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1 Summary

This final determination concerns the Revised Budgplication submitted by
SP AusNet on 28 February 2011 under clause 5FedRévised Order.

Under clause 5F, Victorian DNSPs may apply to tiE#RAo revise and vary (or to
notify the AER of any actual or anticipated variariom) their 2009-11 Approved
Budget at any time.

SP AusNet's Revised Budget Application sought, ajraiher things, to increase its
Approved Budget by around $13 million ($20%0).

The AER originally made a determination on 29 AgAlL1 (published on 3 May
2011) regarding SP AusNet’'s Revised Budget Appboafriginal determination).
As that determination included errors in the AEfRancial modelling, it was
revoked with the written consent of SP AusRldh this substitute final determination
(final determination), the AER has corrected those erfbiighis results in a net
decrease in SP AusNet's Approved Budget for 200941H1.263m ($2008).

This final determination is to be read togethehwfite draft determination which the
AER published on 4 April 201H(aft determination)® (subject to the corrections
made to the AER’s financial modelling in this firddtermination).

In the draft determination the AER, applying thievant tests in the Revised Order,
established that:

= all of SP AusNet’s proposed expenditure varianoasstApproved Budget are
associated with activities that are within scopetifie purposes of the Revised
Order

= all of SP AusNet’s signed AMI contracts were leagtordance with a
competitive tendering process, with the exceptibitsaneter supply contracts,
foreign exchange hedged contracts and related padgntracts

The Revised Order sets out the regulatory framleay the rollout of advanced interval meters or
advanced metering infrastructurs\1 ) to all Victorian electricity customers by 31 Dedger

2013, including the determination of budgets, rexmnand charges for AMI, and is set out in an
Order in Council made by the Victorian GovernoCiouncil: see Victorian Government Gazette,
‘Orders in Council No S 31425 November 2008 made by the Victorian GoverndZaouncil

under sections 15A and 46D of tB&ectricity Industry AcR000 which was amended on 25
November 2008, 22 January 2009 and 31 March 20PBERctricity Pty Ltd Advanced Metering
Infrastructure—Revised Budget Applicati@8 February 2011.

2 SPI Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgeliégujon,
28 February 2011.

Clause 12(a)(ii) of the Revised Order providegiie reopening of a determination where there is
a material error in the determination but only whbk prior written consent of all distributors to
which the determination applies. SP AusNet praviie written consent on 11 July 2011.

Clause 12(c) of the Revised Order provides tatAER may make a substitute determination for
a determination revoked under clause 12(a)(ii) withnew determination to differ only to the
extent necessary to correct the error concerned.

> AER,Draft determination— SP AusNet Advanced Meterifigitructure Revised budget
application 2009-1,14 April 2011.
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= SP AusNet’s meter supply expenditures are conti@sis which were not let in
accordance with a competitive tendering processrandring them would be a
substantial departure from the commercial stantteatla reasonable business
would exercise in the circumstandes.

The draft determination requested submissions Btakeholders by 18 April 2011. In
response, SP AusNet provided a submission on 18 2qi1 the 18 April 2011
submission), which in summary:

= accepted the AER's draft determination on SP Ausigebposed variances for
communication, information and control service aond IT expenditure

= did not accept the AER's draft determination orABBNet's variance for
metering costs

= raised a number of issues concerning the AER'sagtioin and interpretation of
the amending order, the competitive tender anddinemercial standard tests.

SP AusNet’s external legal advisers also providedroents on 27 April 2011He
27 April 2011 submission.

The AER received no other submissions from anyrattekeholder.

In making this final determination, the AER hasaaknto account SP AusNet's
submissions of 18 April 2011 and 27 April 2011, ithéependent advice the AER
sought from Impaq Consultifignd, following the making of the original
determination, correspondence with SP AusNet reggittie AER’s financial
modelling. The AER's responses to the mattersadgeSP AusNet in its submission
are discussed in this final determination.

This final determination confirms the draft detemation (subject to the corrections
made to the AER'’s financial modelling in this firddtermination) and results in a net
decrease in SP AusNet's Approved Budget. It aladddo a consequential reduction
in SP AusNet’s 2012-15 AMI charges, however, thislve considered as part of the
separate 2012—-15 AMI budget process.

®  AER, Draft determination— SP AusNet Advanced Meterifigitructure Revised budget
application 2009-1,14 April 2011. How the AER has applied these testliscussed in the AER’s
draft determination. AERDraft determination— SP AusNet Advanced Meterifigagtructure
Revised budget application 2009+#1April 2011, pp. 5-25.

" SPI Electricity Pty LtdAdvanced Metering Infrastructure Revised Budgetidation - Draft
Determination Respons&8 April 2011.

8  SPI Electricity Pty LtdAdvanced Metering Infrastructure Revised Budgetidaton Draft
Determination ResponsApril 2011; Impaq Consultind,etter to the AER31 March 2011 and
Review of WIMAX for Smart Metering and other aggilans 12 April 2011; Impaq Consulting,
Letter to the AERSP AusNet Revised Budget Application - Draft Deirgaition Responsgl9
April 2011. Impag Consulting’s reports are avaigabh the AER’s website. The AER notes that
the 27 April 2011 submission raised a concern pnbttexercising its discretion and simply relying
on Impaq Consulting’s advice which it does not @atc€he AER is entitled to rely on the advice
of independent consultants it engages.
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Table 1.1 AER final determination—SP AusNet Approved Budget 6r 2009-11

(AUD $'000, $2008)

2009 2010 2011 Total
Approved AMI budget capex — AER 67 901 50 896 102 441 221 238
final determination October 2009
Approved metering variation 2010 4 685 (7 027) 2033
Approved Communications variation (5554) 1446 728 (3 380)
Approved Information and control (27 472) 20 853 8 429 1810
services variation
Approved Non IT variation 640 640
AER final determination - Revised 36 886 78 519 104 570 219 975
budget
Total capex budget variation (31 015) 27 623 2129 (1 263)

Source: SPI Electricity Pty Ltd, Advanced Meterinfrastructure—Revised Budget
Application, 28 February 2011, p. 37; AER analys@uding corrections made
in accordance with clause 12(c) of the Revised Orde
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2 SP AusNet's submission

The 18 April 2011 submission and the 27 April 2@ibmission raised a number of
interrelated issues in relation to how the AERthia draft determination:

= applied and interpreted the Revised Order

= applied the relevant facts to the competitive tenest

= applied the relevant facts to the commercial stethtkzst

Each issue raised by SP AusNet is considered imkelow.

2.1  Application and interpretation of the Revised O  rder

The AER’s response to the general issues rais&Ph4usNet in relation to how the
AER applied and interpreted the Revised Order erewst below.

2.1.1 The AER’s power regarding variances under the Revised Order

SP AusNet submitted that the AER has power to r@jgeoposed variance and
determine a new variance, but has no jurisdictiodetermine a new Approved
Budget, and the AER may reduce a proposed varianzero, but there it must stop.

The AER has considered SP AusNet's submission.

In determining whether some or all of a variancanmpproved Budget is to be
approved, clause 5F.4 of the Revised Order ingraktides that the AER must apply
clause 5C with all necessary changes being madAuSRet proposed positive and
negative variances, of which the AER accepted sorttee draft determinatiotf. To
accept SP AusNet’s interpretation that the AERr@pirisdiction ignores the
reference to ‘all necessary changes being maddairse 5F.4 and would defeat the
purpose of clause 5F generally; that purpose beipgovide a distributor with the
opportunity to seek the AER’s approval of any aktwanticipated variance from its
Approved Budget.

2.1.2 Information relied on in the draft determinat ion

SP AusNet submitted that the AER relied on infoiorahot available to SP AusNet
in the form of the costs expended by the otherdriah DNSPs?

°®  SPI Electricity Pty LtdAdvanced Metering Infrastructure Revised Budgetidaiion - Draft
Determination Responsp. 9.

10 Sp| Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgeliégiion, 28
February 2011.

1 SP| Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiégion — Draft
Determination Respons&8 April 2011. p. 11.
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The cost information of the other Victorian DNSBBad on by the AER in the draft
determination is confidential to each of those dlictn DNSPs. The AER has
provided that cost information to SP AusNet's endélegal advisers subject to
appropriate confidentiality undertakings.

2.2 The Competitive Tender Test

The AER’s responses to the individual issues rase8P AusNet in relation to the
AER'’s application of the competitive tender tes aet out below.

2.2.1 SP AusNet’'s Request for Information (RFI) pro  cess

SP AusNet submitted that the RFI it undertook omMBrch 2009 was actually the
best and final offerBAFO) stage of the Request for Tender process it uoolerdn
25 March 2008RFT). The BAFO negotiations concerned the provisiolVaf1AX
meters and involved vendors shortlisted from thd Ri##thich commenced on 25
March 2008 and concluded around June 2608).

The AER has considered SP AusNet's submission.

The AER is of the view that there are two questiainthe centre of this issue, namely
whether the RFI:

= s properly characterised as a separate tendeegsdom the RFT (which the
AER considered was let in accordance with a cortipetiender process in the
AER'’s October 2009 final determination)

= was let in accordance with a competitive tendecess

First, the AER considers that the RFl is a sepgaieess from the RFT. In addition
to the reasons set out in the draft determinatfmmAER notes?

» the BDO Kendalls probity report states that it weguested to complete a probity
audit of the RFY*

= both the BDO Kendalls probity repbtiand the Deloitte RFT evaluation reg6rt
treat the RFT and the RFI as separate processes

= the BDO Kendalls probity report states that thesieo to conduct an RFI instead
of conducting another RFT following the outcometd original RFT was

12 SP| Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiégion — Draft
Determination Respons&8 April 2011. p. 13.

13 AER, Draft determination— SP AusNet Advanced Meterifigitructure Revised budget
application 2009-114 April 2011., p 12-14.

4 BDO KendallsProbity Audit Report for AMI Metering Solution Regtifor Information (RFI
2009/T15) August 2009, p. 2.

15 ibid., p. 2.

6 Deloitte,SP AusNet AMI Program — RFT Evaluation — Final Repalune 2008 — DRAFF, p.
29.
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decided by SP AusNet’s steering committee on 4 M2@0N9. The AER considers
this supports the view that the RFI is a separaiegss from the RFT.

= three other vendors, who were not shortlisted Yailhg the RFT, were invited to
participate in the RFI, one of which was not invevin the RFT at all. The AER
considers this supports the view that the RFIsearate process from the RET.

» the requirements of the RFI differed to that of Rf€T. Two of the three
businesses invited to respond to the RFI due togoghortlisted following the
RFT were shortlisted due to their submissions @diggrMesh Radio meters.
However when they were invited to respond to thé Rkvas only in respect of
their ability to provide WiMAX meters?

= SP AusNet’'s submission that the statement ‘AMPY iEaral PRI Australia have
WIMAX meters proposed for Q3 2009’ in Deloitte’sykindings of the RFT is
evidence that the RFI is an extension of the RFdppears to be inconsistent with
the BDO Kendalls probity report, which states:

GE was the only vendor identified who had the cdipalo supply a
WIMAX meter and WiMAX enabled MMS via Grid Net. Ldis & Gyr
[formerly AMPY Email] and PRI were shortlisted digetheir performance
in the MESH and 3G space. Since the initial RF&séhtwo vendors have
expressed willingness to develop WiMAX meters agwa offering to their
suite of producté?

Second, because the RFl is a separate procesgsiindt automatically follow that it
resulted in contracts that were let in accordanitie ascompetitive tender process,
despite the AER considering in its October 200@aeination that the RFT was
conducted in accordance with a competitive tendecgss.

Relevantly, the AER notes:
= the actual 'returnable date' for RFI submissiofferdid between vendofé;

» the BDO Kendalls probity report stated that:

the receipt of pricing responses from the vendordbth the initial and
BAFO pricing submissions were received at differdaities and times from

17 BDO KendallsProbity Audit Report for AMI Metering Solution Regtifor Information (RFI
2009/T15) August 2009, p.2.

8 MetroNet, EDMI, and Itron; Itron was not involvatiall. BDO Kendalls, Probity Audit Report for
AMI Metering Solution Request for Information (RED09/T15), August 2009, pp. 2 and 4.

19 MetroNet and EDMI; see also BDO KendaRspbity Audit Report for AMI Metering Solution
Request for Information (RFI 2009/T1%ugust 2009, p. 2.

2 SPI Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiégqion — Draft
Determination Respons&8 April 2011. p. 12.

2l BDO KendallsProbity Audit Report for AMI Metering Solution Resgtifor Information (RFI
2009/T15) August 2009, p.2.

22 The RFI provided by SP AusNet to the AER states the returnable date was 24 April 2009.
However the BDO Kendalls probity report states tirad vendor responded on 15 May 2009 and
another vendor responded on 7 August 2009. Seg [hi@.
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tenderers. These responses were distributed imtebdigoon receipt and
whilst this was to a limited evaluation group,atses potential risks in
relation to the probity objectives of equity, catgtiality, and securit§®

the formal rules of tendering were not appliedtfie RFI]**

These observations suggest that the RFI was ngistent with the requirements of a
competitive tender process and accordingly, theraots associated with the RFI
were not let in accordance with a competitive tenpiecess.

2.2.2 The BDO Kendalls probity report in the draft ~ determination

SP AusNet submitted that in the draft determinatibea AER selectively quoted the
BDO Kendalls probity report and therefore did ndtyf represent the total picture in
relation to the WiMAX meter solution procuremeno@ess®

The AER has considered SP AusNet's submission.

The AER maintains that the draft determination ecity and accurately represented
the information provided by SP AusNet regardingghecurement process leading up
to SP AusNet entering into its metering supply cacts.

2.2.3 SP AusNet’s reasons why a subsequent RFT was  not needed

SP AusNet provided the following justificationstaswvhy it considered a subsequent
RFT was not required:

» jtwas a prudent decision not to proceed with agoRFT as it would have
significantly increased the risk of not meeting Bevised Order milestones,
incurring increased costs and reputational daffage

= attempts by other DNSPs to renegotiate meter ptivesigh additional proposals
to the market have not been met with reduced nuetiéprices from vendors, and
that the requests were withdran.

The AER considers that these statements are rextar@ to determining whether or
not SP AusNet's metering supply contracts weraleccordance with a competitive
tender process.

% BDO KendallsProbity Audit. Report for AMI Metering Solution Rt for Information (RFI
2009/T15) August 2009, p. 4.

% ibid., p. 5.

% SPI Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiégqion — Draft
Determination Respons&8 April 2011, p. 12.

% ibid., p. 14.
27 ibid.
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2.2.4 The contract for meter supply not being award  ed in its entirety to
any single vendor to ensure competitive supply

SP AusNet submitted that the initial order of met®as made to meet the 5 per cent
milestone date of Schedule 1 of the Revised Oatet that the contract for meter
supply was not awarded in its entirety to any ngindor to ‘ensure competitive
supply.?® SP AusNet also submitted that this was the ‘messible’ option of the
commercial options availabfé.

The draft determination noted that ‘the test oetliin the Revised Order specifies
that the tendering process, and not the contraotitabme, is to be assessed when
determining if a competitive tender process has weaducted® However, that

does not mean the contractual outcome has no releva the determination of
whether the metering supply contracts were nahlaccordance with a competitive
tender process. The AER considers that in ceriecarostances it may be useful and
appropriate to review tender outcomes. For exanitiee AER did not have

sufficient information to establish conclusivelhatta tendering process had not been
conducted competitively, the AER may have regarthéotender outcome to assist the
assessment of the tender process.

However, in SP AusNet's case, there is sufficigidence to establish that the
metering supply contracts were not let in accordamith a competitive tender
process. Accordingly, the AER does not consider #faAusNet’s approach
following its RFT process to promote competitiv@gly of meters, or the impact of
the Revised Order’s milestones, are relevant tattestion of whether the metering
supply contracts were not let in accordance witbrapetitive tendering process.
Further, in its response to the ESCV's consultatiapet* that preceded the AER’s
final framework and approach paper of January Z6@8nework and approach
paper), SP AusNet submitted its view on establishing tiwbea competitive tender
process had taken place:

Itis SP AusNet's view that inference is not enotayastablish something as
a fact and that the revised Order is clear thaetigiiry is limited to
process, not outcomés.

The AER considers that the sections of SP Ausedijsonse that indicate that certain
contractual outcomes are reflective of a competitender procedare inconsistent
with SPAusNet's previous interpretation of the RediOrder. Despite this, the AER
has considered all information provided to it in AksNet's response, including

% ibid., pp. 13 and 14.
2 ibid., p. 13.

%0 AER, Draft determination— SP AusNet Advanced Meterifigitructure Revised budget
application 2009-114 April 2011, p. 13.

Essential Services Commission of VictoAalvanced Metering Infrastructure Review
Consultation paper: Revised Framework and Appro&stember 2008.

%2 SPI Electricity Pty LtdAMI Revised Framework and Approach ResppR8eDecember 2008, p.
9.

% SPI Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiégon — Draft
Determination Respons&8 April 2011, pp. 12-16.

31
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information regarding contractual outcomes, anddsagssed it against the
requirements set out in the framework and apprpager:*

2.2.5 Expert opinion

As part of its submission, SP AusNet submittedp@meprepared by Mr. Simon
Mathis and Dr. Martin Gill of KEMA Australia Pty mited in response to four
questionsKEMA report ). The following question relates to whether SP Meiss
meter supply contracts were not let in accordante avcompetitive tendering
process:

‘Were the meter supply contracts entered into b iSSP AusNet] after
RFT 2009/T04, RFT 2009/T05 and RFI 2009/T15 noirletccordance with a
competitive tender proces§?’

The KEMA advice states:

In our opinion the process of procurement stantiith RFT 2008/T15
(early 2008) appropriately enabled SP AusNet totifiethe short-list of
three suppliers with WiMAX AMI meter solutions. Thery detailed RFI
2009/T15 (9 April 2009) issued to the three shetelil suppliers
(subsequently opened up to 2 additional supplaty, one of which
responded) and subsequent Metering Solution Dexgdap Plans
Guidelines to solicit pricing and then the Best &imthl Offer process with
all three of the bidders was a competitive tendecegss.

We have not identified any circumstances where itiond were imposed
that would favour one bidder over another or thaghtnresult in non-
competitive pricing’®

The AER notes there is an inconsistency betweeKHMA report and the BDO
Kendalls probity report. The BDO Kendalls probigport outlines that three
additional vendors were invited to participatehia RFI, one of which declined to
respond. The KEMA advice states only two additioreaidors were invited, of which
one declined to respond.

In any event, the AER considers that the KEMA répoes not provide any
additional information to that provided in SP AusNeubmission or previously
provided by SP AusNet that causes the AER to aft@riginal view that SP
AusNet's meter supply contracts were not let inoadance with a competitive tender
process.

% AER,Framework and approach paper Advanced metering#tfucture review 2009-11, Final

Decision January 2009, pp. 33-39.

SPI Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiégjon — Draft
Determination Respons&8 April 2011, p. 15; The AER notes that RFT 200% is not referred

to in the question provided to KEMA by SP AusNatt Is referred to in KEMA's response. The
AER further notes that the provision of meters wasside the scope of RFT 2009/T04 and RFT
2009/T05, which were for communications technolagg meter installation services respectively.

SPI Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiéamon — Draft
Determination Respons&8 April 2011, p. 15 & 16.

35

36
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2.2.6 Conclusion regarding the Competitive Tender T  est

For the reasons discussed above, the issues tBaised AusNet in its submission
have not caused the AER to depart from the corausached in the draft
determination. That is, the metering contracts #natthe subject of the Revised
Budget Application were not let in accordance vatbompetitive tendering process.

In particular the AER considers:
» the RFlis a separate process from the RFT

» the RFI was not conducted in accordance with a eitiye tender process

2.3 The Commercial Standard Test

The AER’s responses to the individual issues rase8P AusNet in relation to the
AER'’s application of the commercial standard testset out below.

2.3.1 Unsubstantiated assertions

SP AusNet submitted that the AER made the followingubstantiated assertions in
the draft determinatioft’

» there was a comparatively improved market for Mealdio meters and solutions
at the time SP AusNet went out to tender for thgpbsuof meters

= that a more tested, less expensive market basetiosolvhere competition for the
supply of meters is more prevalent, such as MeshoReaxists which meets the
AMI specifications and as the AER understands,bmareadily implemented

SP AusNet also submitted that the AER failed taldi&h the market circumstances it
describes were current at the time SP AusNet ahiete the market supply
contracts®

The AER has substantiated and sourced these asses follows.

First, in relation to Mesh Radio ‘meters’, the fingls of the Deloitte report evaluating
the RFT established a short list of four meter weadTwo of the shortlisted vendors
submitted proposals in relation to the provisiotMash Radio meters, one in relation
to the provision of 3G meters, and the other iatreh to the provision of WiMAX
meters. The AER notes that, although AMPY Email BRI Australia (who were
both shortlisted due to their submissions regartilegh radio meters) notified SP
AusNet of their intention to manufacture WiMAX megeboth vendors were unable
to supply them before the third quarter of 2699.

37 ibid., p.18.
¥ ibid. pp. 17-19.
% Deloitte,SP AusNet AMI program - RFT evaluation — final iepoDRAFT, June 2008, p. 17.
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The AER considers that a single vendor of WIMAX erstdemonstrates a lack of, or
an insufficiently developed, market for the supplyViMAX meters at the time, and
in turn a comparably more established market fosivVRRadio meters, which had two
vendors.

The AER considers there are several reasons whin Radio meters are likely to be
more tested, and less expensive than WiIMAX:

= the other four Victorian DNSPs had adopted a MeatlidRsolution by February
2009

= in SP AusNet's AMI Steering Committee Status rep@rovided by SP AusNet
to the AER, it is evident that SP AusNet condudtedwn trials in 2007-2008 of
Mesh Radid’

* in relation to cost, the Deloitte report outlinbattMesh Radio solutions were
anticipated to cost around $191 to $219 millionergas WiMAX is outlined as
costing around $222 to $276 million. The AER coassdthat this displays that
Mesh Radio was a less expensive market based@olatcomparison to
WIMAX.

2.3.2 The commercial standard referred to in clause 5C.3 of the
Revised Order

SP AusNet submitted that in concluding that thewaht commercial standard is the
average of that expended by other Victorian DNSRsSAER misapplied the
commercial standard test by:

= confusing a test of conduct with a test of expendit

= relying upon cost information to address the qoestf whether any departure is
"substantial” without first having established wiestthere has been a departure
from the commercial standard that a reasonablenbssiwould exercise in the
circumstance’$

» not giving fundamental weight to the circumstanaeSP AusNet at the time the
commitment was made to incur the meter supply @ssis required by clause
51.8, but, instead, incorrectly placing weight e tircumstances of the other
Victorian distribution business&s

= not considering whether the circumstances of thero¥ictorian businesses were,
at the relevant time, comparable to the circum&sidé SP AusNet, including
whether the treatment of costs, for example by @fasapitalisation policies and

40 “AMI Steering Committee Status Report Meetir&y# 28 Nov 2007

“l " SP| Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiégon — Draft
Determination Respons&8 April 2011, p. 10.

2 ibid.
*ibid.
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the categorisation or allocation of managementsamervisory costs by the other
Victorian distributors is comparable to the treatinef costs by SP AusNét

= assuming that the circumstances of SP AusNet atetheant time included
knowledge of the costs expended by other Victodiatribution businesses which
it did not”®

First, as the AER stated in the draft determination

In the AER’s view, the references to ‘more likeyah not expenditure will
not be incurred’, ‘substantial departure’ or ‘conmoial standard’, in the
context of the revised Order, are not capable ofgoafforded precise
meanings. Properly construed, these referencesseily import the
exercise of the AER’s judgment, having regard,daleinstance, to the
particular relevant factual circumstance. In thetewt of assessing SP
AusNet’s Revised Budget Application, the AER irstlraft determination
takes the view that:

a substantial departure is not merely any depaduemy difference from
the commercial standard but rather a departuréfferehce which is of an
‘considerable amount’

as at the time SP AusNet submitted its Revised Budgplication, Victoria
is the only jurisdiction to have mandated the oot of AMI or smart meters
in Australia. For this reason there are no welaleshed commercial
standards within the Australian electricity indystr respect of AMI
expenditures. Accordingly the AER considers at tinie the commercial
standard is to be gauged in reference to the &etiscbexpenditures incurred
by all of the Victorian DNSPs.

The AER maintains its view that on the terms otis®@5C.3, it is open for the AER to
gauge the commercial standard with reference ta¢tseeof and expenditures incurred
by all of the Victorian DNSPs. To this end the AERerates its reasons for, and
conclusion in, the draft determination that metgigapex unit costs associated with
AMI meters for single phase single element andlsipbase two element customers
and communications modules for single phase silgiment and single phase two
element customers involve a substantial departore the commercial standard that
a reasonable business would exercise in the ciranoes'®

That said, the AER also accepts that the interpoetaontended by SP AusNet,
namely that it is the conduct of SP AusNet whickusk 5C.3 directs the AER’s

*ibid., See the 18 April 2011 submission and thé\pril 2011 submission. In relation to the
confidential information provided to SP AusNet'demxal lawyers, the AER redacted the names of
contractors as this information is not relevarthis issue.

 ibid.
4 AER, Draft determination— SP AusNet Advanced Meterifigistructure Revised budget
application 2009-114 April 2011, pp. 24 and 25.
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attention to, which involves a qualitative asses#nie also an interpretation open on
the terms of clause 5C*3.

However, even utilising SP AusNet'’s interpretatithrg task afforded to the AER is
for it to establish that incurring the expenditumeolves a substantial departure from
the commercial standard a reasonable business we&aldise in the circumstances.
With the exception of directing the AER to takeoimiccount and give fundamental
weight to the matters referred to in clause 5h8,Revised Order does not provide
guidance as to how the AER is to establish thisifacespect of SP AusNet’s
conduct. As such the starting point for that analisa matter for the AER’s
judgment, having regard to all relevant consideretj including those referred to in
clause 51.8.

The AER considers it is open for that starting ptanbe the costs proposed to be or
actually incurred by each of the other Victorian 8™ (all of whom are subject to the
same roll out obligations under the Revised Ordethe costs SP AusNet itself
initially proposed during the process leading ugh® AER’s initial budget final
determination. At the relevant time, for the pugmsf this final determination
(September 2009) the costs SP AusNet incurred tgyiag into contracts to pursue
the implementation of a WiMAX solution clearly extked either point.

Given this, the relevant inquiry under SP AusNetterpretation is to then determine
whether SP AusNet’s conduct can be said to be stawniial departure from the
commercial standard a reasonable business woutdisgen the circumstances. Put
another way, the ultimate question is whether SBN&i's decision to proceed with
WIMAX involved a substantial departure from the coercial standard a reasonable
business would exercise in the circumstances.

To answer this question requires considerationtadtthe relevant commercial
standard is. The AER reiterates that the commesta@idard is not a matter capable
of being afforded a precise meaning. Applying SRMNet’s interpretation, this would
be a qualitative consideration. For this reasoer&ning this question is a matter for
the exercise of the AER’s judgment, taking intoast all relevant considerations.

Applying SP AusNet’s interpretation of the commalatandard test and taking into
account the information available to SP AusNetegit&mber 2009 and the
considerations further discussed in this sectiomefinal determination, including
that:

= The contracts associated with the RFI were nahlatcordance with a
competitive tender process for the reasons disdusseve

= Mesh Radio was available to SP AusNet as a techalieginative to WiMAX in
September 2009 as demonstrated by SP AusNet hiieghlylesh Radio

47 SPI Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiégon — Draft
Determination Respons&8 April 2011, p. 10.
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= Although SP AusNet was not privy to the other Vicita DNSPs’ Mesh Radio
unit prices, it ought to have compared the revidgsIAX prices with Mesh
Radio prices

» Based on the findings of the Deloitte report, theas a lack of or an
insufficiently developed, market for the suppWBIMAX meters, and in turn a
comparably improved market for Mesh Radio metersted

» Following the 2008 RFT, it was apparent that thveoelld be a delay in vendors
supplying WiMAX meters as AMPY Email and PRI Ausiaehad notified SP
AusNet of their intention to manufacture WiIMAX metdout that they could not
supply them before the third quarter of 2009.

» The other DNSPs were all subject to the same regylabligations as SP
AusNet under the Revised Order and all DNSPs dliaer SP AusNet adopted
and proposed Mesh Radio in their February 2009 é&ugigpposals and re-
affirmed their decision in their August 2009 rediggoposals for the 2009-11
AMI rollout

» The KEMA Report states that SP AusNet's AMI congimgy planning documents
suggest that adopting RF Mesh in early Septemb@® 2@uld still have allowed
SP AusNet to meet its first roll out milestone um@ 2010 albeit with a higher
level of delivery risk

» no information has been provided to the AER thggssts that SP AusNet
applied any risk management strategies to managasks

* no information was provided to the AER on whetlinare is a net benefit
resulting from the proposed increase in capitakexgure and forecast savings to
operating expenditure

= no analysis was provided to the AER to demonsthatethe increased cost of
proceeding with WIMAX was outweighed by the costroplementing a Mesh
Radio solution

The AER remains of the view that SP AusNet’s deciso proceed with WiMAX,
involved a substantial departure from the commeéstandard a reasonable business
would exercise in the circumstances.

Second, the AER does not consider that the Reisddr requires it to first establish
whether there is a departure from the commeraadzgird and second, whether that
departure was substantial. The AER establisheddhenercial standard, and then
determined whether the costs incurred involvedstsuntial departure from that
commercial standartf.

48 AER, Draft determination— SP AusNet Advanced Meterifigistructure Revised budget

application 2009-1,14 April 2011, pp. 15-25.
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Third, the AER, in both the draft determination amdhis final determination has
given fundamental weight to the circumstances oA88Net and has not specifically
taken into account the circumstances of the othetiokian DNSPs. As discussed
above, the AER has only taken into account the iodstmation of other Victorian
DNSPs, as that would have been available to SP auadlat September 2009. In this
regard whether the specific circumstances of SINatgere comparable to that of
the other Victorian DNSPs is not relevant.

2.3.3 Itwas not apparent to SP AusNet when itcond ucted the RFT that
there were suitable proven alternative solutions

SP AusNet submitted that the market for AMI metesed on Wireless Mesh Radio
technology did not score highly out of the RFT tenprocess conducted in 2008 and
that it was therefore not apparent to SP AusN#teatime that there were suitable
proven alternative solutions which were more masun@ competitive and could meet
a guarantee of functionality, cost and timelineeagiired by the Revised Ord&r.

In the AER’s view, it should have been apparer&RoAusNet that there were
suitable proven alternative solutions. First, thxrfother Victorian DNSPs, who are
all subject to the same regulatory obligations urlde Revised Order, all adopted and
proposed Mesh Radio in their February 2009 budgsigsals and re-affirmed in

their August 2009 revised proposals for the 2009 rollout.

Second, its 2008 Request for Tender (RFT 2008/Td®)lted in only one vendor
proposing to supply WiMAX metet$and meter management systems, yet the other
four Victorian DNSPs had all adopted Mesh Radia ktwer per customer cost
compared to WiMAX! These reasons establish that a suitable alteenstiltion to
WIMAX existed at the time SP AusNet decided to utmles a Request for

Information (RFI 2009/T05) for WiMAX meters and memanagement systems.

The AER also notes that out of the four shortlistezter vendors outlined in the
Deloitte report, two are Mesh Radio vendors, anlgt one is a WiMAX vendor. In
addition, the Deloitte report also lists preferggdions of both WiMAX and Mesh
Radio solutions. There are four individual Mesh iRablutions listed, and three
individual WiMAX solutions listed. The AER considethat SP AusNet, in saying
that Mesh Radio did not score highly out of the Rffdcess, does not provide an
accurate reflection of Mesh’s performance in th& R#specially considering it was
shortlisted and preferred (in line with some WiMAMtions) by Deloitte in the
evaluation report.

49 3P| Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiégon — Draft
Determination Respons&8 April 2011, pp. 18 and 22.

0 The Deloitte RFT Evaluation shows that out @hétering vendors who responded to the RFT,

only one vendor (GE) responded with a submissioithfe provision of WiMAX meters.

®l  AER, Draft Determination, Victorian advanced meterindrastructure review, 2009-11 AMI

budget and charges applicatigriuly 2009, p. 78.
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2.3.4 Complications and cost implications regarding implementing a
wireless Mesh Radio protocol over the top of the ex isting meter
solution

SP AusNet raised a number of issues relating tgptioations and cost implications
regarding implementing a wireless Mesh Radio pratoger the top of the existing
meter solutiorn?

The AER recognises there could be complicationsiplementing a wireless Mesh
Radio protocol over the top of the existing metdusons. However, advice from
Impaq Consulting confirms that implementing a wess Mesh Radio protocol over
the top of the existing solutions is possiblén particular, there are successful
examples of Mesh Radio for local area communicatoAMI meters being
implemented together with use of WiMAX backhaul coomications from Mesh
Radio data concentratots.

As to the cost implications, the AER notes Impagisice, which compares the unit
costs for WIMAX meters and communications modutethe Revised Budget
Application to that approved by the AER in OctoB609:

Taking into account all the meter types that SPANwse, the volume
weighted average meter unit cost (including commations modules) in
the original submission was US$165.00 which compuaiiéh the revised
submission of US$281.69. The price increase is Wtiéh in our view is
quite a substantial increase.

By the end of the AMI rollout SPAN will have indied 709,188 meters.
This equates to an approximate cost increase oBBi@%®ver the period
2009 to 2015°

The AER has not received any analysis that suggfestisicreases in expenditure to
be incurred by proceeding with WiMAX outweighs ttests that would be incurred
by adopting and integrating an alternative solytguch as Mesh Radio,
notwithstanding that Mesh Radio uses different camications protocols and
systems.

The AER notes that clause 5F.1 of the Revised (pidees the onus on SP AusNet to
provide the AER with all the information upon whikthelies when submitting a
variation to the Approved Budget.

On the information that has been made availablbaAER, the AER considers that
SP AusNet has not substantiated why the complicatamd cost involved in
implementing a Mesh Radio solution over the tophefexisting solution is such that
the decision to proceed with WiIMAX at a significirigher cost than originally
estimated was a commercially preferable solution.

2 SPI Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiégqion — Draft
Determination Respons&8 April 2011, p. 18 and 23.

3 Impagq Consulting.etter to the AER31 March 2011; Impaq Consultifgeview of WiMAX for
smart metering and other applicatiqri2 April 2011, pp. 7-8.

> ibid.
** ibid.
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2.3.5 The AER has previously endorsed the WiIMAX sol  ution proposed
by SP AusNet.

SP AusNet submitted that the AER previously endbtke WiMAX solution on the
basis of, among other things, the cost of WiMAXsabmitted by SP AusNet to the
AER in February 2009 and again in its revised psapo August 2009. The AER’s
final determination on SP AusNet’'s 2009-11 budgstiiaation in October 2009 was
made without being informed by SP AusNet that @ byned contracts with WiMAX
vendors in September 2009 that substantially isg@anit costs for meters and
communications modules compared to costs previauiynitted to the AER.

2.3.6  Technical concerns and risks regarding the ad  option of
Mesh Radio

SP AusNet submitted several concerns with Meshdrddhiese included AMI service
level compliance, spectrum use, solution secusindards and vendor choice, build
cost certainty vendor support and meter adopttmatditional time and cost of re-
specif%/éng and re-tendering for, and risks and idupents associated with, Mesh
Radio:

While the AER considers that the factors outlingd5P? AusNet in its submission do
appear relevant to the decision of proceeding thighWiMAX solution, the AER
notes that it has received no information to sutigtte or support the concerns, risks
and impediments raised by SP AusNet. Even so, ttwseerns, risks and
impediments behind Mesh Radio do not establish 8yAusNet did not further
investigate Mesh Radio, particularly in light oétimcreased unit costs for WiMAX as
at September 2009 and the fact that the othenfaorian DNSPs faced similar
risks but nevertheless selected the lower costhNReslio, solution in February
20097 Further, no information has been provided to tB#RAhat suggest that it was
not open to SP AusNet to apply risk managementesfies to manage these risks.
The AER notes that the Deloitte report identifiesspand cons associated with all of
the vendor solutions, including WiMAX.

Further, SP AusNet has not provided reasons whe thiere no mitigating strategies
other than to adopt WiIMAX at a significantly highast than originally estimated,
and at a higher cost than Mesh Radio.

2.3.7 SP AusNet's roll out obligations

SP AusNet submitted that there are risks of itmeeting its roll out milestones due
to delays from testing and competition for avakatdsources, performance risks
associated with the adoption of Mesh Radio andbtgation to meet the 5 per cent

6 SPI Electricity Pty LtdAdvanced Metering Infrastructure—Revised Budgetiéqion — Draft
Determination Respons&8 April 2011, p. 18 and 22.

> AER, Draft Determination, Victorian advanced meterindrastructure review, 2009-11 AMI

budget and charges applicatigriuly 2009, p. 78.
% ibid., p. 23.
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and 10 per cent meters deployed milestones sdtyaiie Revised Order which is a
licence conditior??

The AER considers that SP AusNet should have hgardeo its obligations under

the revised Order, inclusive of its milestonescdtin Schedule 1. However, the AER
notes that the obligation upon SP AusNet is toitsdgest endeavourt® meet the
milestones set out in Schedule 1 to the Revise@iBfd\s to what constitutes best
endeavours under the Revised Order is a mattéhéoAER to determine on a case by
case basis in accordance with the relevant reqeinesiof the Revised Ord&t.

The AER also notes that the KEMA Report states $faAusNet's AMI contingency
planning documents suggest that adopting Mesh Radiarly September 2009

would still have allowed them to meet the firstestone in June 20%%) albeit with a
higher level of delivery risk. As discussed abdhe, AER considers that a reasonable
business in the circumstances of SP AusNet would lraplemented risk mitigation
strategies to manage these risks.

SP AusNet also submitted that it considers WiMAX¥wpded the best fit to the
Revised Order and the performance service levéatbns. SP AusNet also stated
that in February 2010 other Victorian DNSPs hadnfaly requested a review on the
obligation requiring the provision of meter datartarket in order to lower the
requirement based on limitations of the wirelessMRBadio technolog$’ SP AusNet
also contended that alternative technology solstisauld not meet its obligations
under the Revised Order (in addition to other dtalder requirements such as those
of DPI and the AMI Industry Steering Committee)ttiavas required to implement
and that this was a key determining factor in pedaogg with the WiMAX solution as
opposed to alternative solutioffs.

The AER considers that WiMAX and Mesh Radio wermpbant technologies under
the Revised Order when the AER made its 2009-11révmal Budget determination
and when SP AusNet made the business decisiomtegd with WiIMAX. The AER
has not received any evidence to suggest that Rasdio is not compliant. Therefore,
the AER considers both technologies capable of imgpéte performance service
obligation. The choice of either WiIMAX or Mesh Ragas relevant to this decision,
remains a business decision that each Victorian ®DN& the responsibility to make.

% SPI Electricity Pty LtdAdvanced Metering Infrastructure Revised Budgetidation - Draft
Determination Responsp. 24. AER Draft determination— SP AusNet Advanced Metering
Infrastructure Revised budget application 20094 April 2011, p 19 and 20.

80 Revised Order, clause 14.

*' ibid.
62 SP| Electricity Pty LtdAdvanced Metering Infrastructure Revised Budgetidaiion - Draft

Determination Responsep. 28-30; KEMAKEMA letter to SP AusNet for expert opinidb
April 2011, p. 2.

83 SPI Electricity Pty LtdAdvanced Metering Infrastructure Revised Budgetidaiion - Draft
Determination Responsep. 24-25.

6 SPI Electricity Pty LtdAdvanced Metering Infrastructure Revised Budgetidation - Draft
Determination Responsep. 21-24.
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2.3.8 Metering costs
SP AusNet submitted the following concerns spetifimetering costs:

= the AER's assessment did not consider the loweatpg cost of the WIMAX
solution. SP AusNet stated that the AER shouldcoaosider an increase in capex
in isolation without considering the lower opergttost of WiMAX

= an opinion by KEMA Australia on the commercial stard unit cost for meters
and communicatiofi3

First, in relation to SP AusNet's submission regeyotential operating cost savings
of WIMAX, although the AER considers that it is seaable for SP AusNet to
consider in the first instance that the higher tedygiosts of the WiMAX solution will
be offset by decreased opex, SP AusNet has noidethadequate information to the
AER to substantiate that this is still the case.

For example, SP AusNet has not provided any infiomdo discount the possibility
that the subsequent (and substantial) increasgpexcas at September 2009 will
negate the net benefit outlined in SP AusNet's Aug009 business case for
WiMAX. ©°

Relevantly, Impaq Consulting advised:

By the end of the AMI rollout SPAN will have indiedl 709,188 meters.
This equates to an approximate cost increase o8Bi@%®ver the period
2009 to 2015/

Furthermore, SP AusNet has not provided any inftionaon whether there is a net
benefit resulting from the proposed increase intabpxpenditure and forecast
savings to operating expenditure.

In addition the AER has sought advice from Impaq<idting regarding the adoption
and status of WiMAX technology. This advice hasrbpmvided to SP AusNet.
Impaq Consulting concluded that:

From the foregoing it would appear that WiMAX istikely to be a major
BWA technology. All of the major carriers in Audieahave adopted LTE,
leaving WIMAX to the second tier carriers and othbemmunications users.
This does not mean that WiMAX is “dead”; howeveddtes mean that it
will be relegated to niche opportunities which hasatively low volumes
of equipment.

In relation to smart metering it appears that thiy actual or planned
rollout is that being done by SP AusNet, althougiviWX may continue to
be used for backhaul from data concentrators.

6 SPI Electricity Pty LtdAdvanced Metering Infrastructure Revised Budgetidaiion - Draft
Determination Responsep. 28-30; KEMAKEMA letter to SP AusNet for expert opinidb
April 2011, p. 5.

SPI Electricity Pty Ltd, AMI - Business case ®@un, (confidential) 6 August 2009, pp. 7-8 and
12.

7 Impaq Consulting, etter to the AER31 March 2011.
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It is our view that this situation increases thek profile for WiMAX for
smart metering. Without major carrier uptake theire of WiMAX
chipsets is likely to be relatively small. Thistimn increases the likelihood
an increasing price path for these chipsets inautt years. The lower
volume also increases the risk of inadequate stifpoat least expensive
support) for the hardware and software requiredMaviAX smart
metering®®

As Impaqg Consulting notes, the take up of WiMAXaa®tal solution among
telecommunication providers is relatively small aind likely that there will be an
increase in cost for WIMAX chipsets in future yearee AER considers that any
potential opex savings claimed by SP AusNet (wkvehe not specified in SP
AusNet’s submission), are likely to be negatedh®sé cost increases.

Further, the AER notes the advice provided by KEdAmeter unit costs, in which it
appears that KEMA'’s terms of reference have miseplithe AER'’s draft
determination. The meter costs outlined withindhegft determination of between
US$60 and US$85 are for standalone meters thabtdimciude AMI
communications. That aside, KEMA advised that thegs for meters and
communication meeting AMI requirements start cldsehU$200°%°

The AER has reviewed the KEMA report in this regand is not persuaded for the
following reasons:

= SP AusNet’s unit cost for a single phase singlenel& meter is around AU$320

» the AER has been advised by Impaq Consulting that2008 report titled “MCE
National Smart Metering Cost Benefit Analysis”, theighted average unit cost
estimates for AMI meters have been quoted betwdd®l146 (low case) to
AU$190 (high case) for smart meters with remote mamications and HAN
communications using ZigB€e.

To this end the AER notes that SP AusNet’s unittim a single phase single
element meter of AU$320 is 60 per cent higher therunit costs specified in the
KEMA report.”! The AER is of the view that 60 per cent abovetthie cost quoted
by KEMA can also be considered to be a substadéphrture from the commercial
standard a reasonable business would exercise AuSIRet’s circumstances.

2.3.9 Unit costs

SP AusNet submitted that it was not correct forAER to average the metering unit
costs of Jemena Electricity Networks, United Endpggtribution, CitiPower and

% Impagq ConsultingReview of WiMAX for smart metering and other agpians 12 April 2011.

%9 SPI Electricity Pty LtdAdvanced Metering Infrastructure — Revised Budgetlidation, Draft
Determination Respons&8 April 2011, p. 33 and Appendix B.

" Impagq Consulting.etter to the AER, SpAusNet (SPAN) Revised BuggdicAtion - Draft
Determination Respons&9 April 2011. The unit cost in terms of $201®&tween $155 (low
case) to $201 (high case) for smart meters wittotermsommunications and HAN communications
using ZigBee.

™ Inclusive of a communications module, a zigbae @ad an antenna costs. The AER has assumed

that the unit cost quoted by KEMA was in $ 2010.
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Powercor on the basis that the former two distrdsubusinesses do not use single
phase two element meters whilst the latter twoSi0AusNet also uses single phase
two element meters.

The AER accepts this.

The AER has now excluded Jemena Electricity Netwarkd United Energy
Distribution, from the commercial standard unittsder single phase two elements
meters. Notwithstanding this, the AER still consgdhat SP AusNet’s unit costs are
a substantial departure from commercial standatameasonable business would
exercise in the circumstances. SP AusNet’'s uniisdos single phase two element
meters are greater than 30 per cent higher tharettieed commercial standard unit
cost and the communication modules are greatert@@rper cent of the commercial
standard unit cost.

Although establishing a commercial standard from BNSPs is not as desirable as
using a sample from four DNSPs, the AER considatdiven the limited
information available, the commercial standardilsappropriate. In any event, the
AER also notes that a departure of greater thgmeB@ent from the commercial
standard exceeds the 20 per cent allowed by this&e@rder>

The AER is of the view that greater than 30 pet edove the commercial standard
for this meter type is a substantial departure ftbencommercial standard a
reasonable business would exercise in SP AusNetisnastances.

In any event, the AER considers that SP AusNethadsseveral opportunities to
compare the prices of WiMAX and Mesh Radio solusicend could have afforded
consideration in making its decision to proceechWitiMAX, namely:

* in June 2008 (the Deloitte report);
* in March and April 2009 (the RFI responses);

= in September 2009 (prior to signing the contrants after the AER’s draft
determination was released).

2.3.10 The draft determination was made with the be  nefit of hindsight

SP AusNet submitted that the AER has revisitedsitecs of SP AusNet and that the
AER has made its draft determination with the beéhindsight which was not
available to SP AusNet at the time. SP AusNet'svwes based on the opinion of
PwC which was attached to SP AusNet's submisSi@pecifically, SP AusNet also
submitted that:

2 SPA; JWS, email to the AER dated 27 April 2011.

® Revised Order, clause 5I.3.

" SPI Electricity Pty LtdAdvanced Metering Infrastructure — Revised Budgetlidation, Draft
Determination Respons&8 April 2011, pp. 25-26 and Appendix B.
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= in applying clauses 5C.3 and 5I.8 to assess actyabposed expenditure, the
AER in practice, must assess the decision thagivas rise to the expenditure
which includes at that time, whether there wasxastence of a contract and the
information available to SP AusNet at that tithe

» the AER must also place itself in the shoes of SBNet at the time the decision
was made when testing whether the decision wapppte and that new
information cannot be taken into account whenngsthe original decision as this
may create asymmetric risks for regulated entitieeh would otherwise require
compensation to be provided in advance under otleehanisms as the current
Revised Order is silent on this asp€ct.

The AER does not agree that its assessment hasibdertaken with the benefit of
hindsight.

First, in this final determination, as was the dasthe draft determination, the AER
has considered SP AusNet’s decision and the infiom#hat was available to SP
AusNet at the time it decided to enter into venctowtracts for WIMAX meters and
communications modules, namely in September 2009.

Accordingly, the relevant information the AER hakdn into account in determining
whether SP AusNet’s decision to the accept thedrighices vendor contracts in
September 2009 represents a substantial deparntumeaf commercial standard that a
reasonable business would have exercised in SP &isstircumstances is the
information that would have been available to SBMet prior to making the decision
to sign contracts in September 2009. Significartig, AER was not informed of the
fact that SP AusNet entered into these contracgeptember 2009 prior to it
approving SP AusNet’s 2009-11 AMI budget in Octob@09 and was therefore not
reflected in that decision. The AER also now coassdhat it made that decision on
the basis of incomplete information.

2.3.11 Expert opinion

Relevant to the commercial standard test, the KER&port answered the following
guestions from SP AusNet:

= |f at the time SP AusNet committed to contractAdil meters with WiMAX
enabled communications modules on 20 September\286% open to
SP AusNet to revisit its decision to deploy a WiMAxlution.

= If it was a substantial departure from the comnaistandard that a reasonable
business would have exercised in the circumstaaicémt time for SP AusNet to
enter into the meter supply contracts.

5 SPI Electricity Pty LtdAdvanced Metering Infrastructure Revised Budgetidaiion - Draft
Determination Response. 25.

® " SPI Electricity Pty LtdAdvanced Metering Infrastructure — Revised Budgetlidation, Draft
Determination Respons&8 April 2011, pp. 25-26.
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First, the KEMA report states that whilst it wastteically open for SP AusNet to
revisit its decision to deploy the AMI WiMAX solatih on 20 September 2009, much
of the existing detailed planning and design woduld have been redundant. KEMA
advises that the first meter deployments would Hikety been delayed by 15 to 18
months.

KEMA makes reference to SP AusNet’'s ‘AMI continggmtanning documents’,
which suggest that adopting Mesh Radio in early&aper 2009 would still have
allowed them to meet the first milestone in Jung®@lbeit with a higher level of
delivery risk. This view appears to be at odds lign KEMA conclusion. Further,
section 14.2(b) of the revised Order requires tlotovian DNSPs to use ‘best
endeavours’ to install the number of meters spegtiin Schedule 1. This is discussed
in section 2.3.7 above.

As discussed previously, the AER considers thaA@Net should not have been
prevented from revisiting the decision to contibi@ursue WiMAX on the basis of
its metering obligations under Schedule 1.

Second, KEMA outlines that in its opinion, for SB$Net to revisit its choice of the
WIMAX solution on 20 September 2009 would have baaubstantial departure
from the commercial standard that a reasonablenbssiwould have exercised at the
time.

The AER has considered all of the reasons outlnyellEMA for the opinion
outlined above. However, the KEMA report has natvmted any additional
information that changes the AER’s view in the tdstermination.

2.3.12 Conclusion regarding the Commercial Standard Test

For the reasons discussed above, the issues taise AusNet in its submission
have not caused the AER to depart from the corahusi the draft determination that
the proposed expenditure variances in its RevisethBt Application involve a
substantial departure from the commercial standashsonable business would
exercise in SP AusNet’s circumstances, giving fumeiatal weight to the matters
referred to in clause 51.8 of the Revised Order.

In coming to its view on what constitutes a subissddeparture from the commercial
standard a reasonable business would exercise AuSIRet’'s circumstances the AER
has considered:

= the information available to SP AusNet at the titreecided to sign contracts for
WIMAX meters and communications modules in Septar20€9

= SP AusNet’s decision to sign the contracts, and

» the outcome of signing the contracts, being castsneters and communications
modules that are materially greater than the quetgiously forecast by SP
AusNet and the costs forecast and costs beingreatiny the other Victorian
DNSPs.

The AER has also taken into account the followiogsiderations:
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Mesh Radio was available to SP AusNet as a techaltesinative to WiMAX in
September 2009 as demonstrated by SP AusNet heegtegl Mesh radio in trials
in 2007-2008, vendors having submitted proposal$tiesh Radio to SP AusNet
in 2008, Mesh Radio having been shortlisted antemed (in line with some
WIMAX options) by Deloitte in its 2008 RFT evaluati report, and the other
Victorian DNSPs having chosen Mesh Radio by Felyr2@09.

Although SP AusNet was not privy to the other DNSW®ssh Radio unit prices in
September 2009, SP AusNet ought to have compaeedtsed WIMAX prices
with Mesh Radio prices at that time, knowing that:

o theincrease in WiMAX prices was a substantial dejpe from the 2008
prices of both the WiMAX and the Mesh Radio solasp

o all other DNSPs had adopted Mesh Radio at a loeecpstomer cost
compared to WiMAX'’

Based on the findings of the Deloitte report evaihgathe 2008 RFT — a lack of,
or insufficiently developed, market for the suppfiyWiMAX meters, and in turn
a comparably improved market for mesh radio metristed.

Following the 2008 RFT, it was apparent that tiveoelld be a delay in vendors
supplying WiMAX meters as AMPY Email and PRI Ausiaehad notified SP
AusNet of their intention to manufacture WiIMAX metdout that they could not
supply them before the third quarter of 2009.

The other DNSPs were all subject to the same regylabligations as SP
AusNet under the Revised Order and all DNSPs dliaer SP AusNet adopted
and proposed Mesh Radio in their February 2009 éuoigpposals and re-
affirmed their decision in their August 2009 rediggoposals for the 2009-11
AMI rollout.

The KEMA Report states that SP AusNet's AMI corgimgy planning documents
suggest that adopting RF Mesh in early Septemb@® g2@uld still have allowed
SP AusNet to meet its first roll out milestone um@ 2010 albeit with a higher
level of delivery risk. While the AER recognisesatlthis risk would have been a
legitimate concern for SP AusNet in September 2689 AER considers that
given thebest endeavounsature of the roll out milestones set out in theised
Order, this obligation of itself should not haveedenined SP AusNet’s decision
to sign contracts for WiIMAX meters and communicasionodules in September
2009.

Further, the AER considers that a reasonable bssinethe circumstances of SP
AusNet would have implemented risk managementegias to manage these
risks and notes that no information has been peal/td the AER that it was not
open to SP AusNet to apply risk management stiedegi manage these risks.

7

AER, Draft Determination, Victorian advanced meteringrastructure review, 2009-11 AMI
budget and charges applicatigriuly 2009, p. 78.
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= In relation to SP AusNet's submission regarding@piiél operating cost savings
of WIMAX, which were not specified in the submissj&P AusNet has not
provided any information on whether there is abeatefit resulting from the
proposed increase in capital expenditure and feteszvings to operating
expenditure.

= SP AusNet has provided no analysis to the AER toahestrate that the increased
cost of proceeding with WIMAX was outweighed by ttast of implementing a
Mesh Radio solution

The AER considers that SP AusNet’s unit costs angbatantial departure from
commercial standard that a reasonable businessiweaeglcise in the circumstances.
Specifically, as discussed in the AER’s draft deieation and this final
determination, SP AusNet’s proposed expenditurenees to its Approved Budget
per meter exceeds the average of that expenddwlmther Victorian DNSPs, by
greater than 50 per cent for single phase singim@ht meters, by greater than 30 per
cent for single phase two element with contactotense and by greater than 100 per
cent for communication modules.

Whilst the proposed costs for the remaining metees also exceed the average of
that expended by the other Victorian DNSPs by niwee@ 10 per cent, the AER does
not consider this to be a substantial departuré®ipurposes of the commercial
standard test.
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3 Final determination

For the reasons set out in the draft determinatiahabove, the AER has established
that SP AusNet’s proposed expenditure variancés #pproved Budget for metering
capex unit costs associated with:

= AMI meters for single phase single element andisippase two element
customers; and

= communications modules for single phase single eterand single phase two
element customers

involve a substantial departure from the commestahdard that a reasonable
business in the circumstances would exercise.

Accordingly, the AER has not accepted these prapegpenditure variances from
SP AusNet’'s Revised Budget Application. In deteingrthe new variances to

SP AusNet’'s Approved Budget, the AER has determionade the unit costs it
approved as part of SP AusNet’s Approved Budget.

Pursuant to clause 5F.3 of the Revised Order, e Aas determined to reject the
variances to SP AusNet’s Approved Budget as praposés Revised Budget.

Pursuant to clause 5C.7 of the Revised Order, dhiances to SP AusNet’'s Approved
Budget that the AER has approved are set out ie tal resulting in an overall
budget reduction of $1.263 million ($2008).

Table 3.1 AER final determination Approved Budget—SP AusNet AMI budget for
2009-11 (AUD $'000, $2008)

2009 2010 2011 Total
Approved AMI budget capex — AER 67 901 50 896 102 441 221 238
final determination October 2009
Approved metering variation 2010 4 685 (7 027) 2033
Approved Communications variation (5 554) 1446 728 (3 380)
Approved Information and control (27 472) 20 853 8 429 1810
services variation
Approved Non IT variation 640 640
AER final determination - Revised 36 886 78 519 104 570 219 975
budget
Total capex budget variation (31 015) 27 623 2129 (1 263)

Source: SPI Electricity Pty Ltd, Advanced MeterIinfrastructure—Revised Budget
Application, 28 February 2011, p. 37; AER analys@uding corrections made
in accordance with clause 12(c) of the Revised Orde
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