STRATEGIC RESPONSE TO
OFGEM'S Al CONSULTATION:
ENHANCING Al
FRAMEWORKS IN THE
ENERGY SECTOR

VE3’s Comprehensive Feedback on Proposed Al
Regulations and Recommendations for the Energy
Sector

Abstract

This document presents VE3's formal response to the Office of Gas and Electricity Markets
(Ofgem) consultation on the use of Artificial Intelligence (Al) in the energy sector. It addresses
key areas including the alignment of Al principles with current legislative frameworks,
potential challenges in Al implementation, innovative Al use cases, and factors inhibiting Al
adoption. VE3 agrees with Ofgem's approach but suggests further enhancements to ensure Al
is used safely, responsibly, and efficiently. This response emphasizes the need for ethical Al
practices, consumer education, cybersecurity specific to Al systems, and prioritization of
regulatory alignment and skills development. By contributing to this dialogue, VE3 aims to
support the development of a robust regulatory environment that fosters innovation while
protecting consumer interests and promoting sustainability in the energy sector.
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Introduction:

In response to Ofgem’s recent consultation on Artificial Intelligence (Al) in the energy sector, VE3 is pleased
to provide a comprehensive review and commentary on the proposed recommendations and approaches
outlined by the regulatory body. As a leader in the development and implementation of Al solutions within
the energy sector, VE3 recognizes the critical importance of establishing clear, effective regulatory
frameworks that not only foster innovation but also ensure the responsible use of Al technologies.

This document outlines VE3’s perspectives on several key areas discussed in the consultation, including
the integration of the five Al principles into existing regulatory frameworks, the identification of potential
challenges and novel issues in applying these principles, and examples of Al use cases that may enhance
the current understanding of Al’s potential within the sector. Additionally, VE3 addresses factors that could
inhibit Al adoption and evaluates the risks from consumer, market, and company perspectives.

VE3 supports Ofgem’s holistic and forward-thinking approach but suggests additional considerations to
further strengthen the framework, particularly in areas such as ethical Al use beyond compliance,
consumer education and involvement, and the specific focus on Al in renewable energy integration. By
prioritizing these areas alongside the recommendations provided by Ofgem, VE3 believes that the energy
sector can achieve a balanced approach to Al implementation that optimizes benefits while minimizing
risks.

Through this response, VE3 aims to contribute constructively to the ongoing development of Al regulatory

frameworks, ensuring they are robust, inclusive, and adaptive to the rapidly evolving landscape of Al
technologies in the energy sector.
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Company Introduction

About VE3

VE3 is a leading technology and consulting firm specializing in innovative solutions for the energy sector.
With a commitment to sustainability and efficiency, VE3 has established itself as a key player in
transforming energy systems through advanced technologies. Our mission is to empower energy
companies to achieve operational excellence, enhance customer experiences, and navigate the
complexities of the energy market with cutting-edge solutions.

VE3’s Al Expertise

At VE3, we harness the power of Artificial Intelligence (Al) to drive innovation and deliver tangible benefits
across the energy value chain. Our Al expertise is centred around developing and implementing strategies
that optimize performance, reduce costs, and ensure compliance with evolving regulatory frameworks.

Key highlights of our Al capabilities include:

1. Al-Driven Predictive Maintenance: Utilizing Al to predict equipment failures and maintenance
needs, enhancing operational efficiency and extending the lifespan of critical infrastructure.

2. Energy Trading and Risk Management: Using machine learning to improve forecasting and
decision-making in energy trading, enabling more accurate price prediction and risk assessment.

3. Customer Experience and Engagement: Employing Al to personalize customer interactions and
improve service delivery through Al-enabled chatbots and analytics.

4. Cybersecurity and Data Protection: Strengthening cybersecurity defences using Al to detect
threats and secure data across digital platforms in the energy sector.

5. Sustainability and Efficiency: Committing to Al to support sustainability goals by optimizing
energy use, reducing waste, and aiding the transition towards a low-carbon economy.

VE3’s Dedicated Al Web Pages
For further insights into our Al approach and solutions, VE3 offers several dedicated web pages:
1. Ethical Al Maturity Framework: Outlining our framework for implementing Al ethically and
responsibly.
2. Responsible Al Development: Detailing our comprehensive approach to Al development,
emphasizing safety, security, and robustness.
3. Al Expertise and Services: Showcasing our breadth of Al capabilities across various applications in
the energy sector.

At VE3, our expertise in Al is about creating smarter, more efficient, and more sustainable energy
ecosystems. By partnering with clients and stakeholders, we are transforming the energy sector to meet
the challenges of today and tomorrow.
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1. Do you agree with the overall approach to identify how the five Al principles are captured by the
current legislative and regulatory framework that applies to the energy sector?

We are particularly interested in your views around the extent current licence obligations capture either
directly or indirectly the five Al principles.

Yes. At VE3, we fully support the overall approach to identify how the five Al principles are reflected within
the current legislative and regulatory framework of the energy sector. Our experience at VE3 shows that
while current licence obligations capture these principles to some extent, there is variability in how
comprehensively they are implemented across the sector.

1. Fairness and Non-discrimination: Current regulations emphasize fairness, but they often lack
specific mechanisms to address and audit Al-driven decisions. Incorporating explicit guidelines
and tools to mitigate bias in Al algorithms is essential.

2. Transparency and Explainability: Many licence obligations promote transparency, yet Al systems
often operate as 'black boxes.' Enhancing explainability in Al models is key to bridging this gap,
ensuring that stakeholders understand Al-driven decisions.

3. Privacy and Security: Current frameworks robustly cover data privacy and security; however, the
unique challenges posed by Al, like data poisoning and model theft, require more focused Al-
specific security measures.

4, Accountability: While licence obligations uphold accountability broadly, assigning responsibility
for Al-driven outcomes can be elusive. Clearer guidelines and frameworks are needed to ensure
that accountability extends into the Al decision-making process.

5. Safety and Robustness: Regulations address operational safety, but the dynamic nature of Al
necessitates continuous monitoring and real-time risk assessment to maintain system robustness
and reliability.

For more about our approach to integrating Al principles in compliance with regulatory frameworks, visit
our https://www.ve3.global/services/expertise/artificial-intelligence/ pages for Ethical Al Maturity
Framework and Responsible Al Development.

In conclusion, while current frameworks provide a foundation, explicitly enhancing them to directly reflect
all five Al principles would significantly benefit the sector.

2. Do you agree with the initial findings around the potential issues or challenges of applying the Al
principles in the energy sector?

We are particularly interested in your views around the novel issues we have identified, the multi-
regulatory framework and monitoring and enforcement implications.

Yes. At VE3, we concur with the initial findings on the challenges of applying Al principles in the energy
sector, particularly regarding the novel issues identified, the complexities of a multi-regulatory framework,
and the implications for monitoring and enforcement.

The identification of novel issues such as data bias and the need for ethical Al use is especially pertinent.
These challenges underscore the necessity for robust frameworks that ensure Al operates fairly and
transparently. At VE3, we address these concerns through our Ethical Al Maturity Framework, which is
designed to guide organizations in implementing responsible Al practices.

The multi-regulatory framework is another significant challenge. The energy sector’s overlapping
regulations can lead to confusion and inconsistent compliance practices. We believe that a harmonized
approach, as suggested by Ofgem, is essential to reduce complexity and foster an environment where Al
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can be used effectively and responsibly. Our Responsible Al Development services focus on navigating

these complexities, ensuring that Al solutions comply with all relevant regulations while promoting
innovation.

Regarding monitoring and enforcement, the dynamic nature of Al necessitates adaptable and forward-
thinking regulatory practices. Traditional methods may not suffice, and innovative approaches like using
Al itself for compliance monitoring could be more effective. VE3 supports these advancements and
contributes through developing solutions that ensure continuous compliance and real-time monitoring.

In conclusion, VE3 supports the identified challenges and emphasizes the need for collaborative efforts to
refine regulatory frameworks and monitoring practices, ensuring Al's ethical and effective application in
the energy sector.

3. Do you have examples of Al use cases within the energy sector in Great Britain or elsewhere that we
have not included?

Yes. At VE3, we have identified several innovative Al use cases within the energy sector, both in Great
Britain and internationally, that may complement the examples already considered by Ofgem:

1. Alin Energy Trading and Risk Management:

e Description: Applying machine learning algorithms to predict energy prices and optimize
trading strategies. Al models analyse historical data and real-time market inputs to
forecast price movements and volatility.

e Impact: This enhances the profitability and efficiency of energy trading desks while
minimizing risks associated with price fluctuations in the energy markets.

2. Smart Grid Optimization Using Al:

e Description: Al algorithms are used to manage and optimize the flow of electricity in
smart grids, considering the variable supply from renewable sources and fluctuating
demand patterns.

e Impact: This helps in balancing energy distribution, reducing waste, and maintaining grid
stability, especially during peak demand times or when integrating multiple energy
sources.

3. Al for Electric Vehicle (EV) Charging Networks:

e Description: Al is used to optimize the operation of EV charging stations, predicting peak
demand, managing load, and suggesting optimal charging schedules based on user
behaviour patterns.

e Impact: This improves the efficiency of EV charging networks and supports the broader
adoption of electric vehicles by ensuring availability and reducing waiting times at
charging stations.

These examples highlight the versatility and potential of Al in transforming various aspects of the energy
sector. At VE3, we continue to explore and develop Al solutions that drive efficiency, sustainability, and
better consumer outcomes in the energy industry.
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4. Do you agree with the factors we have identified that could inhibit the adoption of Al in the energy
sector?

Yes. At VE3, we agree with the factors identified by Ofgem that could inhibit the adoption of Al in the
energy sector. These factors resonate with our observations and experiences in implementing Al solutions
across various industries, including energy. Here’s our perspective on these inhibiting factors:

1. Regulatory and Compliance Challenges: We emphasize the need for regulatory clarity and
stability to encourage investment and innovation in Al technologies. Streamlining regulatory
processes can accelerate Al adoption by reducing uncertainty and compliance costs.

2. Data Quality and Accessibility: We advocate for improved data management practices and open
data policies that enhance data quality and availability. Collaborative efforts to standardize data
collection and sharing can facilitate more robust Al applications.

3. Technical Skills and Expertise: We support initiatives to enhance Al literacy and specialized
training within the energy sector. Developing talent and providing ongoing education can help
bridge this gap and foster more Al-driven innovation.

4. Cybersecurity Concerns: Strengthening cybersecurity measures is crucial. We encourage the
development of Al systems that are not only efficient but also secure and resilient against cyber
threats.

5. Integration with Legacy Systems: We recommend a phased approach to modernize legacy
systems. Providing middleware solutions and modular upgrades can ease the transition to Al-
enabled systems without disrupting existing operations.

In conclusion, addressing these factors effectively is essential for the broader adoption of Al in the energy
sector. At VE3, we are committed to overcoming these challenges through our innovative approaches and
solutions.

5. Do you agree with our proposed approach to evaluating the risks associated with the use of Al in the
energy sector?

At VE3, we agree with the proposed approach to evaluating the risks associated with the use of Al in the
energy sector as outlined by Ofgem. Here’s our view on the key strengths of the proposed approach:

1. Holistic Risk Assessment: The approach’s emphasis on a holistic assessment that considers the
entire lifecycle of Al systems—from development and deployment to operation and
decommissioning—is crucial. This ensures that risks are managed not just at the initial stages but
throughout the entire operational timeline.

2. Multi-Dimensional Risk Factors: We support the multi-dimensional nature of the proposed risk
factors, which include technical, ethical, operational, and reputational risks. This multi-faceted
view is essential because it acknowledges that the impacts of Al are broad and can affect various
aspects of business and operations.

3. Stakeholder Engagement: Through our Ethical Al Maturity Framework, we engage with
stakeholders to understand their concerns and expectations, which helps in fine-tuning our risk
assessment processes.
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4. Adaptability and Continuous Learning: We appreciate the proposed approach’s emphasis on

adaptability and continuous learning. As Al technologies and the energy sector's landscape evolve,
so too should the methodologies used to assess risks.

5. Regulatory Alignment: Ensuring that risk assessment processes are in alignment with regulatory
expectations is critical for compliance and operational success. The proposed approach’s
alignment with regulatory frameworks helps organizations like VE3 ensure that their Al
implementations are compliant and socially responsible.

In conclusion, VE3 supports Ofgem’s proposed approach to evaluating Al risks in the energy sector. It
complements our efforts to ensure that Al is used responsibly and effectively to enhance energy
operations and customer experiences.

6. Do you agree with how we have approached evaluating risks from a consumer perspective?

We would particularly be interested in your views about the issues of fairness, ethics, transparency and
explainability.

Yes. At VE3, we agree with Ofgem's approach to evaluating risks from a consumer perspective, especially
regarding the issues of fairness, ethics, transparency, and explainability. These are critical components that
influence consumer trust and acceptance of Al technologies in the energy sector.

Fairness: We appreciate the focus on ensuring that Al applications do not result in discriminatory
outcomes or exacerbate existing inequalities. It is crucial to use diverse datasets and implement
algorithmic audits to prevent bias. At VE3, we employ fairness-enhancing techniques in our Al models to
ensure equitable outcomes across different consumer groups.

Ethics: We support the emphasis on ethical Al use, which aligns with our commitment to developing Al
solutions that uphold high ethical standards. Incorporating ethical considerations from the design phase
is essential to ensure that Al acts in the best interest of all stakeholders, respecting privacy and human
rights.

Transparency: Ofgem’s approach to improving the transparency of Al systems is something we fully
endorse. Consumers have the right to understand how decisions that affect them are made. We advocate
for clear communication about the use of Al, including accessible explanations of how consumer data is
used and processed.

Explainability: The push for explainable Al is vital. Consumers should be able to understand and, if
necessary, challenge Al-driven decisions. VE3 develops Al systems with explainability built-in, providing
clear, understandable reasoning for Al decisions to ensure accountability.

While we support the outlined approach, we believe continuous engagement with consumers and ongoing
monitoring of Al systems are necessary to adapt to evolving expectations and maintain a high standard of
consumer protection.

For more information on how VE3 addresses these issues, please visit our Ethical Al Maturity Framework
page.

7. Do you agree with how we have approached evaluating risks from a market perspective?

We would particularly welcome your views about the issue of algorithms and collusion, and
interoperability with international markets.
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Yes. At VE3, we support Ofgem's approach to evaluating risks from a market perspective, particularly
regarding the concerns around algorithms and collusion, as well as interoperability with international

markets. These issues are crucial for maintaining a fair, competitive, and efficient market environment in
the energy sector.

Algorithms and Collusion:

We agree with the focus on the potential for Al algorithms to inadvertently facilitate collusive behaviour.
This is a significant concern in automated trading and bidding environments, where Al systems can learn
and mimic others' behaviours, leading to unintended anti-competitive practices. At VE3, we advocate for
the development and implementation of robust monitoring frameworks that can detect and mitigate
these risks early. Including safeguards and transparency measures in algorithm design is essential to
prevent these adverse outcomes.

Interoperability with International Markets:

The emphasis on interoperability is well-placed. As the energy sector becomes more integratedly,
especially with the rise of renewable energy sources and cross-border energy trading, interoperability of
Al systems across different regulatory environments is essential. This ensures that Al-driven operations
are efficient and compliant with varying international standards. At VE3, we develop Al solutions with a
strong emphasis on adaptability and compliance with standards, facilitating seamless integration and
operation across different markets.

In conclusion, while we support Ofgem’s approach, we recommend continuous dialogue with international
regulatory bodies and industry stakeholders to adapt to rapidly evolving market conditions and
technologies. Ensuring Al systems are transparent, accountable, and designed with ethical considerations
in mind will contribute to a healthier, more competitive market.

For further insights into our approach to these challenges, visit our Responsible Al Development page.

8. Do you agree with how we have approached evaluating risks from a company perspective?

We would particularly welcome your views about the issues of governance, accountability and redress,
safety, security and robustness, and cyber.

Yes. At VE3, we agree with Ofgem's approach to evaluating risks from a company perspective, particularly
regarding governance, accountability, redress, safety, security, robustness, and cyber aspects. These areas
are essential for ensuring that Al is used responsibly and effectively within the energy sector.

Governance and Accountability:

We support the emphasis on clear governance and accountability throughout the Al lifecycle Establishing
clear lines of accountability, including board-level oversight, is vital to manage Al risks and ensure strategic
alignment with ethical Al use principles.

Redress:

The focus on ensuring that customers have routes to contest negative Al outcomes and seek redress is
commendable. VE3 advocates for transparent mechanisms that allow consumers to understand and
challenge Al decisions, ensuring fairness and building trust in Al applications.

Safety, Security, and Robustness:

We agree with the need for Al systems to be safe, secure, and robust throughout their lifecycle. VE3
prioritizes these aspects by incorporating rigorous testing, regular reviews, and robust data governance
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practices. Ensuring that Al systems function reliably and securely under various conditions is a cornerstone
of our approach to Al development.

Cyber:

The integration of Al considerations into cyber resilience activities is crucial. VE3 supports this approach
and works closely with industry partners to strengthen cyber defences, particularly in mitigating risks
associated with Al systems. Enhancing cyber security through Al tools can significantly boost the sector’s
resilience.

While we support Ofgem’s approach, we recommend continuous improvement and adaptation of these
measures to keep pace with evolving Al technologies and market dynamics. Collaborating with regulators
and other stakeholders to refine these approaches and ensure they remain effective and relevant is
essential for the ongoing success of Al applications in the energy sector.

9. Do you agree with how we have outlined the risks from a sustainability perspective and the need for
guidance for the energy sector on its sustainable use of Al?

Yes. At VE3, we agree with the approach Ofgem has outlined regarding the risks from a sustainability
perspective and the clear need for regulatory guidance on the sustainable use of Al in the energy sector.
We recognize the significant environmental impact of Al, particularly in terms of energy and water
consumption, and support the development of strategies to mitigate these impacts.

Energy and Water Consumption:

We acknowledge the substantial resources Al models require due to their data-intensive nature and
computational complexity. We are committed to optimizing Al algorithms to reduce their energy and water
usage without compromising performance.

Sustainability of Al Practices:

The potential for Al to consume more energy than the human workforce by 2025, as predicted by Gartner,
is a pressing concern. We support the implementation of sustainable Al practices, including:

e Efficient Model Training: Employing techniques such as transfer learning and pruning to minimize
the computational resources needed for training Al models.

e Energy-Efficient Infrastructure: Choosing data centres with advanced cooling and energy
management systems to reduce the environmental footprint.

Al Supporting Sustainability:

We also emphasize Al's role in enhancing sustainability efforts within the energy sector. Al can optimize
energy usage, support load shifting during peak hours, and improve the detection of equipment failures,
contributing to more efficient and sustainable operations.

Collaborative Efforts for Sustainable Al:

We believe in collaborating with regulatory bodies, industry stakeholders, and technology providers to
develop comprehensive guidelines for Al's sustainable use.

In conclusion, VE3 fully supports Ofgem’s initiative to explore and provide guidance on the sustainable use
of Al, ensuring that the energy sector can leverage Al technologies without compromising the UK’s Net
Zero carbon emission objectives.
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10. Do you agree with our proposed recommendations?

Yes. At VE3, we strongly agree with Ofgem's proposed recommendations for the safe and responsible use
of Al within the energy sector. These recommendations align well with our approach and the broader
needs of the industry to harness Al's potential while managing associated risks effectively.

Collaboration:

We particularly support the initiative to collaborate with the Office of Al, the Competition and Markets
Authority, the Information Commissioners Office, and other regulatory bodies. We believe that the
establishment of an Al Best Practice Cross Industry Forum is a significant step toward fostering an
environment of shared learning and risk mitigation. We are ready to contribute to this forum by sharing
our experiences, best practices, and innovations in Al.

Addressing Regulatory Issues:

The focus on potential Al collusion in energy markets is timely and important. Continuing discussions with
the Competition and Markets Authority and other international regulators will help address these
challenges comprehensively.

Sector Support:

We are in favour of using collaborative approaches to develop specific guidance for the sector. This strategy
will minimize the need for formal intervention while ensuring that necessary tools are available for
regulatory action if needed. We can share our own experiences with Al sandboxes, as well as other tools,
frameworks, and research to support these efforts.

In conclusion, VE3 supports the strategic direction outlined by Ofgem. We believe these recommendations
will facilitate the development of a regulatory environment that promotes innovation while ensuring Al is
used safely and responsibly in the energy sector. For more information about how we align with these
initiatives, please visit our Responsible Al Development page.

11. Are there any issues that are not covered by our recommendations?

Yes. At VE3, while we strongly support Ofgem's comprehensive recommendations for the safe and
responsible use of Al in the energy sector, we believe there are additional areas that could enhance the
framework:

1. Ethical Al Use Beyond Compliance: While the recommendations focus on collaboration,
regulatory issues, and sector support, there is a need to further emphasize the ethical use of Al.
This includes developing sector-specific frameworks that go beyond legal compliance to ensure Al
is used in a manner that is ethically aligned with societal values and energy sector priorities.

2. Consumer Education and Involvement: The recommendations could be expanded to include a
more structured approach to consumer education and involvement. Educating consumers about
how Al is used in the energy sector and involving them in discussions around Al applications can
enhance transparency and trust. This might involve regular consumer surveys, participatory
design sessions, and public awareness campaigns about the benefits and risks of Al.

3. Enhanced Focus on Al and Renewable Energy Integration: The current recommendations could
benefit from a clearer focus on how Al can specifically support the integration of renewable energy
sources into the national grid. This includes using Al to optimize grid management in real-time
based on predictive analytics for renewable outputs and consumer demand patterns.
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4. Cybersecurity Specific to Al Systems: While cybersecurity is addressed, specific risks associated
with Al systems, such as adversarial attacks and model vulnerabilities, could be further

emphasized. Developing Al-specific cybersecurity protocols and resilience strategies would
strengthen the overall approach.

VE3 is committed to supporting these initiatives and can provide expertise and resources to help develop
these additional areas within the strategic framework.

12. Should certain recommendations and issues be prioritised over others?

Yes. At VE3, we believe that while all the recommendations are important, prioritizing certain areas can
lead to more effective and timely benefits for the energy sector. Prioritization helps focus resources and
efforts on areas that can drive the most significant improvements in the shortest time, ensuring that Al is
used safely and responsibly while maximizing its potential benefits.

1. Ethical Al Use and Consumer Trust: Developing and implementing ethical Al guidelines should be
a priority. This includes transparency, fairness, and accountability in Al operations. Focusing on
these aspects will help prevent bias and other negative outcomes, enhancing consumer trust and
supporting wider acceptance and use of Al technologies in the sector.

2. Collaboration and Regulatory Alignment: Prioritizing collaboration with other regulatory bodies
and stakeholders can streamline Al integration and ensure consistent regulatory frameworks. This
facilitates smoother adoption across the sector and helps prevent fragmentation that could slow
down Al implementation and innovation.

3. Skills Development and Sector Support: Investing in skills development should be prioritized to
ensure that the workforce is prepared to work with advanced Al technologies. This includes
training for current employees and integrating Al-focused curricula in educational programs to
nurture future talent.

By prioritizing these key areas, VE3 believes that the energy sector can more effectively harness the
potential of Al while addressing significant risks and challenges. This strategic focus will support
sustainable development and ensure that Al contributes positively to the sector’s evolution.

Concluding Note

In conclusion, VE3 fully supports the initiatives and approaches outlined by Ofgem in its consultation on
the use of Artificial Intelligence in the energy sector. We appreciate the opportunity to contribute our
insights and expertise to this important discussion. Our response highlights the need for enhanced
frameworks that integrate the five Al principles more explicitly and address additional areas like ethical Al
usage, consumer education, and specific Al challenges in renewable energy integration.

We believe that by prioritizing these areas, alongside the robust recommendations provided by Ofgem,
we can facilitate a more effective and sustainable adoption of Al technologies across the energy sector.
This will not only improve operational efficiencies and customer experiences but also ensure that the
sector remains resilient and competitive in a rapidly evolving technological landscape.

VE3 is committed to continuing our collaboration with Ofgem and other stakeholders to refine and
advance Al regulatory frameworks. We are dedicated to leveraging our expertise to support the
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development of guidelines and practices that promote the safe, responsible, and beneficial use of Al in

the energy sector. Together, we can achieve a balanced and innovative approach that aligns with our
shared goals of sustainability, efficiency, and enhanced service quality.

For more detailed insights into our approach and how we can support these initiatives, please visit our
dedicated web pages and engage with our team. We look forward to contributing to the ongoing evolution
of Al applications within the energy sector and to a future where technology and sustainability go hand in
hand.
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