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Dear Maxine

GDN Response to Ofgem’s Open letter to Gas Distribution Networks on
Tackling Unregistered Sites

Further to your letter dated 9™ August 2013 with regard to Ofgem’s expectations for
GDNs to address the industry issue of unregistered sites, please find below the
collective Gas Distribution Networks (GDNs) formal response. This letter has been
jointly collated, representing the collective views of the GDNs. The GDNs are happy
for this to be published alongside the letter on your website.

As you are aware, GDNs have invested a large amount of time and resource into the
resolution of unregistered sites and we wish to give you assurance that these efforts
will continue. GDN actions alone will not deliver suitable resolutions to the issues
and it is our collective view that actions from other industry participants will be
required. We recommend further industry wide discussions to explore this further.

Although we intend to meet, as far as reasonably possible, Ofgem’s expectations, it
should be recognised by Ofgem that while the unregistered sites are identified
through the GDNs supply point administration processes, the causes and resolutions
to root causes are a collective industry responsibility. It is acknowledged that
Shippers, Suppliers, Independent Connection Providers (ICPs) and others, including
those individuals taking gas without a contract, all contribute to the remaining
portfolio of unregistered sites.

GDNs believe that the current Standard Licence Condition 7 (SLC7) could be further
developed to not only clarify the recovery process for theft of gas investigations but
also to enable GDNs to recover any material costs incurred by all relevant
investigative activities. This could include any one-off costs incurred as a result of an
unanticipated peak in workload from tackling a defined portfolio of unregistered sites.
In addition we would request that Ofgem gives consideration to development of a
potential incentive mechanism to ensure that the work undertaken by GDNs on
behalf of the industry is adequately rewarded. We would like to discuss this with
Ofgem as part of developing any solutions to the remaining portfolio of unregistered
sites.
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We note Ofgem's reference to the Gas Act and our duty to facilitate competition in
the supply of gas which is primarily discharged by ensuring that the Supply Point
Register contains all sites that are available for the offtake of gas. We are aware of
our duty to under SLC7 to investigate reported allegations of theft and processes are
in place to resolve any consequential misallocation of costs accruing in the market.
Any remaining unregistered meter points capable of flowing gas are listed on the
Supply Point Register and capable of being registered by a Shipper with the
corresponding Supply Contract. Therefore, we believe we are compliant with duties
and obligations as specified in the referenced Section of the Gas Act.

New Connections

To date the GDNs’ focus has mainly been on preventing the creation of new
unregistered sites as once the root causes are resolved efforts can be properly
dedicated to the existing portfolio of unregistered of sites.

In December 2012, the GDNs issued an industry wide consultation on a suggested
approach for MPRN creation, where services would only be connected if a supply
contract was in place. Unfortunately responses to the consultation showed that this
may have a significant negative impact on various industry parties including
concerns over impairment of competition in provision of connections and so we did
not feel that it was appropriate to proceed with this approach.

Since the consultation we have revised our approach and are now in the process of
implementing a package of measures which balances the views of ICPs with
appropriate targeting of the creation of new unregistered sites. The solutions have
been shared with the industry and currently include amendments to the MPRN
batches, a joint GDN customer communication leaflet and proposed modification(s)
to MAMCoP which seek to ensure that meters are only installed where a supply
contract is in place.

Further action has also been taken in regards to UNC Modifications. Details of the
full list of measures can be found in Appendix .

The GDNs feel that the measures identified in Appendix | will be effective in
preventing unregistered sites and will compliment the UNC0410A solution. GDNs will
monitor implementation of each solution over the next 12 months and report on their
relative impact as far as is possible.

To ensure that all areas of potential root causes have been identified, GDNs have
also carried out a full review of the Shipperless and Unregistered Working Group
(SUWG) Root Cause Summary Document produced by the industry and a summary
of this and the measures implemented to date can be found in Appendix Il.

Many of your specific measures suggested within the letter are already being
addressed through industry work and within this section we provide comments on
each of your suggested measures:



The specific Ofgem expectations reqarding New Connections within the letter
¢ Improved controls on the Meter Point Reference Number (MPRN)

creation process so that gas transporters better manage their allocation
and use by connections companies — This has been implemented as part
of the reduced batches and will continue to be monitored by GDNs. GDNs are
also developing a formal MPRN Allocation document which will apply to ICPs
and GDNs and will set out the MPRN allocation and cancellation processes in
place.

e A review of the messages that appear on labels at new connections so
that parties are aware of what should be done before fitting a meter or
taking a supply — This is currently being considered by GDNs but may
involve a customer communication leaflet rather than an amendment to the
existing label

o Agreed measures for the treatment of vulnerable customers identified at
unregistered sites (we note that discussions are currently taking place
on this under the SPAA) — GDNs will adhere to the obligations around the
treatment of vulnerable customers in cases of theft and unregistered sites in
accordance with the SPAA Theft Code of Practice.

e The introduction of a risk based approach to inspecting newly
connected sites to identify whether they are, or are capable of, flowing
gas prior to registration — With the introduction of UNC0410A, the GDNs
consider a risk-based approach has already been adopted as these new
arrangements will monitor for meters fitted, which is the key factor in allowing
gas to be offtaken.

¢ Requirements for new connections to be locked so that gas cannot flow,
without the lock being removed by an authorised person, if the site is not
intended to be used in the near future — This is an engineering solution that
requires agreement across the broader industry and we would support any initiatives
to take this proposal forward, perhaps with support from the Institute of Gas
Managers and Engineers (IGEM). Given that there are a number of parties that
provide new connections, any changes requiring an engineering solution would also
need to be adopted and operated by ICPs and Meter Asset Managers.

Existing Unregistered Sites

The Shipperless & Unregistered Working Group (SUWG) is working to prioritise the
remaining portfolio of unregistered sites, including two trials, the second of which is
currently in progress. These initiatives will provide industry with further information as
to how to best proceed to efficiently reduce the remaining portfolio of unregistered
sites and which sites to target for maximum industry benefit in reducing unregistered
gas. The current trial is focused on unregistered sites where there has been some
previous shipper activity and where we have reason to believe that meters are fitted.
Focus was intentionally given to these particular sites as gas is more likely to have
been illegally offtaken.

1,000 Meter Point Reference Numbers (MPRNs) were initially identified and sent to
GDNs and Shippers for review. Of these about 15% were removed from the trial by
various Shippers as we understand they may have had ongoing
interactions/investigations with the site. Xoserve sent the first letters to the remaining
sites at the start of August and results are now awaited. Once a complete picture is



gained from the sample we believe it will assist with accurate targeting for resolution
of the remaining portfolio of unregistered sites.

We would like to highlight that from the 16,901 MPRNs (as per the July statistics
including Orphaned, Shipper Activity and No Activity pots) likely to be flowing gas
only 1,488 showed no shipper activity (around 8%) and these are likely to be
legitimately unregistered. The remaining 15,413 has had some shipper interaction
(MPRN creation, failed registrations etc) including the 6,437 which indicate meters
are fitted for which suppliers are most likely involved. Evidence strongly indicates
that shippers, suppliers, meter workers and other parties should be held at least
partially accountable for the existing portfolio of unregistered sites and a suitable
solution will require the cooperation of all relevant parties.

The Specific Ofgem expectations reqarding Existing Connections within the
letter
e Draw up and implement a robust plan to reduce the number and materiality of

existing unregistered sites that are taking, or are capable of taking, a supply of
gas — GDNs accept that we have a significant part to play in the resolution of the
remaining portfolio of unregistered sites and would welcome the opportunity to lead
the industry through this work and will be drafting a plan of action which will be
submitted to Ofgem and industry for review and agreement. This plan will set out
responsibilities incumbent on all relevant industry parties over the coming 12 months
to enable a material reduction in the numbers and impact of unregistered sites. The
GDNs will of course schedule regular reporting into the plan to ensure timely
progress updates are provided to Ofgem.

Summary
We hope that the above provides Ofgem with confidence of the GDNs’ commitment

to the implementation of the root cause measures as well as the timely resolution of
the existing sites and welcome any feedback or questions that you may have.

The GDNs would welcome early discussions with Ofgem/industry with regard to
reviewing SLC7 and the potential introduction of incentives for addressing the
remaining portfolio of unregistered sites as well as clarifying the role of Shippers and
other relevant parties.

Yours sincerely

David Smith
Chief Executive



Appendix | — Implemented Root Cause Measures

MPRN Batches

Xoserve have now implemented this root cause measure which reduced the
number of MPRNs which are issued out in batches to connection providers in
order to prevent potential frivolous use of MPRNs and to promote MPRNSs being
set to Extinct where jobs have been cancelled.

Joint GDN Customer Communications

GDNs are currently in the process of creating a joint GDN customer leaflet which
outlines the process of getting a supplier and the implications if gas is taken
without a supply contract in place. These leaflets would be provided to every
premise receiving a gas connection. The draft text for the leaflet is currently going
through internal review within GDNs and will be passed to internal
communication teams shortly for development.

Modification(s) to MAMCoP

SGN Metering has raised the MAMCoP change which proposes to only allow
meters to be fitted where there is a supply contract in place. This has so far been
well received by the MAMs and is due to be voted on in September and hopefully
implemented in November. As MAMs will be audited on this it should mean that
each MPRN with a meter fitted will have a valid supply contract and shipper
registration. This solution works perfectly together with UNC Modification 0410A
which places the responsibility on the shipper whose supplier requested the
meter fit.

A further MAMCoP change is also being explored regarding access to MAM
portfolios in order for meter details to be detected early which would also greatly
increase the efficiency of UNC410A as GDNs would be made aware of more
meters fitted.

UNC Modifications

National Grid raised Modification 0410A which looks to address unregistered
sites where there is evidence of a meter being fitted. This modification was raised
to target sites with meters fitted as these are the ones which could pose a risk to
industry in terms of unallocated gas and transportation costs. It should be noted
that other “legitimately” unregistered sites consisting of a gas connection but no
meter will not be offtaking gas and so do not pose the same threat. This
modification has now been implemented from 1% September 2013.

Scotia Gas Networks have raised Modification 0431S which is looking to carry
out reconciliation between the information held on suppliers’ systems and that
held by Xoserve in order to resolve sites which could potentially be offtaking gas
and being invoiced by a supplier but where the shipper registration has not been
successful. This modification has been raised in order to alleviate any impacts on
customers who are paying for their gas in good faith in which case they should
not have to receive GDN communication in an attempt to resolve the matter. If
implemented, GDNs will carry out the first such reconciliation in February 2014.

Modification 0455 has also been raised by National Grid and although it is not
directly impacting unregistered sites it is vital in order to complete the registration



in certain cases where the shipper does not update the meter asset details as it
allows for GDNs to undertake this activity.

Shipper Created MPRNs

Xoserve and GDNs are currently carrying out work around the Code 12 (Shipper
created MPRN process) in order to establish if further validation could be done.
These MPRNs created by shippers could potentially cause duplicate MPRNs on
the system or essentially validate illegal network connections without the
knowledge of the GDN. Once this work is completed we will update industry on
measures to be taken to address any potential issues with this process.

Internal GDN Processes

In addition to the above, all GDNs are currently looking at internal processes in
order to reduce the number of erroneously created MPRNs amongst other things
and any further measures which may be identified will be shared with Ofgem and
industry in a timely manner.

Shipperless & Unregistered Working Group Root Cause Summary

To ensure that all possible major root causes have been considered and
actioned GDNs have undertaken a review of the Root Cause Summary
document published in 2011 following work carried out in the SUWG. Appendix Il
shows a table of the root causes identified and work undertaken to date in each
area. We have also identified measures where some further work may be
required. On the whole however, it is clear that a large amount of work has been
carried out and a majority of the root cause measures have already been
implemented. Work will continue in the area with further review of root causes
and possible solutions necessary to ensure that any as yet unidentified aspects
are not overlooked.
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