company and separate regional communications companies (Option

D). The advantage of this option would be the ability to provide compa rative cost

benchmarks by using regional communications providers. However, our analysis
indicated that it would be preferable to allow DCC to contract for communications
service providers on a regional basis, if this were shown to outweigh any economy
of scale benefits, rather than create separate regional communications licensees.

3.6. As part of this stage of analysis we considered in detail the issue of whether the
DCC functions could be better delivered by a single (Option A or B) or separate data
and com munications entities (Option C). This evaluation concluded the following:

A A single entity is essential to reduce the complexity of integrating DCC into the
industry systems and processes, and to reduce the integration risk between
separate data and communi  cations companies; and

23



Communications Business Model 27 July 2010

A A single entity provides a single point of contact and accountability, which
stakeholders have indicated is a key requirement.

3.7. On the basis of this first stage of our analysis, Options A and B were favoured in
comparison to Options  C and D and brought forward to further analysis.

Licence modification  or new licence

3.8. The second stage of our analysis considered whether DCC could best be
established by granting a new licence or modifying an existing licence to require the
licensee to est ablish a separate entity to undertake the DCC activities (Option B2).
Under this option, the DCC activities would not be a new licensable activity.

3.9. The evaluation of the two approaches concluded that the grant of a new licence

would be preferable to an app roach based on requiring an existing licensee(s) to

establish the DCC. Grant of a new licence ensures the role of DCC is contested and
will offer more scope to oversee the activities of the new body during the important

rollout period. Importantly, granto  fa new licence enables measures to be put in

place to provide for the independence of DCC from key users of its services  to ensure
equal treatment of its users.

3.10. On the basis of the second stage of our analysis, Options A and B1 were
brought forward for fu Il analysis.

Full requirements service provider or procurement and contract management entity
3.11. The third stage of our analysi s considered Option A and B1 as follows:

A Option A: Grant of alicence following a competitive applications process  to a full
reg uirements service provider  ; and

A Option B 1: Grant of a new licence  following a competitive applications process to
a procurement and contract management entity.

3.12. The evaluation of  Option A and Option B 1 against the programme evaluation
criteria concluded the following:

A Consumer impact . In both of the options, DCC will not deal with consumers
directly so consumer impact would be indirect and via suppliers. However, a ny
industry change would be easier to implement under the more flexible
procurement and contrac  t management approach ( Option B 1), which would allow
DCC to work with industry to implement change , for the benefit of consumers

A Benefits delivered : Both of the options are capable of delivering the benefits
but the procurement and contract management app roach in Option B offers more
flexibility than grant of a full requirements licence to a single entity . This will be
especially valuable  with respectto  future industry change and the development of
smart grids.
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A Cost : The procurement and contract manageme nt approach in OptionB 1 would
be expected to lead to strong competition , allowing DCC to select providers
offering the best service/technology and value for money in specific service
areas, and to retender services on as needed basis . Granting alicencet o afull
requirements service provider in Option A would likely mean selecting a
consortium that might not offer the optimal mix of service providers, leading to
higher overall costs. Unanticipated industry change would also likely be more
expensive to ach ieve in Option A as it may not allow for the same flexibility in
procuring and integrating additional services and service providers . Competitive
pressure on DCC itself would be maintained by granting a licence with a limited
term and carrying out a new li cence application process  to allow for the grant of a
new licence at the end of each licence term

A Risk : Industry has more experience with the procurement and contract
management approach under Option B 1 through the activities of existing central
bodies t hat currently have similar functions , This arrangement has been shown to
cope well with changing industry requirements. The procurement and contract
management would also help to reduce risks of service providerso6é Al ock
end of their contract ter  ms.

Proposed Approach

3.13. Our proposed approach is to grant a licence, following a competitive licence
application process,to DCC as a procurement and contract management entity

(Option B1) . Akeyrole fort hisentity would beto run competitive tenders to p rocure
a number of service providers , which would together deliver the full scope of the

data and communications services required

3.14. Our analysis has concluded that this model would offer greater flexibility to
respond to industry process and service requir ements change. We also consider that
the procurement and contract management entity would have the capacity to

operate closer to industry and hence would be able to contribute more effectively to
the implementation of any changein DCC services. It would a Iso offer the prospect

of more effective procurement of service providers, combined with maintaining more

effective downward pressure on costs through the retendering of individual service

provider contracts. DCC itself could be incentivised in a flexible manner to meet
agreed performance outputs.

3.15. This option is also consistent with stakeholder feedback received by the
programme team.  Furthermore w e consider a new licence to be preferable to
modification of existing licences  because:

A The competitive licenc e application process for granting the new licence would

ensure that the best value for money is delivered for the users of the DCC
services .

A If a competitive process is run to grant a new licence, existing bodies could apply
to be DCC individually oras part of a consortium

A We consider that, given the scale of the required communication services , there

is benefit in attempting to attract providers from outside the industry
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A Grant of a new licence enables measures to be put in place to provide for the
inde pendence of DCC from key users of its services  to ensure it does not
discriminate between them

3.16. In addition, our analysis indicates that:

A A single entity is essential to reduce the complexity of integrating DCC into the

industry and to reduce the integrati on risk between, for example, separate data
and communications companies
A A single entity provides a single point of accountability, which stakeholders have

indicated as a key requirement
Establishing DCC

3.17. An example oft he proposed model is shown in Figure 4. In this example DCC
procures two communications service providers and one data service provider. One

of the communications providers in turn engages subcontractors. There are clearly a
number of potential variants in terms of the number and type of service providers,

and the procurement process undertaken by DCC  will help identify the optimum

solution.

Figure 4 1 Proposed model for establishing DCC

DCC and Service Providers

DCC licence and regulation

1 1
| DCC '
1 1
1 1

Comms Comms Data
Service Service Service
Provider Provider Providen(s)
\_r_J
Sub-contracted
Comms

3.18. Establishment of DCC and its services would involve atwo -stage approach :
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A A new licence will be grante dto DCC as a procurement and contract management
entity following a competitive licence application process .

A DCC would procure, on a competitive basis, a number of service providers, which
would together deliver the full scope of the data and communicatio ns services
required.

3.19. We will consider further what steps could be taken to minimise the timescales
needed for DCC to set up services and to enable applicants to provide information as

part of the application process on how they would expect to provide the services.
Further, one possibility might be whether shortlisted bidders could be invited to bring

a portfolio of potential contracts with service providers to the last stage of that

process.

3.20. We recognise that DCC would have an exclusive position that requ ires sound
governance and management. Compared to other options , the proposed DCC model
mitigates some of the related risks as follows :

A DCC can select multiple service providers, whose contracts can be constructed t o]
expire at different times . Thisincreas es the ability totestthe  market on aregular
basis. For example , i ndividual service providers who underperform could be

replaced without changing the entire set of contractors

A DCCés cor e c ap a hn drocuregnentaind cbntractananagement. However,
it owi || be able to gain and retain knowledge of the
and services .

A DCC6s | i cen cgranteddana lichiteb ed term such as ten years , with

provision to extend the term or carry out further competitive process for the
grant of a new licence at the end of the term

Regulatory basis for the creation of DCC

3.21. The Energy Act 2008 gives the Secreta ry of State wide powers to implement
the Smart Metering Implementation P rogramme. The Secretary of State may amend
the Gas Act 1986 and E  lectricity Act 1989 to introduce a new smart metering

licensable activity, and may make new regulations which allow the Authority to grant

a licence for the new licensable activity following a competi tive licence application
process. The Energy Act also pr  ovides the Secretary of State with powers to make
amendments to existing licences and industry codes to implement the smart

metering regulatory regime.

3.22. DCC will be the first industry organisation to provide services across the gas
and electricity sectors. It will therefore be necessary to grant two new smart
metering licences to DCC, one under the Gas Act 1986 and one under the Electricity
Act 1989. For simplicity, this chapter refers to licence in the singular.

3.23. As part of the overall sm  art metering regu  latory regime we are proposing that
there willbea Smart Energy Code. This will be a key instrument in regulating DCC6 s
interfaces and relationships  with the industry.
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3.24. Procuring and managing communications service  contract s will be essential
function s of DCC. The programme has therefore met with Ofcom on a number of
occasions to discuss the regulatory regime it administers under the Communications

Act 2003 and the Wireless Telegraphy Act 2006 and the in particular implications for
the different realisation options under consideration.

DCCbs | icence

3.25. The principal steps in the grant of a new licence would be as follows (some of
these could be undertaken in parallel ):

A Scope of new licensable activity . A new licensable activity would be defined to
broadly cove r the procurement and management of contracts for the provision of
central services for the communication and data management of smart metering
data . An amendment to both the Gas Act 1986 and the Electricity Act 1989 would
be required to introduce the new licensable activity.

A Development of DCC Licence: The licence authorising the new authorised
activity would need to be prepared.  Appendix 3 sets out an indication of the key
principles that we  would expect to take account of in developing the DCC licence.

A Development of the Smart Energy Code . ltis envisaged that the DCC licence
would require DCC to comply with the provisions of the Smart Energy Code,
which would contain details of DCCé6s service requir

charging mechanisms . A draft Smar t Energy Code will be developed by the
programme, together with stakeholders, followed by a consultation process

A Development of licence application regulations : The Secretary of State
would make Licence Application R egulations which would set out the comp etitive
process to grant the DCC licence

A Competi tive licence application process : The Authority would carry out the
competi tive licence application process to grant the DCC Licence in accordance
with the process set out in the Licence Application Regulati ons.

Question 5: Do you agree that the licensable activity for DCC should cover
procurement and management of contracts for the provision of central
services for the communication and management of smart metering data ?

Competitive licence ap plication proce ss

3.26. The Authority would carry out a competitive process for the grant of the
licence. We will develop our detailed proposals for the assessment criteria in the next
phase of the programme but is likely to be based on a number of matters, which
may include, among other things:

A Demonstrable experience in procurement and contract management of data and
communications service contracts and accessto resources that can further
support this experience

A Demon stration of independence of DCC fromits service provide rs. Any party
controlling the prospective licensee or controlled by it would be ineligible to bid to
provide services to DCC.  We will further consider w  hether or not DCC needs to be
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fully independent from suppliers or other service users and welcome views on
this issue .
Question 6: Do you consider that DCC should be an independent company
from energy suppliers and/ or other users of its services and , if so, how
should this be defined ?

3.27. We anticipate thatt he principal stepsin DCC6 grocurement ofit s servic e
providers would include

A Preparation for procurement : Based on the service requirements defined in
the Smart Energy Code, DCC will define possible contract packages for which
service providers would be needed and the interfaces enabling them to operate
together to provide the services

A Procurement : DCC would then run competitive process es for the procurement
of service providers to deliver the contract package or packages . DCC will agree
contracts with its service providers  with lengths that promote best cost

effectiveness . It is envisaged that, if let separately, communications and any data
contracts could be of different lengths.

A Development and contract management . Following the finalisation of the
procurement processes , the necessary development work will be undertaken by
the service providers to permit DCC to start offering the services defined in the
Smart Energy Code.  Service providers would then be managed against defined
service levels in their contracts with DCC . They would not be bound directly by

the Smart Energy Code but their contract with DCC would need to include
provisions which would allow DCC to comply with its obligations under its licence
and industry codes.

A Testing and trialling . DCC will be obliged to ensure  integration with industry
systems and processes, and driving and participating in testing and trialling to
meet the DCC Go Live criteria.

A Reporting : DCC would be required to report on performance against service
levels.

3.28. As indicated earlier, w e will consider further what steps could be taken to
minimise the timescales needed for DCC to set up services and to enable applicants

to provide information as part of the application process on how they would expect to
provide the services. For example , one possibility might be whether shortl isted
bidders could be invited to bring a portfolio of potential contracts with service
providers to the last stage of that process.

3.29. Based on detailed analysisof s er vi ce p responseseto gsoinvitations to
tender , DCC would need to determine the op timal packaging and terms for
communications and data management service provider contracts. These decisions

would need to balance factors including value for money, flexibility, integration risk,
enablement of necessary capital investment and retendering to promote cost
effectiveness.
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3.30. We propose that the DCC licence w ould include a requirement for DCCto
procure its services in a cost effective  manner . The periodic retendering of contracts
would be a key driver of the cost - effectiveness of service provi sion. Itis envisaged
that, if let separately, communications and any data contracts could be of different

lengths.

3.31. As contracts with existing service providers come up for retender, we would
expect DCC to keep the scope of each contract under careful revie w. DCC may elect
to contract separately for some services (application development and hosting, for

example) or to consolidate contracts for others (communications and some aspects

of data management, for example) in future. We propose that DCC will be obli ged to
contract for services in a way that offers the best value for money.

3.32. In addition, DCC may need to manage contract amendments or introduce new

contracts and new service providers to meet its potentially evol ving requirements  as
discussed in Chapter 2. DCC will also support the associated process of any
necessary industry change.

3.33. Performance measures and incentive mechanisms would be included in both

the DCC licence and /or Smart Energy Code , as appropriate, and within service
provider contracts. K ey Performance Indicators (KPIs) and agreed rates (including
against any change in DCC scope ) could be included in service provider contracts to
provide the best possible basis for future change implementation. If separate

contracts were let for different asp ects of communications and data services, then
interfaces would need to be arranged.

3.34. DCC would, in its procurement and contract management role, provide

continuity of knowledge about service delivery while the service providers

themselves could change as each contract package reaches the end of itstermand s
retendered. The DCC licence would be  granted for a limite  d term such as ten years ,
possibly with provision to extend the term . A further competitive process would need
to be carried out to allow for the gra nt of a new licence at the end of the term

Question  7: Do you have any comments on the steps DCC would need to
take to be in a position to provide services and the likely timescales
involved?

335. DCCbds ongoing activitiFiguseShal ew.i | | ustrated

Figure 5 i Ongoing activities of DCC
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=« Contact point for energy suppliers,
network operators and other users

providers in accordance management « Security (end-to-end assurance,
with licence objectives and = Change control monitering and incident response)
criteria management « Accreditation arrangements (e.g. for
« Integration risk = Cost and performance the WAN communications module)
management (through benchmarking and audit « Communications performance

coniract arrangements oversight and KPl moenitoring

with service providers)
» Contract retendering

= Service development support (e.g.
for smart grids and industry change)
« Code governance support (technical

and admin support)

The governance, incentivisation and financing of DCC
service providers

The governance of DCC

3.36. Regulatory oversight of DCC will be provided by a combination of
licence and the Smart Energy Code.

3.37. This, and the industry context, is summarised in Figure 6 below:

and its

the DCC

Figure 6 1 Regulatory oversight of DCC
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