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We write in response to your Consultation Document regarding WPD's
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Power On Connections Ltd is one of the most active ICP's in the Country. We
engage in no other commercial activity but that of Competition in Connections.
We therefore feel our feedback can be specific fo our experience within the
WPD area.

We believe WPD are one of the most progressive in terms of competition in
connections. However there are still a number of areas that need to be
addressed before we feel the market is fruly open to competition.
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Chapler Ten Responses

Question 1: Do you agree with the scope, timeframes and level of penailties
proposed for the guaranteed standards regime?

The scope and timeframes associated with the proposed guaranteed standards
regime, would appear on the whole to cover the main aspects associated with
each type of project and the timescales would appear realistic and in ali cases
achievable by the DNO's.

What customers actually want is the actual relevant work completed, within a
timescale which appears acceptable and achievable. If customers obtain this,
then on the whole satisfaction will be achieved. The level of proposed penalty
payments against each individual activity will not necessarily fully compensate
customers for the loss in time, effort and more importantly the consequential
delay if a guote/work is not forthcoming.

Therefore the penalties should not be reduced from those proposed. Redlistically
these penalty payments recompense the customer for poor service from the
DNO and help to focus the DNO on achieving the timescale.

There are currently no penalties applied fo failures by the DNO's and therefore
this proposal is certainly a step in the right direction. On balance the penalties
would appear fair and reasonable in comparison to the work involved from the
DNO's and impact on the customer from poor performance.

We would also draw your attention to the requirement for the DNO to implement
similar standards for CinC activities under S15 activities and this is commented
upon further in response to Question 7.

Question 2: Should we develop a mechanism to ramp up the level of the
proposed penaity payments?

The proposed penalty payments have no cut off point and therefore one would
expect the DNO's to be focused on resolving a failure against a standard at the
earliest opportunity to mitigate their exposure to penalty payments. As such
there should be no need to develop a mechanism to ramp up the level of
penalty payments.

However, one would also need to consider the DNO decision making process on
resource allocation with the proposed penalties scheme. For example, if a DNO
was already failing on a particular scheme and needed one man day of work to
resolve the issue but also had another scheme that was just within limits if it
committed the same resource to it for the same day. Which scheme would the
DNO prioritise. The penalties would be the same whichever one it decided but
only one scheme would be seen to be failing rather than two and as such this
could influence their decision to the detriment of the original customer.



On balance it is our belief, these nuances will be present in all types of schemes
and devising a ramp up mechanism might confuse the situation further. Probably
more importantly would be for the DNO's to report on not only the number of
failures but dlso the Maximum and average length of such failures and
associated values of payments.

Question 3: Should we cap the penailties that apply to each of the proposed
standards?

No, for the reasons outlined in our response to question 2, it would not be
appropriate to cap such penalties.

Also the DNO has it within its power to avoid such penalties and thus should
constantly have the pressure applied to resolve the failure. Capping a penalty
will remove this pressure.

Question 4: Should we apply in aggregate a 90 per cent performance target to
apply to the standards and measure this on a quarterly basis?

Ofgem has often sought to apply a 90% per cent performance target against
the DNO's and whilst this may be beneficial in benchmarking DNO's
performances and ensure the DNO does not consistently fail this measure. it is
worth noting that this gives DNO's the opportunity to legitimately fail 10% of all of
its activities. A company that's product failed 1 in every 10 would not be in
business for very long.

Therefore whilst we accept this as a bench mark to be utilized on a quarterly
basis to determine if Ofgem will continue to allow the DNO to make margin, we
do feel this performance figure should rise over time.

Question 5: Do you agree with our market segmentation strategy for metered
and unmetered connections? Are there any segments other than those Identified
that should be exempt from earning a margin?

On the whole the market segmentation would appear appropriate. However
section 10.40 reflects on allowing unregulated margin for particular segments. To
avoid DNO's focusing on particular areas, we do not believe it would be
appropriate for a DNO to be able to make unregulated margin in one particular
segment that has deemed to be classed as a potential competitive segment if it
is failing to achieve all aspects of the competition tests in another market
segment that is deemed to be a potential competitive segment.



Question é: What are your views on the proposed level of regulated margin and
Is there any further evidence we should take Into account In setting the level of
regulated margin? '

We believe that it is always difficult to establish what is an acceptable level of
margin to be applied and in fact the easiest way, would be for full competition
to be available and let customers determine the value of such margin against
the added benefits of service and delivery for all competitors.

Therefore it is very important that Ofgem drives the DNO's actions and motives to
dllow full competition to occur before taking the next step and allowing
unregulated margin.

Question 7: Do you have any comments on the scope of the proposed
competifion tests?

We believe this area to be one of the fundamental parts to the proposals and
how Ofgem uses this to judge competition is vital to the success of the proposals.

In the past the ICP's have faced an uphill struggle to get the DNO's to consider
ways of improving competition. Even those who have allowed competition to
occur within their areas, have only done so, once Ofgem/Iindustry representative
have spent years discussing, persuading and slowly obtaining consensus from all
DNO's on particular areas and a national framework developed. Individual
DNO's have never been incentivised to show their commitment to CinC.

For DNO's to show a true desire for competition to succeed they need to
demonsirate they have taken every step they could possible to allow
competition.

An example of this is partially funded schemes, most DNO's refuse to allow this to
occur as there is no national agreement on the area. Yet there is evidence that
shows when it has svited the DNO this activity has been permitted to be
competitive. Therefore individual DNO's will now be able to make the case for
how they are breaking the barriers of competition without the shackles of
consensus from all DNO's.

Ofgem need to ensure there is adequate weighting on this commitment and
that DNO's who have resisted change and competitive activity at every stage
must not be allowed the benefit of margin without first changing their complete
outlook on competition. These changes will be dynamic as further barriers are
broken down by proactive DNO's and Ofgem must always monitor against the
"Best in Class".

As it has been determined that Section 15 CinC performance can not have the
same pendalties applied to them on a mandatory basis. It is imperative that



Ofgem views a DNO's commitment to voluntary apply the same criteria to CinC
activities as a fundamental requirement to the DNO's commitment to
competition.

We would also draw Ofgem's attention to the problems with 2nd comer issues
under CinC and again for Ofgem to judge a DNO's commitment to competition
through the voluntary individual commitment to apply the 2 comer rule to CinC
projects.

Question 8: We Invite views on the relative weighting of market share compared
fo the price and service tests? What level of lost market share would appropriate
to deem the market competitive?

When considering, the percentage of lost market share that would be
appropriate to deem the market competitive, it is worth considering the
Competition Commission’s position on this matter and we would think it is entirely
appropriate to have this position published.

From an ICP perspective we believe there should be a diminishing position on
market share and to gain our understanding of this we would refer fo the three
main focus points of the Competition Commission;

o In mergers - when larger companies will gain more than 25% market share
and where a merger appears likely to lead to a substantial lessening of
competition in one or more markets in the UK.

¢ In markets - when it appears that competition may be being prevented,
distorted or restricted in a particular market.

* In regulated sectors where aspects of the regulatory system may not be
operating effectively.

Currently even in “competitive” DNO areas, the DNO still appears to maintain
vast percentages of the market. Yet where companies, in a truly competitive
market have a larger share of say 30- 35%, the Competition Commission would
seek to assess this position and in mergers anything above 25% would be
reviewed.

In the initial work within the ECSG figures of 70% market share were suggested,
our view is that this figure is far too high and leaves the DNO with still a
monopolistic position in terms of market share. It should also be noted that the
DNO has the ability to determine technical requirements for its network at the
same time as deciding who procurement confract will be let to. This presents the
DNO with all the purchasing power and the Independent’s with little scope for
obtaining prices of a similar nature for manufacturer’s plant and equipment as to
that of the DNO.



These factors need to be considered in determining a % loss of market share the
DNO would have incurred to be able to show a competitive market place is
available.

Ofgem should consider a starting % loss of morkej share to allow the DNO to
show competition has begun and then this % of lost market share should increase
over time to a level where competition is fruly established and therefore allow
DNQO's to obtain an unregulated margin. It is our view that a DNO should not be
aliowed to make an unregulated margin where they have more that 50% of a
particular market.

Whilst there may be certain geographical aspects in the remote areas of the UK
where it will be difficult for competition to be fruly established, Ofgem should be
careful not to allow DNO's within the mainsiream of the UK to associate their
position with this situation.

Where DNO's show that their market share is high due to a lack of competition
and geographical location, then customers should not be subjected to
increased prices from what is clearly a monopoly DNO, even if the segment in
general is determined as competitive.

Ofgem must be very careful, if DNO's were to suggest that competition is not
flourishing due to the performance of the DNO. This clearly would be at odds
with the information and data that Ofgem has obtained through the past
decades and in the number of complaints associated with connection activities.
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