EXPLANATORY MEMORANDUM TO

MODIFICATIONS TO THE STANDARD CONDITIONS OF ELECTRICITY AND GAS

SUPPLY LICENCES, THE SMART ENERGY CODE, THE SMART METER

COMMUNICATION LICENCES, THE MASTER REGISTRATION AGREEMENT AND

3.1

3.2

4.1

5.1

THE UNIFORM NETWORK CODE

(SMART METERS No XX. of 2020)

Introduction

This explanatory memorandum has been prepared by the Department for Business,
Energy and Industrial Strategy (BEIS) and is laid before Parliament by Command of
Her Majesty.

Purpose of the instrument

These modifications further develop the regulatory framework to support the roll-out
and operation of smart meters in Great Britain. They make technical modifications to
the conditions of gas and electricity supply licences, conditions of the smart meter
communication licences (also referred to as the “DCC Licence”), the Smart Energy
Code (SEC), the Uniform Network Code (UNC) and the Master Registration
Agreement (MRA).

Matters of special interest to Parliament

Matters of special interest to the Joint Committee on Statutory Instruments or the Select
Committee on Statutory Instruments or the Sifting Committees

None: these are code and licence modifications under section 88 of the Energy Act
2008 and not a Statutory Instrument.

Matters relevant to Standing Orders Nos. 83P and 83T of the Standing Orders of the House
of Commons relating to Public Business (English Votes for English Laws)

As the instrument is subject to negative resolution procedure there are no matters relevant
to Standing Orders Nos. 83P and 83T of the Standing Orders of the House of Commons
relating to Public Business at this stage.

Extent and Territorial Application

The territorial extent and application of these modification is Great Britain.

European Convention on Human Rights

As the instrument is subject to negative resolution procedure and does not amend primary
legislation, no statement is required.

Legislative Context

Section 88 of the Energy Act 2008 gives the Secretary of State the power to modify
certain licences and industry codes for specified purposes related to the roll-out of
smart meters in Great Britain. The modifications being proposed fall within the scope
of these powers and are changes to standard conditions of gas and electricity supply
licences, conditions of the Smart Meter Communication Licences, the Smart Energy
Code, the Uniform Network Code and the Master Registration Agreement Code. The
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changes are required to support the installation and operation of smart meters. Since
2013, BEIS (formerly the Department of Energy and Climate Change) has made a
number of licence and industry code modifications to develop the smart metering
regulatory framework. These modifications further develop that framework.

Policy background

What is being done and why

This is a package of changes dealing with a variety of issues relating to smart
metering. An explanation of the various changes is set out below.

Changes to the way that DCC recovers its costs

Smart DCC Limited (“DCC”) is the holder of the smart meter communication licences
(granted under the Gas Act 1986 and the Electricity Act 1989). A substantial
proportion of the DCC’s costs are currently recovered from energy suppliers and
electricity distributors pro-rata based on the number of sites at which smart meters
either have been or are to be installed in the domestic sector and the number of sites at
which the DCC communicates with smart meters in the non-domestic sector. Changes
are being made to retain the existing charging regime for domestic sites beyond 1
April 2021 (rather than move to an arrangement based on installed smart meters) to
maintain incentives on energy suppliers to complete the roll-out of smart meters. The
changes will also modify the way that the pro-rata charging regime works for non-
domestic sites to include all of the sites covered by the rollout obligations. This will
align the charging arrangements across the domestic and non-domestic sectors. These
changes require modifications to the Smart Energy Code.

In addition, because non-domestic energy suppliers are permitted to install Advanced
Meters in certain circumstances, rather than Smart Meters at certain non-domestic
sites, it is proposed to exclude sites at which Advanced Meters are installed from the
pro-rata charges as these meters are not operated via the DCC. In order to implement
this, the DCC needs to know how many sites have had Advanced Meters installed.
This requires modifications to the Uniform Network Code and the Master Registration
Agreement to provide for this information to be provided to DCC.

SMETS1 Enrolment Obligations

A programme of work is underway to migrate the first generation of smart meters
(known as “SMETS1 meters”) into the DCC systems. This means that SMETS1
meters will retain smart functionality when consumers switch energy supplier. There
is an existing licence obligation on energy suppliers to take all reasonable steps to
replace SMETS1 meters with SMETS2 meters if they have not been migrated into the
DCC systems by 31 December 2020. We are making changes to amend this date to 31
December 2021 (or such later date as may be specified by the Secretary of State)
further to industry consultation so that it aligns to current DCC and industry plans.
DCC continues to prioritise the migration of meters that have lost smart services with
the aim of enrolling this class of SMETS1 meters by end 2020. This change requires
modifications to the standard conditions of gas and electricity supply licences.

Completion of Implementation in the Smart Meter Communication Licences

Within the Smart Meter Communication Licences and the Smart Energy Code, there
is a concept of “Completion of Implementation” which is essentially the earlier of (i)
the point in time when the enduring (non-transitional) legal framework for smart
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metering is fully in force; and (ii) the 31 December 2020. Currently there remain a
number of transitional arrangements in place, for example dealing with the migration
of SMETS1 meters into the DCC systems as described above, and it is expected that
these will need to continue for a further period beyond 31 December 2020. The
definition of Completion of Implementation in the Smart Energy Code was recently
changed so that it was not automatically considered to have occurred on 31 December
2020. The instrument changes the definition of Completion of Implementation in the
Smart Meter Communication Licences so that it is also not considered to
automatically have occurred on 31 December 2020. The effect of this change is
primarily to retain the interim objective of the DCC (which is essentially to work
towards the achievement of Completion of Implementation) past the 31 December
2020. It also has the effect of extending the duration of the powers that the Secretary
of State has under the Smart Meter Communication Licences to require DCC to
produce and comply with plans of work that are needed to achieve Completion of
Implementation and powers for the Secretary of State to amend or introduce technical
or procedural document into the Smart Energy Code.

Security-related changes

The instrument makes a number of changes to the IT security provisions in the Smart
Energy Code essentially to ensure that the Smart Energy Code captures important
security steps that the DCC has already implemented. The changes extend the range
of cryptographic keys that must be stored in cryptographic modules and the range of
commands that are sent to Smart Meters and other smart metering devices to which
anomaly detection must be applied. This change requires a modification to the Smart
Energy Code.

Alternative Home Area Network Exempt Premises List

Smart Meters and related smart devices installed in consumer premises communicate
with each other over a wireless network known as a “Home Area Network” or
“HAN”. In some premises (for example large properties or blocks of flats) there can
be large distances between the various smart devices which means that additional
equipment (“Alternative HAN Equipment”) is needed to extend the communication
range of standard smart metering devices. Energy suppliers are obligated to ensure
that this equipment is made available. It has been recognised however, that, for some
properties, it may be technically infeasible or prohibitively expensive to develop such
equipment for the time being. Where this is the case, such property types would be
recorded on an “Exempt Premises List” which must be approved by the Secretary of
State. Whether or not there are exempt premises may not be known for some time,
potentially not until the installation of Alt HAN Equipment has begun. As currently
drafted, the supply licence requires that the Exempt Premises List be approved before
Alt HAN services, including the manufacture of Alt HAN Equipment, begins. The
instrument therefore makes changes that permit the equipment to be provided for
some properties before any Exempt Premises List is finalised and approved.

This change requires modifications to the standard conditions of gas and electricity
supply licences.

DCC Procurement of Relevant Service Capability

Relevant Service Capability is a term used to refer to the capability and resources that
the DCC needs to provide the smart metering related services it is required to provide
under its licence and the Smart Energy Code. The instrument makes changes to
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require the DCC to provide information to the Secretary of State and to obtain
confirmation from the Secretary of State before making changes to its Relevant
Service Capability. This is to ensure that the Secretary of State can consider the extent
to which the proposed changes to Relevant Service Capability are in line with the
interests of current and future consumers and has a positive impact on the business
case of the smart metering implementation programme. The instrument enables
exceptions to be made to the new requirements, so that it can focus on the most
material changes to Relevant Service Capability

This change requires a modification to the Smart Meter Communication licences.
Minor corrections

The instrument also makes a small number of minor corrections to the Smart Energy
Code.

European Union (Withdrawal) Act/Withdrawal of the United Kingdom from the
European Union

This instrument does not relate to withdrawal from the European Union / trigger the
statement requirements under the European Union (Withdrawal) Act.

Consolidation

The Government does not intend to consolidate the documents being amended. A
consolidated version of the licence conditions will be available on Ofgem’s website!
once these modifications come into force and separately, consolidated versions of the
Smart Energy Code, the Uniform Network Code and Master Registration Agreement
will be made available on the relevant code administrators’ websites?.

Consultation outcome

In accordance with section 89 of the Energy Act 2008, BEIS issued two consultations
pertaining to the changes set out in this explanatory memorandum to Ofgem, SEC
Panel, SEC Parties and other interested parties.

On 16 September 2019 BEIS issued a consultation on the Smart Metering Policy
Framework post 20203, The consultation closed on 11 November 2019. Amongst
other things, this put forward proposals for changes to the DCC Charging
Methodology to modify the way that DCC would charge for its services from April
2021.

A total of 29 responses were received that related to the charging proposals, from
energy suppliers, energy network operators, the DCC, trade bodies and other parties.
There was broad support for the proposed amendments to the DCC charging
methodology, although four respondents disagreed with the proposal and four
provided neutral responses. Those who agreed generally considered the proposal
would avoid the disproportionate cost burden that would arise if the current approach
were implemented. A number of responses caveated their agreement as subject to an
appropriate mechanism being found to gather the data for the charging calculations.

1 https://www.ofgem.gov.uk/licences-industry-codes-and-standards/licences/licence-conditions

2 https://smartenergycodecompany.co.uk/. https://www.gasgovernance.co.uk/UNC and

https://www.mrasco.com/mra-products/master-registration-agreement/.

3 https://www.gov.uk/government/consultations/smart-meter-policy-framework-post-2020
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As had been planned, this was included in the second consultation mentioned below.
We will be concluding separately on the other proposals in the November 2019
consultation.

10.4 The second consultation, issued on 14 January 2020, contained all other proposals
addressed in this Memorandum*. The consultation closed on 18 February 2020. The
consultation was published on the Smart Energy Code website in order to draw it to
the attention of those parties most likely to be affected by the proposals. A
consultation period of 5 weeks was considered appropriate due to the limited and
technical nature of the proposals.

10.5 A total of seventeen responses to the consultation were received from the DCC, a
number of trade bodies, energy network operators and energy suppliers. There was
unanimous support for the majority of the proposals contained within the instrument
with most respondents supporting the remainder of the proposals. Three other
proposals in the consultation are not being implemented by this instrument to enable
further industry engagement.

10.6 Some changes to the legal drafting have been made to reflect detailed points raised in
the consultation process. The consultation response in relation to all of the
modifications made by this instrument is available on the Smart Energy Code
website®.

11. Guidance

11.1 The Government does not intend to publish guidance in respect of the modifications
made by this instrument. The Smart Energy Code Administrator and Secretariat has
obligations to provide advice and support to SEC Parties, and similar obligations
apply to the administrators of the Uniform Network Code and the Master Registration
Agreement. The DCC also publishes information about charging and engages its
users regularly on these matters.

12. Impact

12.1 An updated Cost Benefit Analysis for smart metering was published in September
2019. It estimated the costs and benefits associated with the GB roll-out of smart
meters and identified a substantial net benefit of £6 billion for the period to 2034 for
the programme.® These modifications will assist in ensuring that these net benefits are
secured.

12.2  The assessment published in September 2019, which also sets out the effect that the
smart meter roll-out will have on the costs of business, is available at:

https://www.gov.uk/government/publications/smart-meter-roll-out-cost-benefit-
analysis-2019

13. Regulating small business

13.1 These modifications support energy suppliers’ management of the rollout of smart
meters.

4 https://smartenergycodecompany.co.uk/latest-news/consultation-on-changes-to-standard-conditions-of-gas-
and-electricity-supply-licenses-conditions-of-the-dcc-licence-the-sec-the-unc-and-the-mra/

5 https://smartenergycodecompany.co.uk/

& Central projections, 2011 prices, discounted to 2019.
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To minimise the impact of the requirements on small businesses (employing up to 50
people), the approach taken by the Government is to consistently take steps to ensure
the regulatory burden is minimised and that the proportionality of changes is
reviewed, on a regular basis.

In designing smart metering regulations the Government has engaged in extensive
consultation with all affected parties, including small businesses, to ensure that a
broad range of stakeholders’ views is considered and proportionality maintained.

Monitoring and review

The Government’s Monitoring and Evaluation Strategy will ensure that the smart
meter roll-out is at all stages subject to a comprehensive and integrated review and
evaluation process. Ofgem will be responsible for monitoring compliance with licence
conditions and taking enforcement action where necessary.

Contact

Please contact Russell Kent-Smith at the Department for Business, Energy and
Industrial Strategy (tel: 0300 0686 6131 or email: russell.kentsmith@beis.gov.uk)
with any queries relating to these modifications.

Duncan Stone, Deputy Director, at the Department for Business, Energy and Industrial
Strategy can confirm that this Explanatory Memorandum meets the required standard.

Lord Callanan at the Department for Business, Energy and Industrial Strategy can
confirm that this Explanatory Memorandum meets the required standard.
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