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1 February 2013

Mr Warwick Anderson

General Manager — Network Regulation Branch
Australian Energy Regulator

GPO Box 3131

Canberra ACT 2601

Dear Mr Anderson,

The NSW DNSPs’ Response to the Discussion Paper — Classification of
metering services in NSW — Matters relevant to the framework and approach
for NSW DNSPs 2014-19

The NSW Distribution Network Service Providers, Ausgrid, Endeavour Energy and
Essential Energy (the NSW DNSPs) welcome the opportunity to provide this joint
submission in response to the AER’s discussion paper on classification of metering
services in NSW — matters relevant to the framework and approach for NSW DNSPs
2014-19 dated December 2012 (Metering Discussion Paper).

Introduction

In its Metering Discussion Paper, the AER states that it proposes to change the way
in which it regulates Types 5 and 6 metering services, with the objective of providing
more flexibility and choice for households and small businesses. The AER considers
that ‘unbundling’ Types 5 and 6 metering services will result in a number of benefits
for customers including better information about the costs of metering services,
greater choice between meter types, the absence of barriers to participating in
demand side management schemes, more cost-reflective pricing and increased
competition in metering services.'

The NSW DNSPs support the principles of customer choice and customer
enablement; however, we consider that current metering arrangements, including
competitive sourcing of meters, are providing efficient outcomes for customers. The
NSW DNSPs also understand the issues raised by the AER in relation to potential
duplication of charges for customers who choose to install a Type 4 meter with
another metering service provider. Although the NSW DNSPs support the AER’s
broader policy objectives outlined in the Metering Discussion Paper, we have
significant concerns about the implications for the long term economic welfare of
customers and the efficient operation of the National Electricity Market (NEM) arising
from how these objectives are proposed to be achieved. In summary:

e There are significant equity, economic welfare and market implications
associated with providing customers with choice of meter type due to metering'’s
enabling role for pricing. As the meter type determines the tariff options available
to customers, customers are likely to choose the meter and tariff options that
maximise their individual benefit at the expense of customers in total. This has
the effect that, although the customer at an individual level may be better off in
terms of the price they pay for electricity, customers as an overall group are likely
to be disadvantaged. We explain this comment in more detail below.

! Discussion paper, classification of metering services in NSW — matters relevant to the framework and
approach paper for NSW DNSPs 2014-19, p.2
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e Allowing customers to choose an accumulation (Type 6) metering solution is
inconsistent with national policy direction which supports interval metering. The
AEMC in its Power of Choice Review recognised that interval data availability is a

prerequisite for cost reflective pricing and increased DSP opportunities.

e There are limits on how cost-reflective the prices for types 5 and 6 metering
services will be in any event given the complexities associated with treatment of
metering assets in the RAB, the manner in which costs are allocated and
historical metering configurations. Given the likely distortions to the price signal,
we question whether the increased costs associated with removing metering
costs from Distribution Use of System (DUoS) charges are justified.

For these reasons, and as explained in more detail below, the NSW DNSPs’
preference is to retain the current classification of Types 5 and 6 metering services
as standard control services, the costs of which should be recovered as part of DUoS
charges. This response supplements Network NSW's response to the AER’s
Preliminary Framework and Approach Paper, which sets out in further detail the
NSW DNSPs’ reasoning as to why Types 5-7 metering services should remain
classified as standard control services.

‘Unbundling’ Types 5 and 6 metering services

Although the NSW DNSPs’ preference is for Types 5 and 6 metering services to
remain standard control services (the costs of which are recovered through DUOS),
should the AER decide to reclassify these services as alternative control services,
the NSW DNSPs will work with the AER to unbundle Types 5 and 6 metering
services to provide increased transparency of costs for metering services.

We note however, that the complexities associated with determining the appropriate
charges for Types 5 and 6 meters (outlined in further detail below) mean that the
eventual metering charges (assuming the retailer passes them through to customers)
may not be sufficiently cost-reflective to provide an effective price signal and foster
competition in the marketplace. The charges will reflect average costs per meter
type, potentially based on a standard set of metering configurations, using a cost
allocation methodology for each component service based on the cost drivers for that
service. The charges may also incorporate a charge to recover the costs of existing
metering assets in the RAB.

The NSW DNSPs recognise that unbundling metering charges will achieve the
objective of providing individual customers with better information about Types 5 and
6 metering costs. This will provide them with more information to compare metering
services offered by third party service providers against meter provision, meter
reading and meter maintenance services offered by the LNSPs. However, as the
main costs for metering in NSW are the meter installation costs (which the customer
pays directly to the accredited service provider), these costs should also be an
explicit input into the customer’s decision-making process. That is, to make more
informed decisions about metering services offered by third parties, customers also
need better information about installation/removal-related costs associated with
exiting those arrangements and to understand how any requirement to change the
meter may affect the total price.

Unbundling metering charges and making the necessary accounting and IT system
changes to allow them to be billed will be a time consuming and costly exercise for
the DNSPs. These costs have not yet been fully scoped as they will ultimately
depend on the form of control applied. However, the NSW DNSPs anticipate that
should the proposed classification changes come into effect, costs will arise in a
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number of areas including system and process changes required to record, track and
validate location and responsibility for each meter, validation of records for billing
purposes, site visits to verify meter locations and numbers, increases in the number
of customer complaints handled in relation to customer bills, work involved in
establishing any new charging regime, including modelling income and costs and
determining from a systems perspective how maintenance costs for customers who
use an alternative meter provider are to be removed from bills. Given the substantial
effort and costs likely to be involved in removing meter provision, reading and
maintenance charges from DUoS for relatively limited benefit to consumers, we
question the efficacy of doing so.

Economic welfare implications of providing customers with choice of metering

The objective of economic regulation is to ensure that DNSPs have the incentive to
convey the most efficient price signal possible. The choice of metering plays a critical
role in determining the extent to which the DNSP can respond to the regulatory
incentives to set prices efficiently. Where the DNSP determines the choice of meter
type, it has the incentive to select metering that achieves the most desirable overall
outcome for consumers in the long term. The pricing solutions enabled by this choice
of meter type will assist the DNSPs in signalling the costs imposed by customers by
using the network at peak times. As the ability to introduce more sophisticated tariff
options may lead to more efficient use of the network, customers as an overall group
will be better off in the future. This means there is a strong economic rationale for the
DNSPs (rather than end-customers) to decide the base metering solution that is best
able to satisfy their regulatory obligations to convey efficient price signals to
customers.

Where the customer is allowed to choose their meter type, it is likely that the decision
will be made based on the customer’s individual circumstances, ignoring the impact
(positive or negative) of their decision on other customers. For example, a customer
with a peaky network usage pattern who is on a flat tariff is unlikely to choose to have
their meter upgraded to facilitate a time-varying price structure because by remaining
with their existing meter, they may avoid receiving a more cost-reflective network
price signal — which would require them to pay for the costs they impose on the
network.

Further, customers are not always in a position to assess the benefits of a particular
type of metering against the costs. Although it is possible for the DNSPs to identify
average Type 5 and 6 metering service costs and to provide this information for each
connection point as a separate line item on the network bill DNSPs provide to
retailers, the bill received by the customer (assuming retailers include the metering
costs as a separate line item), will only include the costs and not the benefits,
associated with each metering type. This is likely to predispose customers to choose
the cheaper accumulation (Type 6) metering solution where that choice is available.
This may be able to be countered with effective consumer education initiatives and
customer communications campaigns that explain the benefits of a more expensive
metering solution. However, it is likely that a large number of customers will choose
the cheapest option, even if this embeds pricing subsidies and limits DSP
opportunities in the future. We seek clarity from the AER on which party would be
responsible for these consumer education initiatives and how these costs would be
recovered.

Given interval data is required in order for the DNSPs to provide efficient price
signals, the NSW DNSPs require metering technology that provides interval data
capability. This is consistent with the current national policy direction and the AEMC’s
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Power of Choice review, which recognises that the availability of interval data is a
prerequisite for cost-reflective pricing and increased demand side participation
opportunities. There are also regulatory restrictions on reverting from a Type 5
metering installation to a Type 6 installation.? This means that in practice, customers
who have Type 5 meters only have a choice between Type 4 and Type 5 meters.
Given the current policy direction, it would seem that customers should only be
permitted to choose a meter which enhances the information and options available to
the customer and to the market more generally with respect to energy consumption.

Changing the classification of metering services also has other DSP implications.
Where metering is classified as a standard control service, trade-offs can be made in
demand management programs between traditional network augmentation and
installing metering and implementing non-network alternatives. Where metering is
classified as a standard control service, network and non-network assets are treated
equally. If the metering services are separately classified as alternative control
services, although all customers may benefit from the demand reduction initiative, the
costs of that initiative will no longer be charged to all network users; rather, the costs
will now be attributed to only those customers who are undertaking the demand
reduction program. The allocation of metering costs to individual customers could
make the program uneconomic for the customers who would otherwise take up the
demand management program, making the program unviable. This would be a
substantial barrier to DSP.

Economic_welfare and market implications of having a separate metering
charge

While the NSW DNSPs accept that any inefficiencies associated with types 5-7
metering services could be addressed by having transparent metering charges and
ultimately exposing metering services to greater competitive market forces, the
extent to which this delivers economic benefits to customers clearly depends on the
extent to which the existing services are inefficient.

The view of the NSW DNSPs is that increased contestability in the type 5-7 metering
services market has the potential to ultimately increase the price consumers pay for
electricity services. This is because under the current regulatory framework, there are
significant efficiencies and economies of scale associated with the LNSPs’ monopoly
provision of Types 5-7 metering services under the NER.

Current efficiencies in Types 5-7 metering services

We note that the AER is proposing that only some aspects of metering Types 5-7
services — i.e. meter provision, meter maintenance and meter reading activities, are
to be classified as alternative control services for the next regulatory period. The aim
is to increase competition in metering services in the residential and small business
markets and to increase efficiencies. Leaving aside the current regulatory restrictions
under the NER on increasing contestability in types 5-7 metering services, as noted
above, there are already efficiencies associated with economies of scale in meter
reading and meter provision services. For example:

2 Clause 2.6 of the Metrology Procedure: Part A National Electricity Market, published by AEMO
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e meters are currently procured under strategic supply arrangements entered into

as a result of competitive tenders. Under these arrangements, the DNSPs are
able to leverage their bulk purchasing power to deliver efficiencies; and

¢ there are significant economies of scale associated with having one meter reader
for each geographic area as it avoids duplication of meter reading routes.

The NSW DNSPs’ view is that any change in regulatory and market arrangements for
Type 5-7 metering services would need to replicate relevant aspects of the current
monopoly arrangements in order to capture efficiencies and economies of scale and
to manage the risk of costs in this market increasing to the level experienced in the
contestable Type 1-4 metering services market.

Ausgrid’s experience as a metering services provider in both the contestable and
non-contestable markets indicates that the cost of providing metering services for a
Type 4 site is currently approximately five times the costs of providing the equivalent
service for a Type 5 site, even though the physical meter used may be the same.
Although some of the higher costs for a Type 4 site arise as a result of meter churn
(which we understand the AEMC is seeking to address through the establishment of
metering coordinators as new market participants), the main increase in costs is as a
result of the loss of economies of scale in meter reading services associated with
greater inefficiencies in meter reading routes. In addition, the manual work involved
in ensuring meter data and associated records are appropriately aligned for a Type 4
site where the physical meter change date differs from the date of the change in the
retailer also drives costs in the contestable metering services market. This work (and
therefore costs) would increase significantly if residential and small business
customers’ metering services were to become contestable

Effect on contestable installation services market

Meter installation services in NSW for Types 5 and 6 meters are contestable and
highly competitive — there are over one thousand service providers in the market. If
this work is undertaken by end-to-end metering service providers, similar to those in
the Type 1-4 market, the level of competition in the market is likely to reduce
significantly due to the competitive pressure on service providers who only provide
installation services — and not the meter reading and maintenance elements of the
service. The NSW DNSPs strongly recommend that the AER undertake its own
investigations on the potential impact on the existing market for installation services
of its proposed approach to the economic regulation of metering services.

Establishing metering service charges

It is unclear how the AER would determine a charge for meters installed at a
customer's premises as the type (i.e. Type 5 or 6), the number of meters and load
control devices (for example, frequency injection relays) and the number of phases
vary for each site. Metering costs are currently calculated per connection rather than
per meter for billing purposes. The AER’s proposed approach of identifying the meter
types at each premises and multiplying them by the number of meters of that type
does not take into account the complexity of existing metering installations and is
potentially inequitable for customers who have particular metering configurations for
historical reasons. Meter configurations across the network reflect the number of
phases, whether a site has controlled load and the type of controlled load, the
capacity of the conductors, the type of load connected and the connection and tariff
policies applicable at the time of installation. For example, Ausgrid's metering
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connections policy documentation lists eighteen different configurations and its billing
system has seventy different permutations coded into the software.

A significant amount of work would need to be undertaken across the NSW DNSPs
in relation to connections policies, including consolidating metering configurations,
potentially mapping historical metering configurations against an approved set of
configurations for the purpose of billing individual customers, determining other
drivers of metering services costs by meter type (or class) and establishing an
appropriate cost allocation methodology.

The charging regime will require significant consideration and further discussions
between the DNSPs and the AER. A key issue is the treatment of residual metering
assets in the regulated asset base (RAB) and how these costs are to be recovered.
For example, if a customer with Type 6 metering changes to a Type 5 metering
solution, will the residual costs be recovered from the remaining Type 6 customer
base, or is it more equitable for these costs to be recovered across the entire
customer base?

There are both fixed and variable cost elements of the various metering services that
will need to be identified and appropriately reflected in customer charges to ensure
those charges are as cost-reflective as possible. For example, Essential Energy uses
internal employees to provide meter reading services. Where a customer chooses to
install metering with a different meter provider, there will not be a reduction in fixed
costs for meter reading in relation to the relevant meter reading route. Cost
reductions will only be possible when the volume reduces to the point that operating
cost reductions are possible.

The NSW DNSPs also seek clarity on how metering investment costs affected by
meter churn are to be recovered. Approximately 25% of connection points in
Ausgrid’s network area, and approximately 20% of connection points in Endeavour
Energy’s and Essential Energy’s network area, change customer ownership each
year. An outgoing customer’s choice of meter will have a significant bearing on the
charges an incoming customer will pay and their available tariff options. Meter
installation costs (currently borne by the customer directly in NSW as this is a
contestable service) are significant and pose a barrier to changing out the meter.
Incoming customers are likely to face the installation cost burden of replacing the
meter if the meter does not enable their tariff choice. The AER will need to consider
how to address recovery of costs associated with meter assets where those assets
have been replaced as a result of customer churn.

Our understanding is that, under the transitional Rules, the AER is required to
classify the services, describe the control mechanism and formula to give effect to
the control mechanism by the end of March 2013 as part of the Framework and
Approach process. To meet this challenging timeframe, we would appreciate the
opportunity for further discussions on the proposed charging regime with the AER as
soon as possible.

Definitions of Meter Types

In its metering discussion paper, the AER equates Type 4 meters with smart meters.
The Type 4 meters currently used by the NSW DNSPs are capable of being remotely
read, but do not have the characteristics of a full AMI-type meter, so do not currently
provide the additional customer benefits associated with smart meters.
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Attachment C sets out further information on how metering Types 1-7 are defined in
the NER and the characteristics of each meter type.

Components of metering services and their classification

The AER’s description of metering services for classification purposes is not
consistent with the current descriptions in the NER and is not an exhaustive list of all
activities the LNSPs currently perform for type 5-7 metering services in discharging
their responsible person obligations under the NER.

Under the NER, meter provision services for which the LNSP is the responsible
person are defined as “providing, installing and maintaining type 5-7 meters”.* Meter
data services for which the LNSP is responsible is defined as “collecting meter data
from each metering installation for which the LNSP is responsible, the processing of
that data and the delivery of the processed data to the metering database and to
parties entitled to that data...”

Attachment A sets out how the AER proposes to classify the various components of
metering services and the extent to which these align with the activities currently
undertaken by the NSW DNSPs in providing metering type 5-7 services. We suggest
that the AER’s descriptions of each of the component metering services are modified
to align with the activities currently undertaken in providing those services, as this will
facilitate a price signal for each service that is likely to be more cost-reflective. The
NSW DNSPs also seek clarity on the treatment of meters that have standard control
functionality (e.g. ripple receiver or time switch) and a metering function within the
one asset. In Ausgrid’'s area alone, there are over 490,000 load control customers.

Given metering is an area where there is likely to be significant change in market and
regulatory arrangements in the near future, we also seek clarity from the AER on the
classification and cost recovery implications of any new metering services or
components of metering services. Our concern is that the existing service
descriptions may not be broad enough to enable the DNSPs to recover costs of new
aspects of those services.

Conclusion

Should the AER decide to reclassify Types 5-7 metering services to alternative
control services, the NSW DNSPs will work with the AER to ‘unbundle’ the meter
provision, meter reading and meter maintenance aspects of Types 5 and 6 metering
services in the interests of increased transparency of metering service charges.
However, it is our view that although unbundling charges for components of Types 5
and 6 metering services will provide customers with better information about
metering charges, it will not meet the AER’s objective of increasing customer choice
of meter type and will have very little impact on competition in the market for
metering services for a number of reasons, including because:

- of the current regulatory restrictions on increasing contestability in the
provision of Types 5 and 6 metering services arising from the ‘responsible
person’ role for Types 5-7 metering services the DNSPs are required to
perform under the NER®.

“NER clauses 7.2.1(a) and 7.2.3

° NER clauses 7.2.1(a)(2) and 7.2.3(a)(2)

® Under the National Electricity Rules clause 7.2.3(a)(2), outlined in further detail in Network NSW's
response to the AER'’s Preliminary Framework and Approach Paper.
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- the charges may not be sufficiently cost-reflective to send an appropriate
price signal in any event, given the difficulties discussed associated with
establishing metering charges; and

- there are already significant efficiencies in the monopoly provision of Types 5
and 6 metering services associated with economies of scale.

From a network perspective, price impacts for customers are minimised in the long-
term if the network is utilised efficiently and high cost-to-serve customers are charged
prices that reflect the underlying costs of supply. As outlined above, ‘customer
choice’ at the network tariff level and in relation to meter type is not in the long-term
interests of consumers as it can lead to inefficiencies and drive higher costs, and
therefore higher electricity prices, in the long-run.

Given that the proposed change in classification of metering services to alternative
control services to facilitate the ‘unbundling’ of metering services and associated
charges will only provide limited benefits to customers, and may in fact lead to
outcomes that are inconsistent with the AEMCs’ Power of Choice Review, the
National Electricity Objective and will involve substantial additional costs, the NSW
DNSPs’ view is that Types 5 and 6 metering services should remain classified as
standard control services.

If you would like to discuss this matter further, please contact Mr Mike Martinson,
Group Manager Regulation at Networks NSW on (02) 9249-3120 or via email at
michael.martinson@endeavourenergy.com.au.

Yours sincerely,

N

Vince Graham
Chief Executive Officer
Ausgrid, Endeavour Energy and Essential Energy
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