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Summary 

On 21 November 2007, the Commission received a Rule change proposal from the 
Victorian Government seeking a jurisdictional derogation to implement the rollout of 
Advanced Metering Infrastructure (AMI) or smart meters. The derogation proposal 
would establish the local network service provider (ie distributor) as the exclusive 
responsible party for small customer metrology and, in particular, for the rollout of 
advanced metering infrastructure.  The request for the derogation was made to 
support the Victorian Government’s policy that smart meters be rolled out to all 
small electricity customers in Victoria within an accelerated timeframe. 

The Commission has accepted the Rule change proposal from the Victorian 
Government and, accordingly, has determined to make the Rule proposed by the 
Victorian Government with some amendments (Rule). 

In making this Rule determination, the Commission has had regard to a number of 
factors including the Rule proposal, stakeholder submissions and the requirements 
under the NEL.  The Commission is satisfied that, having regard to all of the relevant 
factors and issues, the Rule will, or is likely to, contribute to the achievement of the 
National Electricity Objective (NEO).  Therefore, it satisfies the Rule making test 
required under the National Electricity Law (NEL). 

The Commission is of the view that the Rule (reflective of the Government’s 
proposal) meets the NEO in that it provides for a certain, predictable and accelerated 
rollout of AMI, thereby meeting the Victorian Government’s policy.  An accelerated 
rollout of AMI would enable a number of efficiency benefits to be realised.  These 
benefits would not be available to the same extent and as rapidly under a retailer 
mandated or contestable rollout of AMI. The Commission considered the 
propositions from stakeholders to promote metering contestability during the period 
of the derogation where stakeholders suggested a number of exclusions from the 
derogation.  The Commission is of the view that any exclusions would potentially 
only provide benefits to an incremental number of consumers and metering 
contestability, while negatively impacting on the cost and operational effectiveness of 
the rollout.   

There are some disadvantages associated with a distributor led rollout, but they 
could be minimised by the implementation of mechanisms to allow for the transition 
from services provided under a monopoly environment to a contestable 
environment. 
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1 Victorian Government's Derogation Proposal  

1.1 Derogation Proposal 

On 21 November 2007, the Commission received a proposal from the Victorian 
Government seeking to amend the National Electricity Rules (Rules) by way of a 
jurisdictional derogation to implement the rollout of Advanced Metering 
Infrastructure (AMI or ‘smart meters’) in Victoria (Derogation Proposal).1 
 

1.2 Problem to be Addressed by the Derogation Proposal 

In 2006, the Victorian Government announced a mandatory rollout of AMI to 
consumers of less than 160 MWh of electricity per year within Victoria.  The 
Victorian Government decided that this policy approach was necessary to ensure 
that the benefits of AMI or smart meters could be achieved in a timely manner. 

To implement this policy, the Victorian Government established a legislative 
framework under the Electricity Industry Act 2000 (Vic) (EIA) which enabled Orders 
in Council to be made to establish obligations on licensees to deploy AMI and to set 
out details of the AMI deployment.  An Order in Council has been made which 
places the obligation to roll out AMI on distributors and provides for regulated cost 
recovery associated with the rollout (AMI Cost Recovery Order). 2  The requirement 
to install a remotely read interval meter does not apply where such a meter already 
exists. A further Order in Council has been made prescribing minimum functionality 
and service levels for AMI and how those variables can be amended (AMI 
Specifications Order)3. 

A summary of the regulatory framework established to facilitate the AMI rollout in 
Victoria is set out in Appendix A. 

The Rules currently provide that the responsible person for remotely read interval 
meters and the selection of the meter data agent to be the retailer.  The retailer can, 
however, request the Local Network Service Provider (LNSP or ‘distributor’) to 
assume that role for any relevant metering installation.  These Rules apply regardless 
of the type of customer or whether the customer is categorised under jurisdictional 
legislation as a small or large customer.   

The Victorian Government believes that the implementation of its policy cannot be 
reasonably achieved under the existing Rules where the retailer has primacy in the 
                                                      
 
1 Letter from Minister for Energy and Resources, the Hon Peter Batchelor MP, 3 November 2007 

attaching proposal from Department of Primary Industries, Victorian  Government, Victorian 
Government Rule Change Proposal (Jurisdictional Derogation) - Advanced Metering Infrastructure Rollout, 
August 2007 (Derogation Proposal). 

2 Order in Council, Victoria Government Gazette, 28 August 2007, No S 200, Section 14 (AMI Cost 
Recovery Order).  This Order in Council was revised on 25 November 2008. 

3 Order in Council, Victoria Government Gazette, 12 November 2007, No S286 (AMI Specifications 
Order). 
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decision as to which party will be the responsible person.  According to the Victorian 
Government, rolling out AMI within the existing framework would lead to 
significant uncertainty. 4 

1.3 Proponent’s Proposed Solution 

The Victorian Government is seeking exclusivity for LNSPs: 

• To act as the responsible person for the rollout of smart meters to connection points 
where annual consumption is less than 160 MWh.  LNSPs will not be the 
responsible person for those connection points where, at the start of the rollout, a 
retailer is already the responsible person; and 

• To select the metering data agent to be engaged by NEMMCO in respect of the 
metering installations at these connection points. 

The Derogation Proposal stated that the period of exclusivity will be limited.  
Originally the start date was anticipated to be 1 January 2009 and the effective end 
date was to be 31 December 2013 (Rollout Period). The effect of the Derogation 
Proposal is that for the Rollout Period retailers could not elect to be the responsible 
person for the relevant metering installations.5 

In its Derogation Proposal, the Victorian Government referred to the Ministerial 
Council of Energy’s (MCE) smart metering framework and is supportive of it.  
However, the Victorian Government expressed the view that its policy needs to be 
progressed in the context of current legislative and regulatory arrangements as 
presented in the EIA.6 

By letter dated 6 September 2008, the Minister for Energy and Resources (Victoria) 
advised the Commission of variations to the Victorian AMI project to improve the 
certainty of delivery of the benefits of the project.7  These variations include: 

• The commencement of the smart meter deployment has been delayed to mid 
2009 (rather than early 2009) and the completion date for the deployment has 
been deferred from end 2012 to end 2013; 

• The design of the project has been modified to fully utilize existing market 
processes and procedures;  

• Instead of trying to achieve the highest standards of AMI functionalities and 
service levels, the initial focus will be on functionalities and deliverables in four 
main areas: 

– The provision of interval metering data; 

                                                      
 
4 Derogation Proposal, pp. 8-9. 
5 Ibid., p. 5. 
6 Ibid., pp. 17-18. 
7 Letter from Minister for Energy and Resources, the Hon Peter Batchelor MP, 6 September 2008. 
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– The remote collection of metering data; 

– The remote de-energisation of supply; and  

– Remote re-energisation of supply. 

Under this approach the Victorian AMI project would adopt the existing type 5 
metrology classification until a nationally agreed metrology type for smart metering 
is defined, agreed and can be effectively implemented.  Distributors would install 
AMI that meets the full range of functionality and performance requirements. 
Excluded from the AMI project, however, would be the mechanism to enable in-
house display messaging, customer supply monitoring and remote control override.  
Daily delivery of meter data would, however, commence from 1 January 2012.  

According to the Victorian Government, the impact of these variations provides a 
number of significant benefits for both the Victorian AMI project and its standing as 
the first wide-scale mandatory deployment in line with the MCE's emerging national 
framework, including: 

• Significantly reduced project delivery risks; 

• Improvement of certainty of delivery of key consumer benefits; 

• Maintenance of overall net benefit of the project; 

• Recognition of the importance of smart metering as an enabler of consumer 
participation in initiatives responding in climate change;  

• Availability of new timeframes in the context of the requested period of 
operation of the jurisdictional derogation; 

• Allowance for improved alignment with the emerging national smart meter 
framework; and 

• Provision of urgently needed investment certainty. 

It is the position of the Victorian Government that these variations do not diminish 
the need for the Derogation Proposal, and do not require any alternatives to the 
timeframes as mentioned in the Derogation Proposal.   

A more detailed description of the proposed Derogation is set out in Appendix A. 

1.4 Background 

In parallel with AMI developments in Victoria, the rollout of smart meters has been 
considered by the Council of Australian Governments (COAG) and the Ministerial 
Council on Energy (MCE).  Further, the Australian Competition and Consumer 
Commission (ACCC) has previously considered derogations for distributor 
exclusivity for meters in a similar context.   
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1.4.1 National Developments 

In February 2006, COAG announced it was: 

“… committing to the progressive national roll out of 'smart' electricity meters 
from 2007 to allow the introduction of time of day pricing and to allow users 
to better manage their demand for peak power only where benefits outweigh 
costs for residential users and in accordance with an implementation plan that 
has regard to costs and benefits and takes account of different market 
circumstances in each State and Territory.” 8  

In April 2007, COAG endorsed a staged approach for the national mandated rollout 
of smart meters and tasked the MCE with the development of a national minimum 
functionality for smart meters and the preparation of a cost-benefit analysis.  The 
MCE established a Smart Meter Working Group (SMWG).  This Group appointed a 
team of consultants to undertake the cost-benefit analysis.  Phase 1 of the analysis 
addressed the question of what should be the minimum national functionalities for a 
rollout of smart meters and resulted in a regulatory impact statement9 and a MCE 
decision paper on a national minimum functionality for smart meters10.  Phase 2 of 
the analysis covered the broader and more detailed cost-benefit analysis of a national 
smart meter rollout and led to a Cost-Benefit Analysis Report (CBA Report)11 and a 
consultation Regulation Impact Statement (RIS)12.  On completion of these tasks the 
MCE considered the results of the CBA Report and the RIS.  

In June 2008, the MCE published its decision paper regarding the national regulatory 
framework for smart meters (Decision Paper).13  The Decision Paper outlines the 
MCE’s response to, amongst other things, the CBA Report.   

A more detailed summary of the Decision Paper is contained in Appendix B.   

Of direct relevance to the Derogation Proposal, the MCE stated: 

 “As a critical part of the national framework, MCE agrees that distributors 
are the most appropriate party to manage any obligation for an accelerated 
rollout. To support this, MCE agrees that residential and small customer 

                                                      
 
8 COAG, Communique of the Agreed Outcomes of the Council of Australian Governments’ Meeting, 10 

February 2006. 
9 Standing Committee of Officials of the MCE, Cost Benefit Analysis of Options for a National Smart Meter 

Roll-Out (Phase One – National Minimum Functionality) - Regulatory Impact Statement, September 2007. 
10 MCE, Decision Paper - A National Minimum Functionality for Smart Meter, 13 December 2007. 
11 NERA Economic Consulting, Cost Benefit Analysis of Smart Metering and Direct Load Control: Overview 

Report for Consultation, 29 February 2008 (CBA Report). 
12 Standing Committee of Officials of the MCE, Cost Benefit Analysis of Options for a National Smart Meter 

Roll-Out (Phase Two – Regional and Detailed Analysed) - Consultation Regulatory Impact Statement, April 
2008 (RIS). 

13 MCE, Smart Meter Decision Paper, 13 June 2008 (Decision Paper). 
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metering and related data management services should remain the 
responsibility of distributors in the NEM for at least the rollout period.”14 

The MCE supports a consistent national framework for smart meters which would 
include legislative support for the rollout in the National Electricity Law (NEL), 
including the obligation to roll out smart meters on the distribution businesses where 
a jurisdictional implementation date has been set. Furthermore, there would be 
supporting changes in the Rules, National Electricity Market (NEM) procedures, 
national minimum functionality and related standards. The timeline to finalise these 
arrangements will be completed by the end of 2008. 

At the same time as publishing the Decision Paper, the MCE also published a 
Statement of Policy Principles (SPP).15  In the Decision Paper, the MCE stated that 
the SPP was published: 

 “To provide clarity on this policy position, and to allow the Commission to 
consider any related Rule changes efficiently”.16   

The SPP is set out in Chapter 3.   

Since the publication of the SPP and the Decision Paper, national working groups 
have been established to deal with the national framework for smart metering, as 
contemplated in the Decision Paper.  These working groups are currently 
establishing their deliverables, setting up timetables and identifying issues to be 
further investigated to establish a national smart metering framework. 

On 22 December 2008, an exposure draft of legislative amendments to the NEL to 
support the rollout of smart meters was released for consultation.  These proposed 
legislative amendments are part of the national smart metering legislative framework 
being developed by the MCE. 

1.4.2 Determination of the Australian Competition and Consumer 
Commission 

In April 2004, the Victorian Government, through the former National Electricity 
Code Administrator (NECA), applied to the ACCC to extend its derogation for the 
exclusive provision of metering services in respect of types 5, 6 and 7 metering 
installations by distributors in Victoria until 31 December 2006.17 

On 2 March 2005, in its final determination, the ACCC authorised the exclusivity for 
distributors to provide metering services for types 5, 6 and 7 metering installations in 

                                                      
 
14 Decision Paper, p. 7. 
15 MCE, Statement of Policy Principles, published 14 June 2008 (SPP).  
16 Decision Paper, p. 7. 
17 ACCC, Applications for Authorisation - Amendments to the National Electricity Code - Victorian Metering 

Derogations, 2 March 2005 (ACCC Determination), pp. 2 and 5. See also ACCC Network, Issue 19, 
May 2005, p. 5. 
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Victoria to be extended till 31 December 2006 (ACCC Determination).18 
Subsequently, these exclusivity arrangements for type 5, 6, 7 metering installations 
were included permanently in the Rules and apply to all jurisdictions participating in 
the NEM.19 

However, in the ACCC Determination, the ACCC made the authorisation subject to 
the condition that the granted exclusivity did not include any remotely read interval 
meters, regardless of the frequency with which they were read, and irrespective of 
whether they met the existing requirements for type 4 metering installations.20 

The focus of the ACCC’s decision framework was against the public benefit test with 
respect to the impact on competition.21   
 
A more detailed summary of the ACCC Determination is set out in Appendix C. 
 

1.5 Reports 

On 17 June 2008, the Commission  published a report prepared by NERA London 
describing arrangements for AMI in seven jurisdictions in Europe (United Kingdom 
(UK), Italy, Netherlands and Sweden) and North America (California, New York and 
Ontario) (NERA London Report).22   

On 16 July 2008, the Commission published a report prepared by LECG on 
developments in the New Zealand (NZ) market for AMI and related services (LECG 
Report).23  

A more detailed summary of these reports is included in Appendix D. 

1.6 Consultation and Process 

On 20 December 2007, the Commission published a notice under section 95 of the 
NEL advising of its intention to commence the Rule change process in respect of the 
Derogation Proposal.  

The Commission has sought public comment on the Derogation Proposal.  The first 
round of consultation on the proposal closed on 15 February 2008.  The Commission 
received 22 submissions from a range of stakeholders, including retailers, metering 

                                                      
 
18 ACCC Determination, p. 5. 
19 National Electricity Amendment (Metrology), Rule 206, No 17.  
20 ACCC Determination, pp. 3 and 39-40. See also ACCC, Network, Issue 19, May 2005, p. 5. 
21 Ibid., pp. 2-3 and 25-38. 
22 NERA London Economic Consulting, Smart Metering for Electricity Consumers in Selected Jurisdictions - 

A Report for the AEMC, 6 June 2008 (NERA London Report). 
23 LECG, Developments in the New Zealand Market for Advanced Metering Infrastructure and Related Services,  

3 July 2008 (LECG Report).  
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service providers and distributors.24  A more detailed overview of the submissions 
from stakeholders regarding the Derogation Proposal is included in Appendix E. 

On 3 April 2008, 26 June 2008 and 21 August 2008, the Commission published notices 
under section 107 of the NEL to extend the publication of the Draft Rule 
Determination for this Derogation Proposal.  The Commission considered it 
necessary to extend the publication of the Draft Rule Determination in order to 
sufficiently analyse the national smart metering developments, including the 
progress made by the national working groups dealing with the smart meter 
framework and the recent variations in the Victorian smart meter rollout approach. 

On 25 September 2008, under section 99 of the NEL, the Commission published the 
Draft Rule Determination, including a draft Rule, and sought public comment.  This 
second round of consultation closed on 7 November 2008 and 14 submissions from a 
wide range of stakeholders were received.25  A more detailed overview of the 
submissions on the Draft Rule Determination is included in Appendix E. 

                                                      
 
24 The Commission received submissions from AGL, Alinta and UED, Citipower and Powercor, 

Country Energy, CTrade, Energy Networks Association, Energex, Energy Australia, Ergon Energy, 
Integral Energy, Macquarie Capital Finance, MCS Digital, Metropolis, NEMMCO, Origin Energy, 
Red Energy, Victorian Distribution Businesses, WINenergy, Semitech Innovations, Stream 
Information, EUAA and Energy Network Services. 

25 The Commission received submissions from AGL, Ballarat Renewable Energy and Zero Emissions 
inc (Breaze); Eco-Kinetics; Elster Metering; ENA; EnergyAustralia; Manningham City Council; 
Metropolis Metering Assets; NEMMCO; Origin Energy and Origin Energy supplementary 
submission; Renewable Future; combined submission from the Victorian distribution businesses: 
CitiPower, Jemena, Powercor, SPAusNet and United Energy Distribution; and the Victorian 
Government. 
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2 Rule Determination 

2.1 Rule Determination 

In accordance with section 102 of the NEL, the Commission has made and published 
this Rule determination.26  In accordance with section 103 of the NEL the 
Commission has made the National Electricity Amendment (Victorian Jurisdictional 
Derogation – Advanced Metering Infrastructure Rollout) Rule 2009 No. 2 (Rule as Made). 

The Rule as Made is published with this Rule determination and will commence on 
1 July 2009. 

2.2 Commission’s Considerations 

This Rule determination sets out the Commission’s reasons for making the Rule as 
Made.  In coming to its decision in favour of the Rule as Made, the Commission has 
taken into account: 

• the Commission’s powers under the NEL to make the Rule; 

• the Derogation Proposal; 

• the requirements under the NEL relating to requests for jurisdictional 
derogations, including sections 91(3) and 89 of the NEL;  

• the SPP and Decision Paper; 

• submissions received from stakeholders; 

• the NERA London and LECG Reports; 

• the CBA Report; 

• the ACCC Determination; and 

• the Commission’s analysis as to the ways in which the Derogation Proposal will 
or is likely to contribute to the National Electricity Objective (NEO). 

For the reasons set out in the following chapters, the Commission has determined 
that it should make the Rule providing for LNSP exclusivity : 

• to act as the responsible person for the rollout of smart meters to connection points 
where annual consumption is less than 160 MWh.  LNSPs will not be the 
responsible person for those connection points where, at the start of the rollout, a 
retailer is already the responsible person; and 

                                                      
 
26 Section 103(3) of the NEL provides that the Rule as Made need not be the same as the draft of the 

proposed Rule relating to the section 95 notice or the draft of the Rule contained in a draft Rule 
determination. 
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• to select the metering data agent to be engaged by NEMMCO in respect of the 
metering installations at these connection points. 

The Commission is of the view that the Rule as Made (reflective of the Derogation 
Proposal) meets the NEO in that it provides for a certain, predictable and accelerated 
rollout of AMI.  An accelerated rollout of AMI would provide for a number of 
efficiency benefits to be realised.  These benefits would not be available to the same 
extent, and as rapidly, under a retailer mandated or contestable rollout of AMI.  
 

2.3 Commission’s Power to Make the Rule 

The Commission is satisfied that the Rule falls within the subject matters for which 
the Commission may make Rules, as set out in section 34 of the NEL and in schedule 
1 to the NEL.  The Rule falls within the matters set out in section 34 of the NEL as it 
relates to the activities of persons participating in the NEM or involved in the 
operation of the national electricity system (section 34 (1)(iii) of the NEL). 

The Rule also falls under the following subject matter items under Schedule 1 to the 
NEL, namely:  

Item 31 . The calculation or estimation of use of electricity. 

Item 32:  The procedures and related systems for the electronic exchange 
 or transfer of information that relates to consumers of 
electricity, the provision of metering services and connection to 
 the national electricity system, and requiring compliance with 
 such procedures and use of such related systems. 

2.4 Differences between the Proposed Rule and the draft Rule 

The key differences between the proposed Rule and the draft Rule were: 

• The definition of “start date” was amended to cross reference the date in the AMI 
Cost Recovery Order to ensure that the start date in the Rule would be consistent 
with the start date in the Order including if that date is amended. 

• The definition of “cost recovery order” was amended to capture any 
amendments made by future Orders in Council. 

• The definition of “relevant metering installations” was clarified to exclude those 
metering installations that are located at a “high voltage connection point” in 
accordance with drafting suggestions provided by NEMMCO. 

• Clause 9.20.4 was amended to make it clear that clause 7.3.4(e) would not apply 
to the relevant metering installations.  Clause 7.3.4.(e) allowed the financially 
responsible Market Participant to make arrangements with the responsible 
person to alter a type 5, 6 or 7 metering installation. 
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• Clause 9.20.5 was inserted to address the circumstances where a relevant 
metering installations has features that could change the classification of the 
metering installation to a type 1, 2, 3 or 4 metering installation.  

• The scope of relevant metering installations was limited to those metering 
installations installed for the purposes of the AMI roll out. 

• Clause 9.10.2(b) was amended to include an additional trigger for the expiry of 
the derogation; ie such the inclusion of similar provisions to the derogation in the 
Rules. 

• A new clause 9.20.8 was inserted providing that NEMMCO was not responsible 
for the remote acquisition of metering data under clause 7.9.2 in relation to the 
relevant metering installations.  Clause 9.20.8 also provides that the responsible 
person for these metering installations is responsible for the remote acquisition of 
metering data in relation to those metering installations.  Further, a provision was 
included requiring the responsible person for relevant metering installations to 
provide the metering data collected to NEMMCO so that NEMMCO could meet 
its obligation to store the metering data in the metering database under clause 
7.9.2.  

2.5 Differences between the Draft Rule and the Rule as Made 

There are a number of key differences between the draft Rule to be made and the 
Rule as Made: 

• The numbering of Rule as Made reflects the numbering convention provided for 
in the Rules; 

• The definition of “relevant metering installation” has been amended to clarify the 
policy intention that Victorian Distributors have exclusive responsibility for 
rolling out AMI to small electricity customers.27  

• The definition of “start date” has been removed.  In light of advice from the 
Victorian Minister for Energy that the roll out of AMI has been delayed until mid 
200928, the Rule as Made adopts 1 July 2009 as this is the planned commencement 
of the roll out. 

• A definition of “remote acquisition” has been inserted to ensure consistency 
between the Rule as Made and the processed detailed in the metrology procedure 
for type 5 meters.29 

                                                      
 
27 The requirement for this clarification was set out in NEMMCO’s submission to the second round 

consultation, pp. 2-3. 
28 Letter from the Minister for Energy, the Hon Peter Batchelor MP, dated 6 September 2008. 
29 The requirement for this clarification was set out in NEMMCO’s submission to the second round 

consultation, p. 4. 
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• Clause 9.9B.2 has been amended to clarify how the trigger that leads to the 
expiration of the derogation following the roll out of AMI in other participating 
jurisdictions is to operate. 

• Clause 9.9B.3 has been revised to clarify that distributors have exclusivity in 
terms of the appointment of a responsible person for relevant metering installations. 

• Clause 9.9B.4 of the draft Rule has been deleted to remove duplication between 
this clause and clause 9.10.5 of the draft Rule.  

• Clause 9.9B.4 of the Rule as Made (clause 9.10.5 of the draft Rule) has been 
amended.  The amendments reflect advice from the Victorian Government that 
current meter types are not currently associated with any advanced metering 
capabilities (other than remote acquisition) so the activation of any advanced 
metering capabilities in relevant metering installations is unlikely to trigger a 
reclassification of the meter type.30   

• A new clause, clause 9.9B.8, has been inserted.  This clause clarifies the data 
delivery performance requirements that will apply to relevant metering 
installations under clause 7.11.1 and Table S7.2.3.1 of Schedule 7.2.3.31  The 
Commission notes the advice from the Victorian Government that relevant 
metering installations may transition to daily data delivery on or before 1 January 
2012.  The Commission expects that the service and performance standards 
applicable to daily data delivery will be specified in the metrology procedures.32 

 

 

 

 

                                                      
 
30 Letter from Peter Clements, Director, Energy Retail and Policy, Department of Primary Industries, 

dated 16 January 2009. 
31 This amendment has been made in response to issues raised in NEMMCO’s submission to the second 

round consultation, pp. 4-5. 
32 Letter from Peter Clements, Director, Energy Retail and Policy, Department of Primary Industries, 

dated 16 January 2009. 
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3 Assessment Approach 

This chapter sets out the Commission’s approach for assessing the Derogation 
Proposal.  Its detailed assessment and the reasons for its Rule determination are set 
out in Chapter 4. 

Stakeholders noted in submissions to the consultation on the Draft Rule 
Determination (second round consultation) that as the current Rules already provide 
for distributors to be the responsible person for type 5 metering installations, a 
derogation to provide for distributors to roll out AMI was not required.33  The 
Commission notes the existing provisions of the Rules, however, the Commission 
has accepted the position of the Victorian Government whereby the Derogation 
Proposal seeks exclusivity for LNSPs to be the responsible person to allow greater 
cost and investment certainty.34  

3.1 Methodology 

3.1.1 Factual and Counterfactual Arrangements 

The Victorian Government’s decision to mandate the rollout of AMI is taken as a 
given policy position by the Commission.  Accordingly, the Commission has not 
considered the merits of a mandatory AMI rollout to all small electricity consumers 
in Victoria.  Rather the focus of the Commission’s consideration has been the merits 
of one mandatory rollout option over another, having regard to the Rule making test, 
the SPP and Decision Paper, and section 89 of the NEL.   

In assessing any proposed Rule change of this nature against the NEL criteria, the 
first step is to consider the counterfactual arrangements against which the Rule 
change is being compared.  In the present case, the factual is a mandatory distributor 
rollout of AMI to all small electricity customers within an accelerated timeframe 
(Distributor Led Rollout), as described in the Derogation Proposal.   

The counterfactual is a mandatory retailer or contestable rollout of AMI to all small 
electricity customers within an accelerated timeframe.  That is, retailers would have 
the obligation for the deployment of AMI and they would be required to accept the 
role of responsible person or ask the distributor to perform that role.  This is the 
alternative rollout scenario contemplated by the Victorian Government in the 
Derogation Proposal in the event that the Commission did not make a Rule.35 

                                                      
 
33 Submissions to the second round consultation – AGL p. 2; Metropolis, p. 8.  
34 Derogation Proposal, p. 3. 
35 Derogation Proposal, Schedule 3, pp. A1-2. The Commission acknowledges that in their submission, 

Citipower and Powercor put forward an alternative counterfactual (pp. 8 – 11).  The Commission 
did not adopt this alternative for a number of reasons, including that a counterfactual was provided 
by the Victorian Government in the Derogation Proposal. 
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In submissions to the second round of consultation, retailers believed that the factual 
and counterfactual arrangements used by the Commission should have been 
‘regulated’ and ‘unregulated’ as opposed to ‘distributor led’ and ‘retailer led’.36  In 
addition, a metering service provider noted that as metering service providers were 
accredited and would be able to carry out metering services under both the factual 
and counterfactual arrangements, the Commission’s analysis was not valid.37  

As set out above, the Commission notes that the counterfactual arrangements 
incorporate consideration of a retailer led rollout or a contestable rollout.  Further, 
the services that would be provided by metering service providers under either 
scenario is noted, however the Commission’s assessment was to determine who 
should have the exclusive obligation or responsibility for the deployment of AMI, 
rather than who would actually provide the service. 

Under both the factual and counterfactual arrangements, the Commission has 
assumed the rollout of fully functioning smart meters in the manner contemplated in 
the Derogation Proposal (the smart meters would be treated as type 4 metering 
installations).  Following the initial submission of its proposal, the Victorian 
Government advised, however, that due to operational and national consistency 
issues and to guarantee the accelerated rollout of AMI in Victoria, the initial focus 
will be on a limited range of smart meter functionalities.  These changes are set out in 
Chapter 1 and Appendix A. 

For the purposes of its assessment, the Commission has assumed that the changes to 
the Victorian AMI project would also be applicable to the counterfactual, but sought 
the views of stakeholders on this point. 

In submissions to the second round of consultation, a retailer disagreed with the 
assumption that the initial rollout of a limited range of smart meter functionalities 
would also apply under the counterfactual arrangements.38  It was submitted that 
retailers would have to deploy AMI that met the requirements of type 4 metering 
installations (as opposed to type 5 metering installations) and daily reading, as well 
as other functionalities, would be enabled from the point of installation where 
communication networks permitted.39  It was queried why participants would limit 
rather than maximise services available to customers.40  The Commission’s view is 
that under the circumstances of an accelerated, mandatory rollout it is likely that 
similar operational and national consistency issues would also exist for a retailer led 
or contestable rollout.  Under either the factual or counterfactual arrangements, the 
scope of the rollout project would need to take into consideration any procedural 
issues and requirements to align with decisions from the national smart meter 
framework.  

                                                      
 
36 Origin Energy, submission to the second round consultation, p. 5. 
37 Metropolis, submission to the second round consultation, p. 9. 
38 Origin Energy, submission to the second round consultation, p. 5. 
39 Ibid. 
40 Ibid. 
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3.1.2 Key Propositions / Questions 

To assess the Derogation Proposal, the Commission has compared the factual and 
counterfactual against a number of key propositions or questions raised in the 
Derogation Proposal or in stakeholders’ submissions.  Those key propositions or 
questions are:  

• Would a Distributor Led Rollout of AMI benefit from vertical efficiencies more 
than a mandatory retailer or contestable rollout? 

• Would a Distributor Led Rollout of AMI facilitate or promote retail competition 
more than a mandatory retailer or contestable rollout?  

• Would a Distributor Led Rollout of AMI facilitate the development of AMI 
functions related to network operations and performance more than a mandatory 
retailer or contestable rollout? 

• Would a Distributor Led Rollout of AMI benefit from economies of scale and 
density more than a mandatory retailer or contestable rollout? 

• Would a Distributor Led Rollout of AMI provide for a more certain, efficient and 
orderly cost recovery approach than a mandatory retailer or contestable rollout? 

• Would a Distributor Led Rollout of AMI impede competition in the provision of 
metering services more than a mandatory retailer or contestable rollout? 

• Would a Distributor Led Rollout impede innovation in metering services more 
than a mandatory retailer or contestable rollout? 

3.2 Rule Making Test and National Electricity Objective 

In accordance with section 88(1) of the NEL, the Commission may only make a Rule 
if it is satisfied that the Rule will or is likely to, contribute to the achievement of the 
NEO. 

The NEO, as set out in section 7 of the NEL, is to promote efficient investment in, and 
efficient operation and use of, electricity services for the long term interests of 
consumers of electricity with respect to: 

• price, quality, safety, reliability and security of supply of electricity; and 
• the reliability, safety and security of the national electricity system. 
 
The NEO is founded on the concepts of economic efficiency (including productive, 
allocative and dynamic efficiencies), good regulatory practice (which refers to the 
means by which regulatory arrangements are designed and operated) as well as 
reliability, safety and security priorities.  The NEO encourages economic efficiency in 
the electricity sector in a manner that is welfare enhancing and economic efficiency 
takes into account public as well as private costs and benefits.  In assessing the 
Derogation Proposal against the NEO the Commission has also formed its decision 
by considering the likely long term and timing implications of the proposal 
compared to the counterfactual.  
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3.3 Jurisdictional Derogation – Sections 89 and 91 of the NEL 

As the Derogation Proposal is an application for a jurisdictional derogation the 
Commission must have regard to the matters in section 89 of the NEL.  Also, a 
Minister seeking a jurisdictional derogation must consult with the Ministers of other 
participating jurisdictions in accordance with section 91(3) of the NEL. 

3.3.1 Consideration of matters under Section 89 of the NEL  

Section 89 of the NEL lays down an additional requirement in relation to the making 
of a jurisdictional derogation: 

“In making a jurisdictional derogation, the Commission must have regard to 
whether: 

(a) The derogation provides for the orderly transfer of the regulation of 
the electricity industry in a participating jurisdiction under 
jurisdictional electricity legislation to the regulation of that industry 
under the national electricity legislation; or 

(b) The derogation continues existing regulatory arrangements applying 
to the electricity industry in a participating jurisdiction and the 
Minister of the participating jurisdiction requesting the derogation has 
notified, in writing, the Commission that he or she considers it 
necessary and appropriate that the existing regulatory arrangements 
continue; or….” 

Section 89 of the NEL is not determinative for jurisdictional derogations and does not 
impose a requirement that where the Commission is satisfied that any of its 
paragraphs applies the Commission must also be satisfied in terms of section 88(1) of 
the NEL (Rule Making Test).  Similarly, section 89 of the NEL does not impose a 
requirement that where the Commission is not satisfied that any of its paragraphs 
applies, the Commission cannot be satisfied in terms of section 88(1) of the NEL. 

The Commission notes the views put forward by a retailer that disagreed with this 
position, submitting that if the Commission was not satisfied that a derogation 
proposal met the requirements of section 89 of the NEL, it must not make the Rule.41  
However, the Commission has not accepted this view.    

In the Derogation Proposal, the Victorian Government states that the proposed 
derogation is consistent with the concepts of sections 89(a) and (b) of the NEL.42   

Section 89(a) of the NEL refers to ‘orderly transfer’.  Generally, this is to ensure that 
proposed jurisdictional derogations have, as one of their objectives, the transition 
from jurisdictional to national arrangements.   
                                                      
 
41 AGL, submission to the second round of consultation, pp. 1-2.  
42 Section 89(c) of the NEL is not relevant in this context. 
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The Derogation Proposal refers to the proposed national smart metering 
arrangements being developed through MCE processes.  The Victorian Government 
states that it supports this initiative but must progress its own policies regarding 
AMI to an earlier timetable as planned.  The Derogation Proposal does not discuss or 
otherwise indicate how the Derogation would provide for the orderly transfer and 
how it will take place.  The Commission notes, however, that the Victorian AMI 
project has been varied, in part, to address national smart meter framework issues.  
The Rule as Made, however, does provide for a transition to national arrangements. 

The Derogation Proposal contained a request that existing regulatory arrangements 
continue.  The Victorian Government stated that the existing regulatory 
arrangements comprise legislation, Orders in Council made under that legislation 
and ancillary technical regulatory instruments which are together intended to 
regulate the operational aspect of the electricity industry within Victoria.  However, 
section 89(b) of the NEL refers to regulatory arrangements actually in existence (i.e. 
operation) at the time that a jurisdictional derogation is made, rather than 
arrangements that will be established at some future time.  Only if a regulatory 
arrangement has actually commenced, and is in operation, would section 89(b) of the 
NEL apply and could be continued to be in force within the participating 
jurisdiction.  This does not appear to apply in this case, because the Victorian 
arrangements actually require the proposed Derogation to be operational. 

3.3.2 Section 91 of the NEL Requirements 

In accordance with section 91(3) of the NEL, the Minister for Energy and Resources 
(Victoria) consulted with the other jurisdictions before requesting the Commission to 
make a derogation.  The Commission has been advised that the Minister for Energy 
and Resources received the following replies: 

• ACT and South Australia supported the derogation; 
• NSW raised no objection, but noted that the proposal may pre-empt findings of 

the CBA Report on national smart metering arrangements being undertaken by 
the SMWG; 

• Tasmania raised no objection, but stated that analysis for Tasmania showed 
significant costs for installing smart meters.  Tasmania was not capacity 
constrained and the market characteristics of the Tasmanian region were 
different to Victoria.  However, timing of the SMWG process may result in 
delays to Victorian trials scheduled for early 2008 and therefore, Tasmania was 
prepared to support the derogation; and 

• Queensland acknowledged receipt of Victorian correspondence.  
 

3.4 Statement of Policy Principles (SSP) 

Under section 33 of the NEL, the Commission must have regard to any relevant MCE 
statement of policy principles.  As outlined above in chapter 1, the SPP is relevant to 
the Derogation Proposal.  
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3.4.1 SPP 

The SPP sets out the following four principles: 
 

1. A national minimum functionality supported by a national regulatory 
framework for smart meters should be put in place; 

 
2. Distribution network service providers will be legislatively obliged to roll out 

smart meters to some or all residential and other small customers in the 
jurisdictions where a mandated rollout will take place; 

 
3. During the period in which the distribution network service providers must 

complete the mandated smart meter rollout, the distribution network service 
providers should have exclusivity over meter provision and responsibility for 
related metering data in respect of the affected customers; and 

 
4 The regulatory framework for distribution network tariffs should ensure 

recovery by the distribution network service providers of the costs directly 
resulting from the mandatory rollout plus the costs of their existing stranded 
investment resulting from the mandatory rollout.  Moreover, the framework 
should also ensure the distributor network service providers promptly pass 
on cost efficiencies resulting from the installation of smart meters to the 
affected tariff classes. 

3.4.2 Derogation Proposal and SPP 

The SPP supports a Distributor Led Rollout of AMI in the manner contemplated in 
the Derogation Proposal.   

The Derogation Proposal is consistent with the SPP in that it: 

• Seeks to make distributors exclusively responsible for the rollout of AMI to small 
customers in terms of responsibility for meter and related metering data 
provision;  

• Is supported by regulatory requirements in Victoria under which Victorian 
distributors are obliged to roll out smart meters; and 

• Is supported by an approach to cost recovery which enables distributors to 
recover costs in a transparent manner.   

The principle regarding the cost recovery approach contains further criteria, 
including that it should be consistent with the revenue and pricing principles in the 
NEL and that distributors should promptly pass on to customers cost efficiencies 
resulting from the installation of smart meters.   
 
While consistency with these principles cannot be ascertained from the information 
available to the Commission, the Commission assumes that the cost recovery 
approach adopted in Victoria: 
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• Is consistent with the revenue and pricing principles in the NEL; and 

• Provides for distributors promptly to pass on to customers cost efficiencies 
resulting from the installation of smart meters.  

The Commission notes retailer submissions expressed the view that elements of the 
AMI Cost Recovery Order, as amended in November 2008 (the Revised Order), were 
inconsistent with the cost recovery principles under the SPP.43  The retailers believed 
that it was not clear how efficiencies gained under the mandated rollout would be 
passed to consumers and does not reflect the principles of flexibility for expansion of 
contestability.44  On consideration of the Revised Order, the Commission is of the 
view that there is an explicit efficiency carryover mechanism for distributor 
operational expenditure in the 2006-2008 period in relation to metering data services, 
meter maintenance and meter replacement costs.  For distributor expenditure from 
1 January 2009 the cost pass through mechanism in place will annually adjust 
customer charges for metering activities outlined in Schedule 2 of the Revised Order 
to reflect any excess or savings in expenditure.  For these reasons the Commission’s 
view is that the Revised Order is consistent with the requirements of the SPP.       
 

                                                      
 
43 Submission to the second round consultation, Origin Energy pp. 2-3; AGL supplementary 

submission, pp 1-3. 
44 Origin Energy, submission to the second round consultation, p. 2. 
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4 Assessment of the Derogation Proposal 

This chapter sets out the key questions and propositions that the Commission 
considers to be most pertinent in assessing the Derogation Proposal.  The approach 
to assessing the Derogation Proposal takes as given the Victorian Government’s 
policy to establish a mandated AMI rollout to all small electricity customers.  In this 
context, the Commission assesses the impacts of the Derogation Proposal on vertical 
efficiencies; retail competition; network operational benefits; cost recovery approach; 
economies of scale and density; metering competition; and innovation.   

4.1 Vertical Efficiencies  

Would a Distributor Led Rollout of AMI benefit from vertical efficiencies more than 
a mandatory retailer or contestable rollout?43  

4.1.1  Proponent’s View  

The Victorian Government did not deal with this matter directly.  In the Derogation 
Proposal, the Victorian Government maintained that while retailers would be 
required to engage metering providers for the provision of AMI, it is not clear on 
what basis the metering providers would have access to the network assets for the 
provision of communications.44   

4.1.2 Stakeholders’ Views 

In submissions to the first round consultation, distributors suggested that an 
accelerated rollout of AMI with the obligation across a number of parties in a 
geographic area has proven to be complex and that distributors are best positioned to 
handle such complexity.45  In particular, they argued that distributors have 
advantages over retailers to manage difficult sites.  Some DNSPs believed that the 
Derogation Proposal would minimise supply interruptions, annoyance for 
consumers and simplify the service provision arrangements for the period of the 
rollout.46  Distributors expressed the view that they could enable a clear, coordinated 
and timely rollout of the AMI as they have the experience and capability to co-
ordinate and manage large scale rollout tasks.47 

                                                      
 
43 The proposition is that distributors have skills in managing network assets and construction projects, 

accordingly they can engage effectively with customers and retailers and can better manage difficult 
sites and implement the rollout faster than retailers. 

44 Derogation Proposal, p. 8.  
45 Submissions to the first round consultation – Alinta and UED, p. 9; Victorian Distribution Businesses, 

p. 7. 
46 Alinta and UED, submission to the first round consultation, pp. 24-25. 
47 Ibid., pp. 3 and 15. 
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In submissions to the second round consultation, a retailer noted that it was not 
considered that distributors would be deploying a significant number of meters 
under the counterfactual arrangements.48  A metering service provider noted they 
were accredited by NEMMCO to provide the same services as distributors and 
would have the same experiences with meter installations.49  Submissions also noted 
that generally small customers were not aware of the identity of their network 
service provider and that it would be difficult to re-educate customers and cause 
unnecessary complications.50 

4.1.3 CBA Report 

The CBA Report stated that while the estimated cost of installations have a 
reasonable degree of certainty with regard to standard installations, the main area of 
uncertainty concerned difficult sites.  The expected incidence of difficult installations 
and the cost of dealing with these would not be known until a mass rollout actually 
commenced.51  

4.1.4 Commission’s Comment  

The Commission agrees that distributors have the experience and project 
management capability to co-ordinate and deliver large scale infrastructure and 
network equipment projects. 

The Commission also considers that if customers experience problems or issues with 
the installation of AMI, it would be easier for customers to have them resolved, or 
redressed, by distributors, due to the existing operational and contractual 
relationship.  Although participants submitted that customers were generally not 
aware of the identity of their distributor, the Commission notes that the distributor 
may be easily identified (by the retailer or, for example, by the ombudsman).  Under 
a mandatory retailer or contestable rollout, customers may be uncertain as to who is 
responsible for any problems they experience.  For example, there would not be the 
same level of certainty as to who would be immediately responsible for going to the 
site and attending to faults. 

Uncertainty about the scale and magnitude of the number and nature of difficult 
sites implies that distributors would be better placed to manage these risks; 
specifically in relation to old meters and wiring problems.  Although metering 
service providers are accredited to provide the same metering services as 
distributors, independent metering service providers have less demonstrated 
experience in large scale rollout of infrastructure.  In addition, to date, metering 
service providers have comparatively less experience with small customer sites and 
providing more extensive customer support functions. 

                                                      
 
48 Origin Energy, submission to the second round consultation, p. 5. 
49 Metropolis, submission to the second round consultation, p. 9. 
50 Submissions to the second round consultation – Metropolis, p. 9; Origin Energy, p. 8. 
51 CBA Report, p. 34. 
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Under a mandatory retailer or contestable rollout, while the large retailers may have 
comparable experience and capability to those of distributors, other retailers are 
likely to use third parties to roll out and operate smart meters on their behalf.  Such 
third parties may not have familiarity with the site or particular issues associated 
with the network connection or the related metering requirements.  This could cause 
delays in the rollout process and compromise the certainty and timeliness of the 
rollout.  It is possible, however, that distributors would also have involvement under 
a mandatory retailer or contestable rollout, potentially mitigating some of the 
concerns.  A Distributor Led Rollout would provide greater certainty that the rollout 
could be completed within the required timeframe. 

Overall, the Commission considers that distributors would have a substantial 
advantage over retailers in managing the rollout of AMI to the mass market.  This 
advantage is derived from distributors’ experience and expertise in undertaking and 
managing large scale and complex infrastructure rollouts requiring significant 
coordination of multiple service providers and experience with small customer sites.  
This advantage would provide greater certainty that the accelerated rollout to the 
small customer mass market would be achieved in the timeframe required by the 
Victorian Government.  In the Commission’s view, the project management and 
vertical efficiency advantages that distributors have over retailers would promote 
stability, predictability and certainty in a mandated rollout of AMI.  

4.2 Retail Competition  

Would a Distributor Led Rollout of AMI facilitate or promote retail competition 
more than a mandatory retailer or contestable rollout?  

4.2.1 Proponent’s View 

The Victorian Government considered that a mandatory retailer or contestable 
rollout would create barriers to entry for new retailers; prejudice existing small 
retailers; result in inefficient meter churn; increase the cost of customer transfers; and 
create barriers to customer switching and incentives for retailers to lock-in 
customers.52   

The Victorian Government submitted that the proposed distributor exclusivity 
would overcome these issues and enhance competition in the retail electricity 
market.  This would include an increased potential for more targeted product and 
price offerings to customers by retailers where energy is settled based on actual 
consumption rather than on a load profile, and thereby enhancing retail competition.  

4.2.2 Stakeholders’ Views 

In submissions to the first round consultation, distributors suggested that a 
Distributor Led Rollout would avoid the risk of compromising retail competition by 

                                                      
 
52 Derogation Proposal, pp.8-9. 
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not creating barriers to switching for electricity customers.53  Distributors argued 
that under a mandatory retailer or contestable rollout customer transfers may be 
stifled as retailers may have incentives to lock customers in for longer periods. 54   
 
Retailers and metering service providers did not agree with this statement as, in their 
view, retailers would not have any incentives to prevent customer switching.  Also, if 
retailers engage third party metering service providers, the issue would not arise.  
Further, these stakeholders were concerned that the Derogation Proposal may act as 
a longer term deterrent for customers switching to retailers providing metering 
services (beyond the term of the mandated rollout); particularly if metering charges 
were not separately itemised on the bill and included substantial exit fees.55  Further, 
retailers’ submissions expressed concern regarding the proprietary access standards 
of each distributor.56  
 
A customer representation group considered that a Distributor Led Rollout would 
reduce competition in service and product offerings at the retail level.57 
 
In submissions to the second round consultation, a retailer and metering service 
provider reiterated their view that retailers have low incentives to own metering 
assets.58  Even if it was assumed that retailers owned metering assets, in relation to 
barriers to competition being created by the potential of exit fees being charged, 
retailers believed that punitive exit fees would not be consistent with the regulatory 
provisions.  For this reason, it was not believed that retailer ownership of metering 
assets would create a barrier to retail competition.59  Retailers also considered it 
essential that an open assess regime be developed and agreed by industry to 
promote the contestability of retail and metering services.60 
 

4.2.3 CBA Report 

The CBA Report assumed that retailers would act as meter providers and would 
own the meters.  This gave rise to two alternative views.  First, the ownership of the 
meter by a retailer would act as a barrier to alternative retailers, as the meter would 
need to be changed where a customer wished to change retailer.  Second, in practice, 
retailers would come to a commercial agreement that would allow customers to 
change retailers without needing to change the meter.  It was noted that the price at 
which an incumbent retailer may be willing to ‘sell’ the meter may be related to the 

                                                      
 
53 Submission to the first round consultation – Citipower and Powercor submission, pp. 13-17; 

Victorian Distribution Businesses, p. 7. 
54 Submissions to the first round consultation – Alinta and UED submission, p. 25; Victorian 

Distribution Businesses, p. 6. 
55 Submissions to the first round consultation – AGL, pp. 4-6; Energy Australia, p. 2; Red Energy, p. 2; 

Macquarie Capital Finance, pp. 1-2 and Metropolis, p. 7. 
56 AGL, submission to the first round consultation, p. 6. 
57 EUAA, submission to the first round consultation, p. 3. 
58 Submissions to the second round consultation – Origin Energy, p.8; Metropolis, p. 10. 
59 Origin Energy, submission to the second round consultation, p. 8. 
60 AGL, submission to the second round consultation, p. 3. 
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new installation cost, and may therefore continue to act as a barrier to entry in terms 
of the costs faced by a competitive retailer.  

Overall, the CBA Report concluded that the alternative smart metering scenarios 
ranked equally in relation to the impact on retail competition.61  

4.2.4 Commission’s Comment 

The Commission considers that both a Distributor Led Rollout and mandatory 
retailer or contestable rollout would result in widespread availability of interval 
meters across the mass market which would allow for faster customer transfers and 
more varied retail product offerings and, therefore, assist and promote retail 
competition. 

There is scope for greater barriers to entry under a mandatory retailer or contestable 
rollout where incumbent retailers actually own the meters and related infrastructure.  
Under this scenario, retailers may have an incentive to lock customers into retail 
contracts aligned with the life of the metering assets.  However, it may be that some 
retailers would be unlikely to purchase meters and related infrastructure because of 
the high costs involved.  The role of independent metering service providers can go 
some way to overcoming the problems identified.   

Evidence from the UK and limited experience in Australia suggests that meter churn 
risks under a mandatory retailer or contestable rollout could be overcome on a 
commercial basis.  Further regulation could specify access arrangements to facilitate 
interoperability and prevent meter churn.  

Under a Distributor Led Rollout, there is less scope for retailers to engage in 
behaviour creating barriers to entry and switching, including the risk of meter churn.  
This in turn would promote retail competition more than a mandatory retailer or 
contestable rollout.  While there is some evidence that this might not be a substantial 
issue, the evidence is limited.  Although retailers and metering service providers 
submitted that it would not be likely for retailers to own metering assets, the 
Commission notes that the current provisions do not prevent retailers from owning 
metering assets.  Further, the availability of independent metering service providers 
to own meters in a mandated rollout scenario may be limited and, accordingly, some 
retailers may be required to own the meters and related infrastructure to meet the 
rollout timetable requirements.  

The Commission considers that a Distributor Led Rollout would achieve an 
accelerated rollout to the mass market quicker than a mandatory retailer or 
contestable rollout and, therefore, that the long term benefits from enhanced retail 
competition would be enjoyed earlier, and with greater certainty, by consumers 
under a Distributor Led Rollout.  The consumer benefits from enhanced retail 
competition include providing an important tool for consumers to better understand 
and manage their energy usage with the potential for benefits from energy 
conservation and peak load shifting to result.  Other benefits include more efficient 
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customer transfers, more accurate and informative customer billing, and more 
flexible and efficient pricing structures which better reflect time of use. 

The Commission notes that the broader considerations for developing an open access 
regime are currently being considered as part of the national smart meter 
developments.  This is the appropriate forum through which such issues should be 
addressed.   

4.3 Network Operational Benefits  

Would a Distributor Led Rollout of AMI facilitate the development of AMI functions 
related to network operations and performance more than a mandatory retailer or 
contestable rollout?62  

4.3.1 Rule Proponent’s View  

The Victorian Government believed that the implementation of its policy could not 
be reasonably achieved under a mandatory retailer or contestable rollout because 
there would be considerable uncertainty as to how retailers would achieve the 
network operational benefits that are provided by AMI.63  The Victorian 
Government considered that these uncertainties would be reduced under the 
Derogation Proposal. 

The effect of the Derogation Proposal, according to the Victorian Government, would 
be to promote the efficient use of electricity services as distributors would be able to 
provide enhanced services at reduced costs to all retailers and their customers.  
Further, the Victorian Government considered that the Derogation Proposal would 
ensure that the benefits of AMI in the provision of metrology services and network 
operational services are provided through an integrated system in each network 
rather than on an ad hoc basis.  It was claimed that distributors would have ready 
and efficient access to enhanced information about resolving supply quality and 
outage issues thereby improving the overall performance of the networks.64 

4.3.2 Stakeholders’ Views  

In submissions to the first round consultation, distributors stated that the Derogation 
Proposal would lead to significant operational benefits and efficiencies.65  
Operational cost efficiencies would result from the loss of supply detection 
functionality of smart meters being integrated into distributors’ network operations, 
including reduced calls to faults and emergency lines, reduced costs for post-storm 
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restoration, and avoided costs of customer complaints about loss of supply.66  
Further, the Derogation Proposal provided a clear and simple framework where AMI 
functionality could be utilised by distributors without the time delay of receiving 
network and metering data from many competitive metering data service 
providers.67   

Distributors stated that, under a contestable approach, retailers would opt for a 
point-to-point solution which, in their view, would not be able to deliver the network 
operational benefits as efficiently as a fixed infrastructure solution.68   

Alternative views were that there is no uncertainty as to whether the same 
operational network benefits would occur under a mandatory retailer or contestable 
rollout.  Network benefits could be achieved through smart meters owned and 
operated by third party metering services providers and data access provided by a 
meter data agent, as had been demonstrated in the recent Victorian technology 
trials.69  It was argued that point-to-point technology would not be less efficient and 
more expensive compared to the fixed infrastructure distributors would use under 
distributor exclusivity.70 
 
In submissions to the second round consultation, a renewable energy service 
provider also noted that network integration is not applicable to their businesses as 
mobile telephone networks are used for data transmission.71 
 

4.3.3 SPP and Decision Paper 

The SPP stated that to maximise the net benefits of a mandated rollout of smart 
meters in a timely manner and to capture the operational benefits for DNSPs, the 
DNSPs would be legislatively obliged to roll out smart meters where a mandated 
rollout will take place.  The Decision Paper stated that the CBA Report strongly 
supported the benefits of an accelerated, or mass rollout approach in comparison 
with a new and replacement smart meter program.  In particular, the Decision Paper 
stated that the benefits from a Distributor Led Rollout include synergies with 
network management.  The Decision Paper maintained that the CBA Report 
estimated that the largest proportion of smart meters benefits is achieved through 
operational efficiencies under the Distributor Led Rollout.72   
 
The MCE stated that it supported a Distributor Led Rollout largely to manage the 
market failure risks specific to achieving an accelerated rollout given the scale of 
change required; the complexity in the market change; and the need to maximise 
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network operational benefits in the transition.73  Further, it stated that it recognised 
that many of the benefits identified depend on a managed large scale change over.  
The MCE believed these benefits would be reduced or not captured under a slower 
or selective deployment of AMI.  The types of network operational benefits listed by 
the MCE included avoided meter reading costs, installation efficiencies, network 
management improvements, time-of-use settlement and market scale for new retail 
products. 
 

4.3.4 CBA Report 

In relation to business efficiency benefits, the CBA Report estimated that the business 
efficiency benefits were expected to be largely the same across all rollout scenarios 
(including Distributor Led and mandatory retailer or contestable rollouts). The key 
exception was the benefits for distribution businesses associated with meter loss of 
supply detection functionality of smart meters.   

The reason given was that the effectiveness of outage detection depends on the 
architecture of the smart metering system (particularly in the case of mesh radio 
systems as assumed for urban customers).  Under a Distributor Led Rollout, 
distributors would locate data concentrators and ‘first hop’ meters in order to 
optimise the collection of outage information.  With the reduced densities assumed 
under a mandatory retailer or contestable rollout scenario, a Meter Data Agent 
(MDA) will have an incentive to locate concentrators and ‘first hop’ meters to 
maintain the integrity of the system rather than picking up key points on the 
electrical system.   

4.3.5 Commission’s Comment  

The Commission notes that once AMI has been rolled out there may be operational 
benefits.  The Commission understands that there will be benefits flowing to 
distributors from smart metering systems.  However, the information flow using 
modern remote communication facilities can be seamless and instantaneous and that 
there is no reason why this service could not be provided by a third party (as is 
currently provided by internet service providers for real time security surveillance).  
In those circumstances, distributors should be no worse off if the information was 
provided by a third party service provider.  The important point for a distributor is 
that the end-point device (the smart meter) has sufficient functionality to generate 
the necessary information.   

Retailers can also derive a benefit from the outage detection functionality of smart 
meters.  Retailers need this information for decision making on financial risks arising 
from movements in the wholesale market spot price.  This does not appear to have 
been recognised as a benefit to retailers in the CBA Report.   

The incentive for retailers to install and use outage detection functionality appears to 
dilute the claim that distributors should have ownership and operation of a smart 
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metering system for the purposes of gaining network operational benefits.  The 
Commission notes that in NZ, retailers, who have initiated the rollout of AMI, 
believe that distribution companies who perceive value in information provided by 
AMI would be likely to be willing to contribute to the costs of AMI.74   

The Commission recognises that the network operational benefits associated with the 
rollout of AMI are substantial.  They have the potential to provide enhanced services 
to consumers and retailers.  The Commission notes that although some renewable 
energy service providers may use different communication networks and not benefit 
as greatly as consumers and retailers, overall the rollout will provide benefits to the 
majority of consumers across the market.  While noting that network operation 
benefits could be achieved by either rollout approach, the Commission considers that 
these benefits  (as well as retail and wholesale operational benefits) from more 
accurate information being made available more quickly would be enjoyed by the 
broader market sooner under a Distributor Led Rollout than under a mandatory 
retailer or contestable rollout.  This is because of the certainty provided under a 
Distributor Led Rollout that AMI would be rolled out in an accelerated timeframe. 

4.4 Economies of Scale and Density  

Would a Distributor Led Rollout of AMI benefit from economies of scale and density 
more than a mandatory retailer or contestable rollout? 

4.4.1 Rule Proponent’s View  

The Victorian Government maintained that the economies of scale and density which 
would flow from distributor exclusivity would enable a lower cost, faster and more 
efficient AMI rollout than a rollout which does not provide for distributor 
exclusivity75.  A higher volume of meters rolled out by each distributor would mean 
higher economies of scale and lower unit costs.  The avoided cost of annual meter 
reads was an important factor behind the Victorian Government’s policy decision to 
roll out AMI.  The value of this becomes less significant where remotely read meters 
are randomly distributed.   

The Victorian Government acknowledged that larger retailers have, on a national 
basis, access to potential economies of scale.  These economies would be dependent 
upon the timing and extent to which the retailer chooses to roll out AMI to a 
sufficiently large proportion of their customer base.76  
 

4.4.2 Stakeholders’ Views  

In submissions to the first round consultation, distributors were supportive of the 
Victorian Government’s view regarding economies of scale and density: 
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“With the distributor focussing on its entire service area, the opportunity for 
achieving volume efficiencies in terms of asset procurement and installation 
costs can be optimised.  The density of customer installations within a service 
area provides opportunities in terms of optimising the design and utilisation 
of key assets, such as the communications network, and particular 
components, such as data concentrators.  The density factor will also assist in 
reducing travel times during the rollout and increasing the efficiency with 
which specialised resources can be used to support rollout crews.”77 

They also referred to particular AMI technologies, such as mesh radio, which rely on 
the density of installations for effective operation (that is, close proximity of meters) 
and are proposed to become part of the distributor’s existing network assets. The 
lower meter density associated with a market driven rollout is likely to impact on the 
effectiveness of such communications infrastructure.78  

Retailers and metering service providers questioned this view, noting that some of 
the larger retailers have more customers than the individual distributors.  According 
to retailers and metering service providers, economies of scale would not be 
compromised under a mandatory retailer or contestable rollout.79  For instance, 
relative efficiencies of scale and density may not be as evident in a rollout that has 
less reliance on line carrier technologies.80  Metering service providers stated that the 
cost of installing a meter does not increase as geographic densities decrease.   

Metropolis stated that: 

• Residential rollouts in Adelaide and Melbourne show that localised densities as 
low as 5% achieve very competitive installation rates; and  

• Under a mandated rollout of metering, hardware suppliers would offer 
umbrella pricing to ensure the largest possible market share and production 
efficiencies.81 

 
Origin Energy was of the view that all market participants have an interest in 
lowering costs by: 

• Co-ordinating their activities and rollout plans with other retailers and/or 
suppliers; 

• Utilising common service providers and standards where appropriate; and 
• Seeking low risk strategies of metering provision, such as establishing leasing 

arrangement with third party metering providers.82 
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4.4.3 CBA Report 

The CBA Report concluded that there were unlikely to be significant differences 
between a Distributor Led Rollout and a mandatory retailer or contestable rollout 
due to economies of scale.  It found that costs per meter were unlikely to fall 
considerably for volumes above 250,000 units.  The CBA concluded that there were 
no material differences in costs between Distributor Led and mandatory retailer or 
contestable rollout scenarios.83  

4.4.4 Commission’s Comment 

The Commission has considered the views presented in the stakeholders’ 
submissions as stated above in relation to the economies of scale and density 
resulting from the Derogation Proposal and the findings of the CBA Report.  

The Commission considers that insufficient evidence was provided by the Victorian 
Government to support the claim that distributors have significant economies of 
scale and density that are not available to retailers.  The CBA Report did not find 
significant differences between a Distributor Led Rollout and a mandatory retailer or 
contestable rollout.  In either rollout scenario, the party responsible for the rollout 
could optimise its rollout strategy to gain the greatest operational benefits.  
Economies of scale and density can be viewed in different ways.  Under a mandatory 
retailer or contestable rollout, retailers might organise the rollout in a different way 
to maximise their own particular operational benefits. 

The arguments put forward by the distributors rely heavily on the proposed 
communications infrastructure to be adopted, that is, mesh radio and the network 
operational benefits that it could provide.  

The experience in NZ and the UK suggests that retailers can adopt strategies to 
minimise costs along the lines suggested by Origin Energy.  However, in Europe and 
North America most large scale rollouts of AMI or smart meters have been 
undertaken by distributors.  In a submission to the second round consultation, 
Origin Energy noted that comparisons to North America or Europe provided little 
value given the differences in market structure to the NEM.84  The Commission 
acknowledges there may be a number of differences between these markets; however 
as there has not been a large scale rollout of metering services of this nature in the 
NEM, these comparisons do provide useful insight into the relevant factors that may 
affect such a rollout.  This is especially relevant given the consideration that the 
motivation and rationale for the rollout of AMI are similar across a number of the 
jurisdictions examined. 

The Commission considers that there is likely to be little difference with the 
economies of scale and density under a Distributor Led Rollout and mandatory 
retailer or contestable rollout. 
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4.5 AMI Cost Recovery  

Would a Distributor Led Rollout of AMI provide for a more certain, efficient and 
orderly cost recovery approach than a mandatory retailer or contestable rollout? 

4.5.1 Proponent’s View 

The Victorian Government was of the view that the regulated cost recovery approach 
outlined in the Derogation Proposal would facilitate the smearing of costs across 
customers which would be consistent with the approach taken for types 5 and 6 
metering installations.85 Customers would be protected by a transparent, simple and 
equitable regulated approach to cost recovery not directly available under a 
mandatory retailer or contestable rollout.86  It was expected that there would be an 
accelerated and/or uncertain timeframe for the recovery of costs by retailers given 
their shorter term relationships with customers, resulting in relatively higher costs to 
customers or a request for termination fees if customers switch retailers 
prematurely.87 

4.5.2 Stakeholders’ Views 

In submissions to the first round consultation, distributors expressed the view that 
there would be benefits to a regulated cost recovery approach.  The economic 
regulator is independent and would review tendering processes as well as cost 
components.  The methodology for assessing costs is set out in the AMI Cost 
Recovery Order and is, therefore, transparent.88 

Retailers were of the view that the regulated cost recovery approach could delay the 
development of a competitive market in metering services.  In particular, high exit 
and restorations fees proposed would allow distributors to recover unavoidable costs 
relating to the removal and reinstatement of AMI.  In this context the longer term 
prospect of developing a competitive metering market would be diminished.89 

Metering service providers challenged the view expressed by the Victorian 
Government. If retailers do not own or operate electricity meters, but rather adopt 
the services of a third party meter service provider there would be no need for an 
accelerated cost recovery.90 

In submissions to the second round consultation, some stakeholders contended that 
assessment of the Derogation Proposal by the Commission should not have included 

                                                      
 
85 Derogation Proposal, p. 10. 
86 Ibid., p. 16. 
87 Ibid., p. 8. 
88 Alinta and UED, submission to the first round consultation, p. 21. 
89 AGL, submission to the first round consultation, p. 5-6. 
90 Metropolis, submission to the first round consultation, p. 10. 



 
Assessment of the Derogation Proposal 33 

 

consideration of the cost recovery provisions as the cost recovery provisions were 
determined by the Victorian Government.91   

Retailers submitted that under a contestable approach, competition would minimise 
overall costs.  Retailers also raised concerns that distributors’ prices would be set in 
an environment lacking competitive pressure and not benchmarked to the 
competitive provision of AMI.  It was suggested that to mitigate these concerns 
comparisons should be made with benchmarks from comparable markets.92 

4.5.3 SPP and Decision Paper 

The SPP stated that the regulatory framework for network tariffs, consistent with the 
revenue and pricing principles, should ensure that distributors are able to recover in 
a transparent manner the costs directly resulting from meeting the mandated service 
standards for smart meters and the costs of their existing investment which has been 
stranded by any mandatory rollout.  Further, distributors should promptly pass on 
cost efficiencies resulting from the installation of smart meters to tariff classes 
affected by the costs of a smart meter rollout. 

The Decision Paper stated that cost recovery should be limited and net of reasonably 
achievable network operational benefits to ensure that they are passed on directly to 
consumers.  Cost recovery should include meters and communications infrastructure 
meeting the national minimum functionality and systems directly required to meet 
agreed service requirements to other parties, such as billing and settlement.  The 
costs of broader activities, such as outage management should be negotiated 
separately with the regulator on the basis of a business case. 

4.5.4 Commission’s Comment 

Consistent with the SPP and the Decision Paper, the cost recovery process as set out 
in the AMI Cost Recovery Order (in its original and amended form) is transparent, 
simple and certain with cost recovery being subject to regulatory oversight and 
approval.  The Commission assumes that the cost recovery process is also consistent 
with the revenue and pricing principles set out in the NEL and the cost recovery 
principles set out in the SPP.  The Commission notes the views raised that the 
assessment of the cost recovery provisions should be outside of the Commission’s 
assessment.  However, as the Derogation Proposal referenced the cost recovery 
mechanism in relation to how the derogation would meet the NEO,93 it was 
necessary and within the Commission’s requirements to address this aspect of the 
Derogation Proposal.  Further, the Commission was also required to consider the 
cost recovery provisions given that the SPP refers to cost recovery mechanisms. 

To date, a wide scale smart meter rollout has not taken place in Australia.  The 
regulator has no past history from which to draw on when determining whether 
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distributors are adopting cost effective strategies other than being privy to the 
tendering process adopted by distributors.  There may be a need for ongoing 
regulatory oversight to ensure that network efficiencies are achieved and passed on 
to consumers, consistent with the SPP and Decision Paper.  The Commission notes 
the suggestion from Origin Energy for the regulator to make comparisons with 
benchmarks from comparable markets.  The Commission considers that such data 
may be of benefit and notes that economic regulators have extensive experience and 
are well versed in the tools that may be available. 

The Commission considers that some significant benefits are likely to be associated 
with a regulated approach to cost recovery.  They include: 

• Enabling distributors to finance and undertake an accelerated rollout to all small 
customers and provide the necessary certainty to the Victorian Government that 
the rollout of AMI will take place in a timely manner.  To date, retailers have been 
unable to provide this certainty to the Victorian Government; 

• Providing the certainty of cost recovery for distributors and, accordingly, 
assisting them in obtaining financing to meet the universal rollout requirements 
of the Victorian Government; and 

• Smearing of costs across the mass market customer base (who would be the 
recipients of the new meters) represents a transparent, simple and equitable 
approach to cost recovery, which is less likely to be provided under a mandatory 
retailer or contestable rollout.  Although it is suggested that competitive forces 
under a contestable rollout may result in lower overall costs, smearing costs 
could provide a more equitable outcome.  Being a mandatory rollout, consumers 
would not be exercising choice and therefore it would be unfair for some 
customer classes to be potentially exposed to higher charges (e.g. remote 
customers).     

The Commission considers that the proposed cost recovery approach would provide 
transparency to customers regarding metering costs and certainty to distributors 
regarding recovery of such costs.  

4.6 Competition for Metering Services  

Would a Distributor Led Rollout of AMI impede competition in the provision of 
metering services more than a mandatory retailer or contestable rollout?94  

4.6.1 Proponent’s View 

The Victorian Government considered that the Derogation Proposal would continue 
to provide for competition in the provision of metering services as competition 
would still exist at the meter vendor and contractor level because distributors would 
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use a range of suppliers for efficiency reasons and in order to spread commercial 
risk.  In addition, competition for the provision of other value-added metering 
services such as in-home-displays, which are facilitated by AMI, would remain.95  It 
was the view of the Victorian Government that the potential benefits available to 
consumers through enhanced retail competition would be greater than the benefits 
available to them through the choice of responsible person.96  The primary concern 
of the Victorian Government is to promote the effectiveness of retail competition as 
quickly as possible rather than to promote metering services competition. 

4.6.2 Stakeholders’ Views  

In submissions to the first round consultation, distributors did not address the issue 
of impacts on metering services competition directly.  Alinta and UED referred to the 
experience in Canada and quoted from a paper prepared by the Demand Response 
and Advanced Metering Coalition questioning whether metering competition 
produces lower costs.  Also, distributors argued, the economic advantages of 
competition could be gained by the competitive procurement of assets and 
infrastructure.97   
 
Other stakeholders expressed concern that distributor exclusivity would inhibit 
competition in the market for AMI.  In particular, high exit and restoration fees, 
issues around interoperability and lack of transparent costs of AMI could stifle 
competition in this area well beyond the term of the accelerated rollout.98  Metering 
service providers were concerned that the Derogation Proposal would deny them the 
opportunity to expand into the small customer market and could result in prices 
being undercut in the ‘large customer’ market.99 AGL referred to a report 
commissioned by the Victorian Government which stated that a Distributor Led 
Rollout would reduce competition for the vast majority of metering100.  Concerns 
were raised that recent tenders for metering services by a distributor effectively 
excluded small metering service providers.101 

Some retailers stated that the cost recovery approach would prevent ongoing 
technological and cost improvements and may delay the development of a 
competitive AMI.102  AGL suggested that an accelerated regulatory depreciation 
would enhance the development of competition post-derogation; that the costs and 
charges of AMI services should be separated in to meter provision, data management 
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and AMI services; and that the cost of regulated electricity network services and 
related party transactions should be ring-fenced to avoid cross subsidisation.103   

Several submissions stressed that, without competitive pressure on prices, 
consumers would pay higher prices.104  One metering service provider argued that 
competitive pressures ensure that its services, functionality, technology and pricing 
remain superior.105   

In submissions to the second round consultation, distributors believed that 
consideration of any transitional measures and contestability after the mandatory 
rollout were issues to be address by the NSSC in its consideration of the national 
framework and should have been outside the Commission’s assessment.106 

Retailers and metering service providers generally supported the measures to reduce 
or eliminate any obstacles to the contestability of metering services, including the 
unbundling of the smart meter service charges, an accelerated depreciation and 
limited exit and restoration fees.107  However, a metering service provider submitted 
that retailers should be given the option to bundle services as itemisation may result 
in higher compliance costs for retailers.108 

Origin Energy proposed potential exemptions to distributor exclusivity to maintain 
some level of metering competition during the mandatory rollout period.109  Origin 
Energy’s proposal was to introduce ‘carve outs’ for three categories of customers – 
business customers, new connections and special requests.  It was noted that the 
objective of the AMI rollout is to provide smart meters to domestic customers and 
therefore business customers could be excluded.  In addition, new connections and 
special requests provide considerable scope to provide enhanced AMI.  Origin 
Energy believes the potential number of customers under these categories should be 
incremental and not impact on the distributors mandated rollout.   

Exemptions were also suggested by a number of other stakeholders, particularly in 
relation to providing services for photo-voltaic (PV) cell installations.110  These 
stakeholders noted that AMI was already available to their customers and 
distributors would not be able to meet their requirements at the same prices.  
Owners and operators of small renewable energy generators (including specifically 
PV cell installations) believed they would be substantially disadvantaged under a 
Distributor Led Rollout.  These stakeholders require gross metering to benefit from 
feed-in tariffs and the concern was raised that distributors would only be able to 
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provide net metering functions.  In their view, an exemption would ensure that the 
existing standard of metering services would continue to be available to customers 
with PV cell installations.111    

The Victorian Government does not support introducing any exemptions.112  In its 
submission to the second round consultation, the Victorian Government raised a 
number of concerns with potential carve outs: 

• NEM processes – the NEMMCO B2B (Business to Business) hub currently only 
supports the flow of information where the distributor is the responsible person.  
New B2B services would be developed through the NSSC to support 
contestability in the future but until such time allowing a retailer or the MDA to 
be the responsible person would pose a number of concerns;113 

• Potential for customers to be locked into an MDA – as there are only a small 
number of MDAs providing services to small consumers, a customer may not be 
able to find a competitive offer.  A customer may be able to change retailers but 
not MDAs and hence be locked into a particular provider.  This situation would 
not achieve metering contestability and does not enable effective retail 
competition;114 

• Geographic density – the AMI rollout project requires AMI to be deployed 
universally and within an accelerated timeframe.  The most cost-effective AMT 
systems require geographic density and any dilution of this density would 
potentially decrease the cost- and operational-effectiveness of the project;115 

• Least cost – distributor exclusivity is expected to provide the rollout at least cost.  
Any diminution of this aspect is therefore likely to reduce the net benefits to the 
community.116 

In relation to the requirements of PV cell installations, the Victorian Government 
noted processes are already in place to cater for enhanced functionalities and 
enhanced service levels.117  In addition, the Victorian Government noted that 
Victorian feed-in tariffs were based on net energy to the grid produced by 
generators, and not gross energy.118   

In its submission, Metropolis disagreed with the assessment put forward by the 
Victorian Government.119  While acknowledging there are issues concerning 
participant interaction that would be addressed over time, Metropolis noted that the 

                                                      
 
111 Ibid. 
112 Victorian Government, submission to the second round consultation, pp. 1-3. 
113 Ibid, p. 2. 
114 Ibid, p. 3. 
115 Ibid. 
116 Ibid. 
117 Ibid, p. 4. 
118 Ibid. 
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B2B hub was not the only means for participant communications and that the most 
important means of inter-participant communication is MSATS.120  Metropolis also 
disagreed that participants would be locked into an MDA as the Responsible Person 
would be able to appoint any MDA to perform meter readings.121  Metropolis did 
not believe that technology choices that relied on geographic density should be 
encouraged and that the effectiveness of a Distributor Led Rollout would not be 
impacted by allowing retailers to continue in the role of Responsible Person in 
exceptional cases which would only affect a limited number of customers.122 

4.6.3 Decision Paper 

In its Decision Paper, the MCE noted that the benefits of exclusivity to distributors 
are specific to the mass scale and major change requirements of a universal rollout of 
small homogeneous meters.123  However, the MCE stated that it recognised the 
potential benefits of contestability in the provision of metering services and remained 
open to further expansion of contestable metering beyond the rollout period and as 
technology and retail competition matures to support this.124  Regulatory and 
operational arrangements in the national framework should be designed with future 
flexibility on this matter in mind. 

4.6.4 Commission’s Comment  

The Commission acknowledges the concerns raised in stakeholders’ submissions that 
the Derogation Proposal would be a departure from current arrangements under 
Chapter 7 of the Rules and that some metering service providers are concerned about 
the impact of the Derogation Proposal on their businesses.   

However, the Commission notes that competition would still exist at the meter 
vendor and contractor level and that distributors would be likely to use a range of 
suppliers which would provide opportunities for independent metering service 
providers.  This would, however, benefit larger metering manufacturers and service 
providers who can meet the distributors’ tendering requirements.  

While retailers would be prevented from selecting their metering service providers 
for AMI and this may impact some metering service providers, the Derogation 
Proposal seeks distributor exclusivity for a limited time.  At the end of the mandated 
period, the intention would be for metering provision to revert back to contestable 
arrangements.  It will be important, therefore, to ensure that there are measures to 
facilitate the reversion to contestable arrangements after the end of the mandated 
rollout period.   Once the derogation expires, the current provisions of Chapter 7 of 
the Rules will again apply. 
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A contestable approach to metering provision is integral to Chapter 7 of the Rules 
and that the MCE has expressed support for contestable metering beyond the rollout 
period.  Further, the MCE stated that regulatory and operational arrangements in the 
national framework should be designed with future flexibility on this matter in 
mind.125  Given metering services contestability is a fundamental tenet of the Rules, 
the Commission must consider and assess any affects on the level of contestability of 
any Rule change proposal.  In addition, as the derogation is limited by time, the 
Commission is required to assess any potential impacts on the operation of the Rules 
once the derogation ends.  The Commission considers that it is important for 
contestable metering arrangements to continue after the mandated rollout period 
ends.  This would allow the benefits of contestability in metering services, such as 
technological and service innovations, to be provided to consumers in the longer 
term.  The Commission notes that the NSSC will continue to consider the 
developments required for the transition to a fully contestable market. 

In order to ensure an environment that would not hinder contestability in AMI 
services after the mandated rollout period, the Commission suggests that 
arrangements should be implemented through the relevant regulatory instruments 
to reduce or eliminate any obstacles to contestability of metering services. Such 
measures could include, for example:  

• Metering costs to be itemised separately on customers’ bills.  This would ensure 
transparency and enable customers to compare the cost of metering services after 
the mandate has expired;  

• Adopting an accelerated regulatory depreciation for AMI installed as part of the 
rollout to limit the period over which the costs of the rollout are recovered; and 

• Limiting the quantum of exit fees and restoration fees proposed to be charged by 
distributors to directly incurred unrecovered costs.  In addition, such fees should 
be imposed for a limited period after the meter has been installed.  

Such measures, consistent with the MCE’s intentions, would help facilitate metering 
contestability after the mandated rollout period and provide an incentive for 
distributors to invest efficiently.  The Commission notes that it is not within the 
Commission’s functions to implement any of these measures however, the 
Commission believes that such measures are likely to benefit the long term interest of 
consumers if such measures were to be put in place. 

The Commission considers that although carve outs would provide specific benefits 
to certain consumers, it is only anticipated that an incremental number of consumers 
would benefit and, therefore, the benefit to metering contestability may not be great 
or even certain.  Process and system limitations in the NEM may also prevent any 
potential benefits to be gained from providing exceptions from being fully realised in 
the short term.  In addition, providing exceptions could have a negative impact on 
the overall cost-effectiveness of the rollout project by introducing greater uncertainty.  
On consideration of these issues, the Commission does not support introducing any 
carve outs.  The Commission’s view is that a Distributor Led Rollout is a guaranteed 
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rollout to all small consumers and, for this reason, provides long term advantages to 
a greater number of consumers overall. 

4.7 Innovation  

Would a Distributor Led Rollout impede innovation in metering services more than 
a mandatory retailer or contestable rollout? 126 

4.7.1 Proponent’s View 

To minimise the risk of unrealised opportunities for innovation, the Victorian 
Government explained that it undertook extensive industry consultation and 
research and analysis of functionalities adopted world-wide.127  It believed that 
under the Derogation Proposal, the rollout of AMI would provide the key 
information for retailer innovation.128  The Victorian Government has adopted a 
regulated approach to innovation in the AMI Specifications Order.  
 

4.7.2 Stakeholders’ Views 

In submissions to the first round consultation, distributors presented a positive view 
about the impact of the Derogation Proposal on innovation.  One submission 
believed that, to date in Victoria, retailers have had significant input in the 
development of the functionality and service levels and that these are far greater 
than those required or delivered by the current providers of type 4 metering 
installations.129  A further comment was that the framework established by the 
Victorian Government provides the opportunity for retailers to seek enhanced 
functionality and service levels from the distributors.  130   

Distributors noted that, to date, there has been little innovation by retailers in 
metering services in the mass market and also referred to the experience in the UK 
where they consider that retailers have shown little innovation in metering 
services.131  However, it was suggested that without the certainty of distributor 
exclusivity, the investment risk in AMI for the distributors would be material and 
may become unreasonable to manage.132 

                                                      
 
126 The proposition is that a Distributor Led Rollout of AMI would not permit the market to take 

advantage of rapidly changing technologies in areas such as communications and capturing of 
future synergies across utility service providers.  Smart metering is still in the early stages of 
development, therefore market driven innovation is essential to ensure ongoing efficiencies. 
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A different view was presented by retailers and metering service providers, who 
considered that a mandatory retailer or contestable rollout would lead to more 
opportunity for innovation in service levels, functionalities, infrastructure and 
technologies compared to a Distributor Led Rollout.133  The view was that the 
Derogation Proposal would stifle innovation in the smart metering market.134  It was 
argued that, because AMI relies heavily on technology with short to medium 
product life cycle, locking-in existing technology for a significant length of time 
under the Derogation Proposal would not allow the industry to capitalise on 
improvements in technologies, which would enable the development of innovative 
products and services of benefit to consumers in the medium to longer term.135   

Metering service providers expressed concern that the cost recovery approach for 
distributors in Victoria would prevent ongoing technological improvements.136  
Distributor exclusivity would deny the opportunity to invest in metering sector in 
the NEM for many years to come according to one investor.137  It was argued that 
the Derogation Proposal would stop retailers having the option to choose the most 
suitable and cost effective meter technology, which is inconsistent with the purpose 
of deregulation.138   

In submissions to the second round consultation, a retailer submitted that the 
reduced scope of services under a regulated rollout would not allow any innovation 
including any installation of in-home displays.139  Metering service providers also 
noted that, under the revised scope of the project, potential benefits of rolling out 
AMI may not be realised until 2012 due to the reduced functionality.140 

A smart meter manufacturer noted its view that a type 5 metering installation 
classification would require meters to have irrelevant functions and technical 
requirements to that prescribed by the Victorian Government for the AMI rollout.  
For this reason, the technical restrictions in the revised Derogation Proposal would 
harm the innovation and manufacture of smart meters.141 
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4.7.3 Commission’s Comment 

The Commission recognises that innovation is a driver for economic efficiency and 
any potential benefits need to be assessed against the potential detriments.142  The 
incentive to innovate is closely linked to metering contestability.  

The Commission considers that the Derogation Proposal is more likely to achieve a 
quicker and more certain rollout of AMI to the mass market than a mandatory 
retailer or contestable rollout.  The Commission notes that the Victorian 
Government’s objectives in revising the AMI project were to improve the likelihood 
of delivering benefits to consumers and to align the rollout with the national smart 
meter framework.  The Commission supports the view of the Victorian Government 
that the revisions to the Derogation Proposal reduced the overall risks of the project.  
The Commission notes the metering service providers’ view that not all of the 
benefits of AMI may be available until 2012, however, the Commission’s view is the 
proposed framework would ensure some benefits would be provided more quickly 
to the great majority of customers. 

A Distributor Led Rollout would, therefore, allow retailers to innovate in the 
development of new services for small customers, such as time-of-use pricing and 
value added in-home displays, on a faster and larger scale than a mandatory retailer 
or contestable rollout.  Although provisions such as in-home displays are not 
specifically included in the scope of the rollout project, retailers or other market 
participants may not be precluded from providing these or any other additional 
products and services.  This aspect of the Derogation Proposal would deliver the 
benefits to consumers from retail market innovations sooner.     

The Commission notes, however, that the Derogation Proposal could reduce 
incentives for innovation and investment in AMI technology during and after the 
mandated rollout period.  The type 5 metering installation classification would apply 
for the duration of the derogation.  The Commission further notes that this 
classification is an existing classification that has been developed by and is familiar to 
the market.  Under the Victorian arrangements, parties would be required to 
approach a committee to obtain Ministerial approval to change functionalities.143  In 
the Commission’s view, regulatory oversight of innovation intervention under the 
Derogation Proposal would be less preferable than a market driven approach which 
is responding to the needs of customers.   

In addition, Victorian distributors operate in a regulated monopoly environment 
which differs in many ways to the dynamic competitive market faced by retailers, 
particularly in relation to the drivers to innovate.  Under the proposed regulatory 
approach, distributors face regulatory, rather than commercial, incentives to meet the 
needs of retailers.  The Commission has reservations about whether distributors 
would have an incentive to pursue technology improvements that do not provide 
direct benefits to them.   

                                                      
 
142 Dynamic efficiency refers to the speed with which more efficient production and trading techniques 

are adopted and better products are introduced.  Firms may do this through their own innovations or 
by adopting the latest technology or ideas implemented by others.  
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The Commission considers that under a contestable approach, there would be 
multiple metering providers serving retailers, thereby providing an opportunity for 
innovation in service levels, functionalities and technologies that may lead to more 
retail product offerings.  These innovations would be driven by the needs of retailers’ 
customers.  The Commission considers that a contestable approach would facilitate 
more technological innovation including innovation for gas metering as well as 
electricity.  The Commission concurs with the ACCC’s view that retailers subject to 
competitive pressure have the greatest incentive to innovate.144   

The Commission recognises that the responsible person exclusivity proposed for 
distributors is intended to be a transitional measure to facilitate a rapid and certain 
rollout of AMI.  It notes, however, that the cost recovery approach under the 
Derogation Proposal has the potential to entrench technology beyond the mandated 
period and, therefore, to impact on incentives to innovate.145  The Commission 
supports the development of specific measures to limit any detrimental impact of the 
cost recovery framework on innovation and technological development.  Such 
measures include those outlined above in section 4.6.4.   

On balance, within the mandated rollout period, the Derogation Proposal will have a 
positive impact on innovation by providing a platform for retailers to offer 
innovative services to the mass market on a faster basis than a mandatory retailer or 
contestable rollout.  Any detrimental impacts with respect to innovation and 
technological development in the longer term, can be mitigated by the Victorian 
Government implementing measures that would facilitate metering contestability 
after the rollout period.  Such measures would be consistent with the MCE’s policy 
intent to facilitate contestable frameworks.146   

4.8 Commission’s Finding 

The Commission’s finding is that a Distributor Led Rollout would be best able to 
deliver AMI on an accelerated basis (ie over the term of the proposed Derogation) to 
all small electricity customers in Victoria, compared to a mandatory retailer or 
contestable rollout.  A Distributor Led Rollout would provide long term benefits to 
the entire mass market.  These long term benefits would be outweighed by the short 
term disadvantages.  The approach to assessing the Derogation Proposal takes as 
given the Victorian Government’s policy to mandate the rollout of AMI to all small 
electricity customers.  The Commission’s task has been to assess whether a mandated 
Distributor Led Rollout , as proposed by the Victorian Government, better satisfies 
the NEO when compared with the alternative of a mandated mandatory retailer or 
contestable rollout.     

The Commission’s findings are set out as follows:  
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• The advantages of a Distributor Led Rollout compared to a mandatory retailer or 
contestable rollout;  

• The disadvantages of a Distributor Led Rollout compared to a mandatory retailer 
or contestable rollout; and 

• Ways to mitigate the disadvantages of the Distributor Led Rollout. 

4.8.1 Advantages of a Distributor Led Rollout compared to a Mandatory 
Retailer or Contestable Rollout 

At a high level, the advantages of a Distributor Led Rollout compared to a 
mandatory retailer or contestable rollout are:   

• Coordination of rollout:  The scale of a mass market rollout within a four year 
mandated time frame would be a large and complex logistical task.  Distributors 
have experience in project management for large projects; ready access to 
resources (work force, contractors, etc.); customer connection point information; 
and experience in installing meters.  The Victorian distributors have shown 
support for rolling out AMI.  Collectively, the distributors offer a more certain 
approach to coordinating such a large scale and operationally and technologically 
complex rollout compared to the retailers. 

Retailers in Victoria are not unanimous in their support for a mandatory retailer 
or contestable rollout and so, there is less certainty about how retailers would 
deliver the Victorian Government’s policy.  Further, the retail segment is more 
disparate with respect to metering experience, size and financial strength which 
raises doubts about the ability of some retailers to implement the AMI policy 
with the same degree of certainty as distributors.  Logistically and commercially, 
distributors are in a better position to coordinate the rollout of AMI and this 
provides greater stability, predictability and certainty in rolling out AMI on an 
accelerated basis to all small customers.  Although metering service providers are 
accredited to provide the same services as distributors, metering service 
providers have less experience with large scale infrastructure projects and small 
consumers. 

• Universal platform for mass market benefits:  A Distributor Led Rollout would 
provide more certain and timely delivery of the mass rollout providing greater 
certainty that all small customers would receive AMI during the mandated 
period.  There is less certainty that a mandatory retailer or contestable rollout 
would reach the mass market in an accelerated mandate period. A Distributor 
Led Rollout is more likely to deliver a universal platform for the benefits of AMI 
to be realised.  Such benefits include: 

– Avoided meter reading costs to distributors;  

– Better information to distributors for network planning and managing supply 
outages;  

– Remote de-energisation and re-energisation of connection points;  
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– Better information to retailers, including more accurate and fast delivery of 
consumption data, thus providing a platform for innovating new products 
and services to the mass market; and 

– Wholesale market benefits such as demand side responsiveness and more 
accurate data for market settlement.  

A Distributor Led Rollout would enhance economic efficiency by providing that 
all small customers would receive a smart meter, allowing for benefits to the 
mass market to be realised faster than under a mandatory retailer or contestable 
rollout.  

• Vertical efficiency: Distributors would be in a better position to manage the 
uncertainty surrounding difficult metering sites than retailers and independent 
metering service providers.  Distributors already have existing relationships with 
customers and have some knowledge about the sites.  

If customers experience problems or difficulties with their electricity supply as a 
result of receiving a smart meter, it would be easier for customers to have them 
resolved or to seek redress from distributors due to their existing contractual 
relationship.  Customers who may not know the identity of their distributor 
would be easily able to identify the distributor through their bills (the number 
can be found on their bills) or from contacting their retailer.  Agencies such as the 
ombudsman would also be able to easily assist.  Customers would benefit from 
the speedier management of risks and resolution of issues associated with 
difficult sites by distributors compared to retailers.  Such vertical efficiencies 
resulting from a Distributor Led Rollout enhance benefits to customers.  

Under a mandatory retailer or contestable rollout, retailers would be likely to use 
a third party to roll out and operate smart meters on their behalf.  Such third 
parties may not have any familiarity with the site or particular, more complex 
metering issues.  Customers may not be aware whom they should contact if there 
are issues relating to the meter.  Other agencies such as the ombudsman may not 
be able to assist in this regard as they may not know the identity of the third 
party service provider. 

• Facilitates retail competition:  There would be less scope under a Distributor Led 
Rollout for retailers to engage in behaviour that creates barriers to customers 
switching between retailers.  That is, as there are no provisions preventing 
ownership of meters by retailers, there would be some risk under a mandatory 
retailer or contestable rollout that retailers who own smart meters will seek to 
lock customers into long term retail contracts to recover meter costs.  This would 
hinder customers from transferring between retailers, act as a barrier to entry for 
new retailers and, thus, stifle retail competition.   

There would be minimal risk of this occurring under a Distributor Led Rollout 
which, in turn, would not create barriers to entry for new retailers; and would 
not prejudice existing small retailers relative to larger retailers.  Under a 
Distributor Led Rollout, consumers would benefit sooner from the benefits 
resulting from the facilitation of retail competition.   
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• Cost recovery:  Funding for the Victorian Government’s AMI policy and cost 
recovery arrangements are certain under the Derogation Proposal.  The 
Derogation Proposal provides support for distributors to finance and implement 
the mandate.  The cost recovery process would be subject to regulatory oversight 
and, the Commission assumes that only efficient costs (net of benefits gained by 
distributors) are passed on to customers.  The cost recovery arrangements 
envisage smearing of costs amongst the mass market customer base which is to 
receive the smart meters and would be the beneficiary of the resulting 
efficiencies.  This is a simple, certain and equitable approach to cost recovery, 
which would not be achievable under a mandatory retailer or contestable rollout.  
This transparency in costs would benefit customers as they would be protected 
by an appropriate regulated approach to cost recovery.  The funding and cost 
recovery arrangements under a mandatory retailer or contestable rollout would 
be neither certain nor clear to the same extent as under a Distributor Led Rollout.   

• Other regulatory issues:  There would be greater regulatory complexity under a 
mandatory retailer or contestable rollout.  This complexity would include the 
establishment of related regulatory instruments, mechanisms to specify and 
enforce applicable service levels, mechanisms to prevent meter churn, 
establishing default obligations and responsibilities on distributors where 
retailers are unwilling or unable (for financial reasons or otherwise) to assume the 
role of responsible person, establishing mechanisms to provide for the 
application of penalties to those retailers who failed to achieve their mandatory 
targets and establishing additional customer protection mechanisms.    

4.8.2 Disadvantages of a Distributor Led Rollout compared to a Mandatory 
Retailer or Contestable Rollout 

The disadvantages of a Distributor Led Rollout compared to a mandatory retailer or 
contestable rollout are: 

• Metering contestability:  There would be negative impacts on metering 
contestability in the short term because, for the period of the mandate, retailers 
would not be the responsible person and therefore not be in a position to choose 
between competitive metering service providers.  Distributors, as the responsible 
person, would be unlikely to engage independent metering service providers 
during this period.   

• Innovation:  Technological and service innovation might be discouraged in the 
short to medium term.   AMI has been subject to considerable innovation in 
recent years and is still in the early stages of development.  Market driven 
innovation to achieve ongoing efficiencies would be likely to be discouraged 
during the mandate period, and possibly for a period thereafter. For example, the 
ability for distributors to impose exit fees and restoration fees for a number of 
years after the period of the mandate ceases could delay the emergence of 
metering contestability and dampen innovation in this area.  

The detriments to metering contestability and innovation that are likely in the short 
to medium term would be outweighed by the advantages of a Distributor Led 
Rollout.  A Distributor Led Rollout would ensure provision of smart meters to the 
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mass market in an accelerated timeframe.  This would deliver accurate and timely 
consumption data about the mass market to distributors, retailers and the wholesale 
market which could be used for network operational benefits, development of retail 
services and products and wholesale market settlement.   A Distributor Led Rollout 
would ensure the delivery of the most substantial benefits of AMI to a wider number 
of consumers. 

In particular, a Distributor Led Rollout would result in longer term benefits by 
facilitating and accelerating the provision of consumption information to consumers.  
This would provide the platform for better demand and wholesale risk management, 
with retailers being able to offer time of use pricing products on a universal basis.  
Demand and wholesale risk management through time-of-use pricing may facilitate 
lower load growth and peak shifting leading to deferral of network and generation 
infrastructure expenditure.  This has the potential increase economic efficiency.  
Demand management benefits from AMI are difficult to quantify but are at the heart 
of the Victorian Government’s AMI policy.   

Consumers would enjoy savings through avoided meter reading costs, remote 
connection and disconnection and improved network services through more timely 
and accurate information for managing supply outages and network planning. 

4.8.3 Ways to Mitigate the Disadvantages of a Distributor Led Rollout 

The disadvantages associated with a Distributor Led Rollout could be minimised by 
implementing measures to facilitate the transition from mass market metering 
services provided under a monopoly environment to contestable environment at the 
end of the mandated rollout period.   

Such measures could include, for example: 

• Requiring metering costs to be itemised separately on customers’ bills to ensure 
transparency and to enable customers to compare the cost of metering services 
after the mandate period has expired;  

• Adopting an accelerated depreciation of AMI for the purposes of cost recovery in 
order to avoid undue delays in the transition; and 

• Promoting an environment which would facilitate competition in the provision 
and operation of smart meters and related services.  For example, exit fees 
proposed to be charged by distributors should be limited in amount to 
unrecovered direct costs only.  Such fees should only be imposed for a limited 
period after the meters have been installed. 

The Commission believes that such measures would help facilitate metering 
contestability after the mandated rollout period, which is consistent with the MCE’s 
stated intention to facilitate contestability beyond the rollout period.  Further,  
introducing measures that increase the transparency of metering charges and 
limiting period for applying exit fees would provide additional incentives for 
distributors to invest efficiently during the mandated period.   



 
48 Rule Determination - Victorian Jurisdictional Derogation, Advanced Metering Infrastructure Roll Out 
 

4.9 Assessment Against the NEO 

In the absence of a demonstrated market failure, any Rule change which limits or 
reduces competition in an actively or potentially competitive market, as required by 
the Derogation Proposal, would normally be viewed as contrary to the focus of the 
NEO on promoting efficient electricity services for the long terms interests of 
consumers.  However, such a Rule could be justified if there are benefits from 
constraining competition, including efficiencies and other social or public benefits, 
that outweigh the competitive detriments. 

In this context the assessment has focussed on whether the Derogation Proposal (i.e. 
a Distributor Led Rollout) is likely to better promote efficient investment in, 
operation and use of, electricity services for the long term interests of electricity 
consumers than a mandatory retailer or contestable rollout.  The NEO encourages 
economic efficiency in the electricity sector in a manner that is welfare enhancing.  
Economic efficiency takes into account public as well as private costs and benefits. 

From consideration of the issues, it can be concluded that in this case the economic 
efficiency benefits associated with a Distributor Led Rollout would include: 

• investment and financing certainty for distributors to implement the mandate for 
an accelerated rollout of AMI; 

• a more certain and timely rollout so that the major benefits raised in the CBA 
Report and reinforced by the Decision Paper could be realised earlier; 

• a more stable, predictable and certain rollout of AMI; 

• a simple approach to the rollout, which would not require additional regulatory 
support to manage risks associated with a mandatory retailer or contestable 
rollout, such as meter churn; 

• the elimination of concerns that a lack of depth in the metering service provisions 
market could give risk to market power concerns under a mandatory retailer or 
contestable rollout. 

• enables consistency  of treatment between electricity consumers, ie all customers 
will receive a smart meter; 

• facilitates retail competition by enabling retailers to provide more varied product 
offerings and customers to transfer between retailers sooner; 

• enables all electricity consumers to take interest and ownership of their electricity 
consumption faster by assisting in the development of demand side initiatives; 
and 

• provides operational benefits to distributors, and therefore, to consumers 
through reduced prices (from avoided meter reading costs and remote connection 
and disconnection) and better outage management. 

The Commission considers that these benefits would not be available to the same 
extent and as rapidly under a mandatory retailer or contestable rollout.  There are 
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some disadvantages associated with a Distributor Led Rollout, but they could be 
minimised by the implementation of additional suggestions to allow for the 
transition from a service provided under a monopoly environment to contestable 
environment.  

Therefore, having regard to the SPP and section 89 of the NEL, and based on the 
benefits and qualifications outlined above, the Commission is of the view that the 
Derogation Proposal which provides for exclusivity for local distributors in Victoria: 

• to act as the responsible person for the rollout of AMI to all small electricity 
customers in Victoria; and 

• to engage the data collection systems and agency metering databases and be 
responsible for the remote acquisition of the metering data; 

meets the NEO. 
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A Summary of Derogation Proposal 

A.1 Victorian Government’s Proposed Rule 

The proposed Rule involves inserting the following into Chapter 9 of the Rules: 
 
• For the Rollout Period associated with the AMI rollout in Victoria, the LNSP is 

the responsible person for relevant metering installations on an exclusive basis; 
 
• Relevant metering installations are defined as  
 

“each metering installation for a connection point located in Victoria (other 
than a type 1 or a type 2 metering installation) in respect of which less than 
160MWh per annum of energy is consumed by a customer and which: 

(i) is installed on or after the start date, unless the Market Participant is the 
responsible person for such metering installation at the start date and the 
installation occurs in accordance with the ordinary replacement cycle of that 
Market Participant; or 

(ii) was installed prior to the start date, unless the Market Participant is the 
responsible person for such metering installation at the start date”147 

• Proscribing a market participant from electing to act as the responsible person 
for relevant metering installations under clause 7.2.2(a) of the Rules; 

 
• Proscribing a market participant from acting as the responsible person for 

relevant metering installations under clause 7.2.2(b) of the Rules; 
 
• Proscribing a market participant from requesting an offer from the LNSP to act 

as the responsible person for type 1 – 4 metering installations; 
 
• Mandate that a market participant must request an offer from the LNSP to act 

as the responsible person for relevant metering installations as per clauses 
7.2.3(d) – (h) of the Rules (in the same way as market participants must request 
such an offer for types 5 – 7 metering installations); 

 
• Allow the LNSP to alter a metering installation to make a type 5, 6, or 7 

metering installation capable of remote acquisition for the purposes of the AMI 
rollout; 

 
• Allow the LNSP to recover the costs of the activities associated with the 

relevant metering installations in accordance with a regulatory determination 

                                                      
 
147 Derogation Proposal, p. 28. 



 
52 Rule Determination - Victorian Jurisdictional Derogation, Advanced Metering Infrastructure Roll Out 
 

(in the same way as LNSPs are permitted to recover costs for types 5 – 7 
metering installations); 

 
• Provide that only the responsible person for any relevant metering installation 

may be engaged by NEMMCO to provide agency data collection systems and 
agency metering databases under clauses 7.3.5 (c) and 7.9.1(b) – (b1) of the 
Rules; and 

 
• Provide for the start date of the derogation to be the date defined in an Order 

in Council made under section 15A of the EIA (see below).  The derogation will 
cease to apply on 31 December 2013.148 

 

A.2 Victorian Policy and Legislative Framework for AMI Rollout 

A.2.1 Victorian AMI Policy  

In July 2004, the Essential Services Commission, Victoria (ESCV) mandated the 
rollout of manually read interval meters (type 5 metering installations)149.  The 
program only specified change over to interval meters for small electricity customers 
on a new and replacement basis.  It would take up to 40 years for all customers in 
this group to change over to interval meters.  

In view of developments in metering technology and the possibility that the interval 
meter rollout decision could be expanded upon to deliver greater benefits to 
customers, the Department of Infrastructure of the Victorian Government, together 
with the Victorian electricity distribution businesses and retailers, commissioned a 
cost-benefit study in 2005 to examine the net societal benefits for adding advanced 
functionality to the interval meter rollout that resulted in a study report by CRA 
International regarding AMI communications ( Study Report)150.  

The Study Report established a societal business case for adding two-way 
communications and core advanced functionality (being remote meter reading and 
remote connection and disconnection) to the interval meter rollout mandate, and 
conducting the rollout according to an accelerated schedule for all Victorian 
customers consuming less than 160 MWh of electricity per annum.151   

In early 2006, the Victorian Government announced a mandatory rollout of AMI to 
consumers of less than 160MWh of electricity per year within Victoria.   

The mandatory AMI rollout was enabled under amendments made mid 2006 to the 
EIA.  The amendments enable Orders in Council to be made to cover a range of 
requirements for the establishment of AMI, including functionalities and a 

                                                      
 
148 Ibid., pp. 5, 6 and 28-29. 
149 ESCV, Final Decision – Mandatory Rollout of Interval Meters for Electricity Customers, July 2004. 
150 CRA International, Advanced Interval Meter Communications Study, 23 December 2005 (Study Report). 
151 Study Report, pp. 1-7. 
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framework for the regulated recovery of costs associated with installation and 
ongoing operation.  
 

A.2.2 AMI Cost Recovery Order  

On 28 August 2007, the AMI Cost Recovery Order was made setting out a 
framework for the regulated recovery of costs associated with the rollout of AMI.  

In its original form, the AMI Cost Recovery Order placed the obligation on 
distributors to roll out AMI within a certain time frame.  It also provided for 
distributors to recover their costs in accordance with a determination of the ESCV.  
The AMI Cost Recovery Order set out the principles by which the ESCV would 
determine the maximum amount distributors may charge for the provision of 
regulated services, including metering services to first and second tier customers. 

Principles for regulating metering services charges in the initial regulatory period 
included:  

1. Set lives for the purposes of calculating depreciation of 15 years for metering 
assets and 7 years for telecommunications and IT systems; and 

2. Charges may not differ depending on whether the meter is an accumulation 
meter, a manually read interval meter or a remotely read interval meter.  

Provision was made for the payment of exit and restoration fees by the retailer to the 
distributor: 

1. An exit fee would be payable where the retailer becomes the responsible 
person for a metering installation which has been upgraded as part of the 
AMI rollout and for which the distributor was the responsible person 
immediately prior to the retailer becoming the responsible person.  The exit 
fee would take into consideration the cost of removing the meter installation 
and unavoidable costs resulting from removing the metering installation 
prior to the expiry of the life of the installation.  

 
2. A restoration fee would be payable where a retailer ceases to be the 

responsible person and the distributor becomes the responsible person for a 
metering installation at which the distributor had previously installed a meter 
compliant with the AMI rollout.  The restoration fee would take into account 
the cost of installing any new metering installation and reactivating the 
telecommunications systems related to the meter.  The restoration fee must 
also take into account any exit fee previously paid to the distributor and the 
potential for over-recovery of costs by the distributor.  
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In December 2007, the ESCV finalised the framework and approach it was to use to 
make a determination on the prices distributors can charge for the metering services 
specified in the AMI Cost Recovery Order.152   
 
The AMI Cost Recovery Order also provided for guidance regarding the 
specifications of the AMI rollout. Under clause 14 of the AMI Cost Recovery Order 
each distributor must use its best endeavours to install a remotely read interval 
meter in accordance with the minimum specifications (see below). The AMI Cost 
Recovery Order also set the start date and end date of the rollout. 
 
A revised AMI Cost Recovery Order was gazetted in November 2008 (Revised 
Order).  The services covered by the Revised Order are essentially the same as for the 
original AMI Cost Recovery Order. 
 
The Revised Order provides for a cost pass through model under which budgets for 
the rollout are established at the beginning of the period and approved by the 
Regulator.  The original AMI Cost Recovery Order provided for an incentive-based 
model for cost recovery. 
 
The ESCV published a consultation paper in December 2008.  In this consultation 
paper the ESCV has set out its proposed revised framework and approach based on 
the Revised Order.  The AER is due to publish the finalised framework and approach 
by 30 January 2009. 
 

A.2.3  Minimum Functionality and Service Level 

On 12 November 2007, the AMI Specifications Order  was made,  requiring AMI 
installed under the AMI Cost Recovery Order to meet the minimum functionality 
and service level specifications as approved by the Minister for Energy and 
Resources and published on the website of the Department of Primary Industries.153  
Two minimum specifications documents have been published; one covering 
minimum functionality and the other covering minimum services levels (published 
in October 2007). 
 
At this stage, the minimum functionality requirements for AMI to be used in the 
Victorian mandated rollout were intended to provide for (amongst other activities) 
recording and storage of electricity time of use data (at least half hour intervals) and 
measurement and recording of the import of electricity to the grid; remote or local 
meter reading, connection, disconnection, load control and monitoring of quality of 
supply; and  future connection of the meter via interface to a Home Area Network 
(HAN).154  The AMI was considered to have the capability of transmitting to the in-
house display a range of data for that meter, including instantaneous demand, and to 

                                                      
 
152 ESCV, Advanced Metering Infrastructure Review: Final Framework and Approach: Volume I, Guidance 

Paper, December 2007. 
153 Victoria Government Gazette, 12 November 20, No S 286. 
154 A HAN is effectively an in-house display. 
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send at least one message per day from a central point to the meter for retrieval by 
the HAN.  
 
On 13 December 2007, the MCE issued a decision paper on a national minimum 
functionality for smart meters.155 
 

A.3 Revisions to the AMI Rollout Project  

On 6 September 2008, the Commission was provided with a letter from the Minister 
for Energy and Resources.  It gives an update on the latest developments regarding 
the Victorian AMI Project.156  
 
A summary of the recent developments and variations to the Victorian smart meter 
rollout approach have been set out below.  
 

A.3.1 Background 

At the end of March 2008, the Victorian Minister of Energy and Resources was 
informed of a number of implementation concerns in relation to the planned 
Victorian smart meter rollout.  Broadly these concerns were: 

• Anticipated changes to the Rules, NEM procedures and systems, outside of 
the control of the Victorian project, would be more complex, and the impacts 
more pervasive, than had previously been envisaged; 

• Certain statutory timelines and targets, as established by the AMI Cost 
Recovery Order, for meter deployment and operation, were no longer 
achievable; and 

• Given the further work occurring regarding the national smart meter 
framework, risks exist of potential inconsistencies with the Victorian 
approach, noting a range of decisions yet to be made by the MCE. 

 
In order to mitigate these concerns, after extensive discussions between industry and 
the Victorian Government, the Industry Steering Committee has provided 
recommendations to the Minister to modify the Victorian smart meter project, which 
have been accepted by the Victorian Government. 

A.3.2 Modifications 

The changes to the Victorian AMI project can be summarized as follows: 
 
 
 

                                                      
 
155 MCE, Decision Paper - A National Minimum Functionality for Smart Meter, 13 December 2007. 
156 Letter from Minister for Energy and Resources, the Hon Peter Batchelor MP, 6 September 2008.For a 

full reading of the recent changes to the Victorian AMI rollout project, the Commission refers to the 
text of the letter on its website. 
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Statutory timeframe and targets 

The commencement of the smart meter deployment in Victoria has been deferred 
from early 2009 to mid 2009 and the completion date for the deployment has been 
deferred from end 2012 to end 2013. Interim deployment targets have been adjusted 
accordingly. 

According to the Victorian Government, these revised timeframes reflect an 
improved understanding of achievable timeframes for the earliest delivery of 
production of quality technologies and systems from vendors, pursuant to the formal 
procurement processes being undertaken by the distributors. An extension of the 
rollout program also provides more time to cost effectively resolve potential 
communications issues for "difficult to reach" customer sites. 

Project design 

The design of the project has been modified to fully utilize existing market processes 
and procedures, including: 

• Only essential changes to the Rules, metrology procedures, B2B procedures, 
and other nationally enforceable instruments are proposed; 

• The Victorian AMI project will adopt the existing Type 5 metrology 
classification, until a nationally agreed metrology type for smart metering is 
defined, agreed and can be effectively implemented; 

• Distributors will still install AMI infrastructure that meets the full range of 
functionality and performance requirements of the Victorian functionality 
specification; and 

• The services that require changes to the national processes and systems will be 
enabled as these changes are made and there is a net benefit to do so. 

 
In the view of the Victorian Government, this approach significantly reduces the 
complexity of systems and processes to be implemented and also avoids the need for 
an extensive range of changes to national instruments to support the Victorian 
project, in advance of anticipated national consideration of these matters. 

A.3.3 Delivery of Benefits 

Instead of trying to achieve the highest standards of AMI functionalities and service 
levels, the focus will be on functionalities and deliverables in only four main areas: 

• The provision of interval metering data; 
• The remote collection of metering data (with daily delivery of this data to 

retailers and the market no later than from 1 January 2012);  
• The remote de-energisation of supply; and  
• The remote re-energisation of supply. 
 
Other services such as messages from retailers through an in-house display will not 
be possible via the AMI communications infrastructure. Rather, a retailer would be 
required to communicate via alternative media.  Remote controlled load override 
will not be included initially. 
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A.3.4 Implications for the AMI project 

According to the Victorian Government, these variations provide a number of 
significant benefits for both the Victorian AMI project and its standing as the first 
wide-scale mandatory deployment congruent with the MCE's emerging national 
framework. These benefits are: 

• Significantly reduced project delivery risks; 
• Improvement of certainty of delivery of key consumer benefits; 
• Maintenance of overall net benefit of the project; 
• Recognition of the importance of smart metering as an enabler of consumer 

participation in initiatives responding to climate change;  
• Availability of new timeframes in the context of the requested period of 

operation of the jurisdictional derogation; 
• Allowance for improved alignment with the emerging national smart meter 

framework; and 
• Provision of urgently needed investment certainty. 
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B Summary of the Decision Paper157 

The Decision Paper outlines the MCE’s decision on: 
1. The CBA Report; 
2. The rollout of smart meters, including the establishment of a National 

Stakeholder Steering Committee; 
3. National minimum functionality for smart meters; 
4. A consistent national framework for smart meters; and 
5. Consumer protection and safety regulation. 

 

B.1 CBA Report 

The MCE noted the results of the CBA Report. In particular: 

• The benefits of an accelerated or mass rollout approach compared to a new and 
replacement program.  The latter approach would be more expensive and take 
longer to reach the majority of users.  Without a dense coverage of smart 
meters, most benefits would not be achieved. 

 
• Of the few scenarios examined, a distributor led smart meter rollout would 

result in the greatest potential net benefits due to a wider range of 
communications options, synergies with network management and operational 
efficiencies. Most stakeholders consulted for the CBA Report agreed. 

 
• A non-distributor led rollout would introduce greater complexity and risk in 

capturing the benefits of an accelerated rollout. Some stakeholders advocated a 
competitive rollout model. However, further clarity would be necessary on 
how such a model would maximise the benefits of an accelerated or universal 
rollout. 

 
• Smart meters are found to largely support the MCE's assessment objectives 

through their significant impact on efficiency and innovation in electricity 
business operations, promoting the long-term interests of electricity consumers 
and enabling consumers to better manage energy use and greenhouse gas 
emissions.  Moreover, smart meters are also expected to reduce peak demand, 
to promote retail competition, energy efficiency and greenhouse benefits, and 
to provide a platform for other demand side response measures. 

 
• The benefits of a rollout vary significantly between jurisdictions because of 

differences in existing metering, network management and demand profiles.  
Some jurisdictions have the potential for the costs to outweigh the benefits, in 
which case trials in these jurisdictions should be undertaken to confirm 
benefits and costs. 

 

                                                      
 
157 For a full reading of the Decision Paper, refers to the MCE’s website: www.mce.gov.au. 
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B.2 Rollout of Smart Meters 

On the basis of the CBA Report, the MCE agreed to further progress a smart meter 
rollout by undertaking coordinated pilot case studies and organisation-specific 
business cases in most jurisdictions. 

A National Stakeholders Steering Committee (NSSC) is being formed and the MCE's 
Standing Committee of Officials (SCO) is required to agree upon detailed working 
arrangements with the NSSC by the end of July 2008.  

The NSSC can coordinate pilots and business case studies in most jurisdictions.  Such 
pilots and business case studies should be undertaken to confirm the findings of the 
CBA Report, to reduce the range of uncertainty, to inform whether a rollout should 
proceed and to inform the development of rollout implementation plans to maximise 
benefits.  Also some other issues will have to be considered across the pilots and case 
studies, including performance of technologies, interoperability of technologies, 
direct load control through smart meters, consumer response and impacts on 
different classes of consumers, and maximising business operational benefits. 

Starting in June 2009, the MCE will review the progress of the pilots and business 
cases on an annual basis and a review of its findings will occur by June 2012. 

B.3 National Minimum Functionality for Smart Meters 

The MCE requires: 

• Timely national agreement through the NSSC on detailed arrangements for 
technical definitions, performance and service level requirements and Rules in 
order to minimise divergence with the Victorian rollout; 

 
• A HAN, which allows communication with in-home devices and the 

introduction of in-home displays, to be added to the national minimum 
functionality.  Quantified potential additional net benefits from the HAN are 
estimated to be greater than $392 million. The MCE expects retailers to 
innovate and compete in the area of in-home displays; 

 
• Advice from the NSSC by the end of 2008 on the specific HAN standard to be 

adopted whereby national consistency is a priority issue; 
 
• Advice from the NSSC on whether there is a need to provide guidelines to 

support the development of in-home displays, which are considered a major 
tool in empowering consumers and maximising demand management benefits, 
by retailers;  

 
• Defined service standards for access to the HAN; 
 
• Advice from the NSSC on the materiality of the risks regarding interoperability 

and communications standards, international progress on communications 
standards and practices to support interoperability, and the most appropriate 
framework to manage this risk in the Australian market. 
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B.4 Consistent National Framework for Smart Meters 

The MCE agreed that the deployment of smart meters in different jurisdictions will 
be on varied timescales, while the underlying regulatory arrangements for NEM 
jurisdictions will remain within a consistent national framework. 

Technical and operational aspects of the consistent national framework will be 
developed through a co-regulatory model by the NSSC and agreed with the MCE's 
SCO.  The detailed timeline for completion of this framework will be agreed upon 
between the NSSC and the MCE by the end 2008.  

The MCE decided that distributors are the most appropriate party to manage any 
obligation for an accelerated smart meter rollout taking into account the large scale of 
change required, the complexity in market change and the need to maximise 
network operational benefits in the transition.  A distributor led rollout is also 
considered to assist in the timeliness of the rollout, given skills and resources are 
already in place, and to provide consistency with current metering arrangements for 
small customers which will minimise the delay of benefits to consumers and 
maximise the overall benefits.  A rollout led by distributors should also reduce risks 
to maturing retail competition.  Therefore, residential and small customer metering 
and related data management services should remain the responsibility of 
distributors in NEM jurisdictions for at least the rollout period. 

The MCE noted, however, that the decision should not negatively impact existing 
contestable metering services in the larger customer and special metering market or 
any further expansion of contestable metering beyond the rollout period.  Therefore, 
the MCE will consider supporting changes to regulatory arrangements to ensure 
incentives in this sector are maximised and regulatory and operational arrangements 
in the national framework should be designed with future flexibility on this matter. 

In complying with any jurisdictional obligation to roll out smart meters, distributors 
should receive regulatory cost recovery for direct costs consistent with the revenue 
and pricing principles in the NEL.  Such cost recovery should be net of reasonably 
achievable network operational benefits and the regulator should also consider 
mechanisms to smooth any related impacts on tariffs over time. 
 
The access to and protection of smart meter data must be closely reviewed by both 
the NSSC and the MCE's Consumer Protection and Safety Review. 

The arrangements regarding a consistent national legislative framework within the 
NEM should be finalised in consultation with the NSSC by the end of 2008 and the 
framework should include: 

• Legislative support for the rollout in the NEL, including the obligation on the 
distribution businesses to roll out smart meters where a jurisdictional 
implementation date has been set. This will include any legislative support 
necessary to ensure appropriate cost recovery, as well as proposed supporting 
Rules as necessary. 

 
• NSSC to propose, and officials to review, supporting changes in the Rules. 
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• NSSC to undertake and officials to review NEM procedures to support the 
national minimum functionality, service and performance standards, 
metrology arrangements, NEM management processes, data management and 
business interfaces.  

 
• Equivalent arrangements as relevant in Western Australia and Northern 

Territory, in a timeline relevant to their jurisdictional deployment. 
 

B.5 Consumer Protection and Safety Regulation 

As committed in December 2007, a review of consumer protection and safety 
regulation will be completed by May 2009. 
 
Given the rollout by Victoria, any necessary changes to consumer protection and 
safety obligations which are part of the national electricity customer framework will 
be prioritised and  progressed in the implementation of the package. National 
consistency is preferred, although  jurisdictional differences will remain as agreed in 
the Australian Energy Market Agreement. 
 
The MCE will develop consumer education programs recognised to be critical to 
maximising consumer benefits, demand response and greenhouse benefits. 
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C Summary of the ACCC Determination158 

C.1 Application 

In April 2004, the Victorian Government, through the former NECA, applied to the 
ACCC to extend its derogation for the exclusive provision of metering services for 
types 5, 6 and 7 metering installations by distributors in Victoria until 31 December 
2006.159  The request for the derogation was made against a regulatory background 
that involved: 

1. A decision by the ESCV to mandate the rollout of interval meters to all small 
electricity customers on a new and replacement basis; and 

2. A final report of the Joint Jurisdictional Review of Metrology Procedures (JJR) 
which recommended, amongst other things, that distributors be given 
permanent responsibility for metering services for small customers with 
metering installations other than types 1 - 4 metering installations.160 

 
The ACCC was responsible for assessing changes to the then National Electricity 
Code (NEC) under Part VII of the Trade Practices Act 1974 (TPA).  The ACCC had to 
assess the application for the derogation against tests set out in section 90 (6) and 90 
(8) of the TPA.  The tests were competition related; the ACCC could permit conduct 
or arrangements that could lessen competition in metering services (such distributors 
having exclusivity for types 5-7 metering installations) if the conduct or arrangement 
would result, or would likely result, in a benefit to the public.  In addition, that 
benefits must outweigh the detriment to the public constituted by any lessening of 
competition from the conduct or arrangement.161 

C.2 Rationale for Extension of the Derogation162 

The Victorian Government considered that metering competition was not 
immediately necessary to enable the substantial benefits of full retail competition to 
be realised.  The Victorian Government also considered that in the medium term, the 
market needed certainty about respective responsibilities for metering.  In the 
absence of a contrary view from the jurisdictional regulators, the Victorian 
Government was reluctant to require competition in relation to meter provision and 
metering data services for small customers from 1 July 2004. 

The main public benefits arguments put forward by the Victorian Government in 
requesting the derogation related to the maintenance of efficient, streamlined 
metering arrangements, the maintenance of efficient cost recovery arrangements, 
                                                      
 
158 For a full reading of the ACCC Determination, the Commission refers to the ACCC’s website 

www.accc.gov.au. 
159 ACCC Determination, pp. 2 and 5.  
160 Ibid., pp. 2 and 10-14. 
161 Ibid., pp. 1 and 7-8. 
162 Ibid., pp. 15-18 and 39-40. 
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concerns about meter churn and increased costs, and the maintenance of 
arrangements that may facilitate the uniform rollout of manually read interval 
meters (type 5 metering installations). 

C.3 Submissions on the Proposed Derogation163 

While the distributors supported the proposed derogation, some retailers and 
metering service providers challenged the arguments made by the Victorian 
Government, particularly in relation to efficiency benefits.  In addition, these 
stakeholders raised concerns about innovation.  They argued that distributor 
metering exclusivity creates little incentive for metering innovation.   Competition 
for metering services would enable electricity retailers to obtain metering data at 
competitive rates while encouraging innovation among metering service providers, 
which would enable retailers to differentiate their products and service offerings.  
Innovation would occur to ensure that there is no cause to remove the meter and 
cause meter churn upon transfer. 

C.4 ACCC’s Determination164 

On 2 March 2005, in its Determination, the ACCC authorised the exclusivity for 
distributors to provide metering services for types 5, 6 and 7 metering installations in 
Victoria to be extended till 31 December 2006. The granted exclusivity did not 
include any remotely read interval meters, regardless of the frequency with which 
they were read, and irrespective of whether they met the existing requirements for 
type 4 metering installations.165 

To justify the extension of the derogation it was necessary to demonstrate that the 
derogation produced net public benefits.  It was also necessary to demonstrate that 
the benefits would not occur, or would be lost, in the absence of the derogation.  By 
imposing a legal monopoly over service provision, the derogation had the potential 
to impede the basic economic efficiencies that generally can be achieved in 
competitive markets, particularly in relation to innovation and lowering costs.  In the 
absence of the derogation, retailers’ ability to pursue innovation metering would be 
enhanced and they would be free to procure meters and metering data services more 
cost effectively where they are available. 

Some of the perceived problems associated with metering competition as identified 
in Victoria’s application, including meter churn and barriers to switching, could be 
addressed through amendments to licensing and other regulatory arrangements, 
rather than by maintaining a monopoly on metering services. 

However, the ACCC recognised that there were several public benefits that would be 
lost if the derogation was not extended until 31 December 2006.  These included: 

                                                      
 
163 Ibid., pp. 1 and 18-24. 
164 Ibid., pp. 25-40. 
165 Ibid., pp. 3 and 39-40.  
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1. Facilitation of the mandated rollout of manually read interval meters in 
Victoria.  An extension of the derogation would provide more certainty 
regarding the necessary logistical processes and timeliness with which the 
anticipated benefits of the rollout would be delivered, than if the rollout were 
to occur under competitive conditions; and  

 
2. Consistency of regulatory arrangements until NEC changes to respond to the 

joint jurisdictional review of metrology procedures were finalised.  It would 
ensure sufficient time for completion of a process of consultation and analysis 
of metering issues. 

 
The key detriment arising from metering exclusivity for types 5 and 6 metering 
installations was that it prevented responsibility for metering residing with the entity 
most likely to introduce innovative metering arrangements, that is, the retailer.   

The ACCC noted that metering innovation was likely to involve forms of remotely 
read interval meters including type 4 metering installations (that were not subject to 
the derogation).  The ACCC understood that type 4 metering installations were 
generally suitable for very large retail customers only.  Some anti-competitive effects 
of the derogation could be addressed through a condition of authorisation that 
would ensure that any remotely read interval meters would not be captured by the 
derogation regardless of the frequency with which they were read, and irrespective 
of whether they met the existing requirements for type 4 metering installations.  
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D Summary of NERA London and LECG Reports 

D.1 NERA London Report  

NERA London was engaged by the Commission to write a factual report on 
arrangements for AMI in seven jurisdictions in Europe and North America, i.e. 
United Kingdom, Italy, the Netherlands, Sweden, California, New York and 
Ontario.166  The report concluded on five major findings which are summarised 
below. 

The motivation for the introduction of AMI has been largely a desire to provide 
energy customers with information to help them make more informed decisions 
about the energy use.  In the European jurisdictions this has been encouraged by the 
European Union Energy Services Directive (2006/32/EC) requiring more detailed 
billing information for consumers.  Therefore, the reasons for rolling out the smart 
meters appear not to relate to economic efficiency and savings. 

In those jurisdictions where AMI planning and implementation is most advanced 
and where governments have made policies around a large scale and rapid rollout of 
smart meters (i.e. Italy, Sweden, Ontario and the Netherlands), distributors have 
been given the responsibility to roll them out.  The analysed jurisdictions show 
similarities in relation to the delays in implementation of AMI which derive from 
concern over costs (relative to benefits) or a desire to coordinate the choice of 
technology or the functionality of the AMI. 

Key factors in the speed of implementation include the requirement to establish the 
desirability of AMI programmes, time taken to coordinate technologies and different 
methods adopted for cost recovery.  Each of the analysed jurisdictions shows that 
rollout of AMI is likely to take many years. 

D.2 LECG Report  

LECG was engaged by the Commission to write a factual report on arrangements 
and developments for AMI and related services in NZ .167  A summary under key 
topics is presented below. 
 

D.2.1 AMI Deployment in NZ  

• There are plans to deploy AMI to up to 1.5 million domestic and small business 
customers within five years.  

                                                      
 
166 NERA London Report. For a full reading of the report, the Commission refers to the full text of the  
report as published on its website.  

167 LECG Report. For a full reading of the report, the Commission refers to the full text of the report as 
published on its website.  



 
68 Rule Determination - Victorian Jurisdictional Derogation, Advanced Metering Infrastructure Roll Out 
 

• The rollout of AMI to domestic and small business customers is being led by 
electricity retailers and independent metering providers in a contestable 
market.  

• The business case for AMI deployment by retailers is based on reducing cost to 
serve; potential for load control; and potential for selling additional services.  

• Deployment of AMI was also influenced by a regulatory requirement for non-
interval meters to be compliant with measuring standards and the converging 
cost structure between AMI and conventional non-interval meters.   

• Deployment of AMI is also expected to produce additional benefits for 
distribution network companies, through for example using near-real-time 
consumption information to improve network management.  Distributors are 
able to contribute to the costs of AMI in return for access to the information. 

 

D.2.2 Regulatory Arrangement in NZ 

• In May 2008 the NZ Electricity Commission (NZEC) issued voluntary 
guidelines for AMI. 

• These guidelines promote the NZEC’s view that advanced metering systems 
should share certain common characteristics, primarily aimed at achieving 
open access and provision of information to multiple parties.   

• Independent meter service providers, and generally retailers, perceive the need 
to provide and are working on AMI interoperability. 

• The NZ Electricity Governance Rules set out the obligations and 
responsibilities for metering standards; information management through a 
Registry; a process for customer switching; and processes and responsibilities 
for electricity reconciliation. 

 

D.2.3 Commercial Leasing Arrangements  

• Electricity meters in NZ are generally owned by either third party meter 
service providers or by retailers.  Retailers typically partner with third party 
providers of metering services to access relevant technology.  

• Such scheme provides incentives for retailers to enter into leasing 
arrangements with meter service providers.  

• Currently, with existing non-interval and existing time-of-use meters the party 
that owns the meter at a site has no contractual relationship with the end-
consumer.  

• Contracting arrangements for the new AMI currently being deployed are still 
evolving. However, retailers expect similar leasing arrangements to be 
implemented for AMI. 

 

D.2.4 NZ Commerce Commission   

• In 2004, the NZ Commerce Commission (NZCC) investigated the market for 
time-of-use meters when considering a request for a merger between two 
electricity metering service providers.  The NZCC found that there is a national 
market for provision of time-of-use electricity meters, including associated 
metering services, and that this market is workably competitive.  
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• Under these conditions, the NZCC on found that a meter owner faces strong 
incentives to avoid stranding of its assets by making the asset available to other 
parties on reasonable terms.  
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E Summary of Submissions 

First round consultation – the Commission published a notice under section 95 of the 
NEL advising the commencement of the Rule change process and requesting any 
submissions be provided by 15 February 2008.  The Commission received 22 
submissions from a range of stakeholders, including retailers, metering service 
providers and distributors.168  

Second round consultation – the Commission published the Draft Rule 
Determination under section 99 of the NEL and any submissions were to be provided 
by 7 November 2008.  The Commission received 13 submissions from a range of 
stakeholders, including retailers, metering service providers and distributors.169 

A summary of submissions is set out below. 

E.1 Victorian Distribution Businesses 

E.1.1 Alinta and UED 

In their submission to the first round of consultation, Alinta and UED argued that: 

• The Derogation Proposal would offer density efficiencies and economies of 
scale to distributors.170  Retailers would not be able to achieve the same 
rollout efficiencies. They referred to experience in the UK to support this 
view.171  The benefits of scale would even extend beyond the rollout period 
as a new communication network would link the back office systems to the 
meters which would introduce new processes into both the back office and 
the field172; 

• A distributor mandate for smart meter rollout would lead to significant 
operational benefits and efficiencies173; 

                                                      
 
168 The Commission received first round consultation submissions from AGL, Alinta and UED, 

Citipower and Powercor, Country Energy, CTrade, Energy Networks Association, Energex, 
EnergyAustralia, Ergon Energy, Integral Energy, Macquarie Capital Finance, MCS Digital, 
Metropolis, NEMMCO, Origin Energy, Red Energy, Victorian Distribution Businesses (CitiPower, 
Jemena, Powercor, SP AusNet, UED), WINenergy, Semitech Innovations, Stream Information, 
EUAA and Energy Network Services.  For a full reading of the stakeholders’ submissions, the 
Commission refers to the text of the submissions as published on its website. 

169 The Commission received second round consultation submissions from AGL, Ballarat Renewable 
Energy and Zero Emissions inc (Breaze), Eco-Kinetics, Elster Metering, ENA, EnergyAustralia, 
Manningham City Council, Metropolis Metering Assets, NEMMCO, Origin Energy and Origin 
Energy supplementary submission, Victorian Distribution Businesses joint submission (CitiPower, 
Jemena, Powercor, SP AusNet, UED) and the Victorian Government.  For a full reading of the 
stakeholders’ submissions, the Commission refers to the text of the submissions as published on its 
website. 

170 Alinta and UED, submission to the first round consultation, pp. 3 and 10-11. 
171 Ibid., pp. 10-11. 
172 Ibid., p. 12. 
173 Ibid., pp. 19-20. 
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• The Derogation Proposal provides for a clear and simple framework where 
AMI functionality would be able to be utilised by the distributors without the 
time delay of receiving network and metering data from many competitive 
metering data service providers174;  

• Retailers would be unable to provide the guarantee to meet the Victorian 
Government’s policy175; 

• The proposal from the Victorian Government would lead to faster and more 
efficient customer transfers by minimising supply interruptions and 
annoyance for consumers, and simplifying the service provision 
arrangements for the period of the rollout176;  

• An accelerated rollout of AMI with the obligation across a number of parties 
in a geographic area would be complex.  Distributors are best positioned to 
handle such complexity and manage difficult sites177;  

• They supported the Derogation Proposal in allowing only the distributor to 
select the meter and the technology for data collection which would enable 
the most cost effective technologies to be adopted178; 

• Under a Retailer Led Rollout, interoperability would not be guaranteed. And 
by referencing the UK experience, they believed that a mass rollout of smart 
meters by network operators would secure interoperability179;  

• A Retailer Led Rollout would lead to inefficient meter churn and duplication 
of assets180;   

• A Distributor Led Rollout does not create barriers for customers to switch 
retailers and thereby, such approach would not have a negative impact on 
retail competition181;  

• A Distributor Led Rollout would reduce the barriers for small and new 
entrant retailers who may not be able to provide the services due to the lack 
of scale and density efficiencies.182  They referred to their experience with 
large type 1-4 metering installation consumers, whereby retail contracts 
sought to lock-in consumers for longer periods to recover the costs of 
providing the meter.183  They also made reference to the Ontario experience 
which suggested that metering contestability should be rejected184;   

• The Derogation Proposal would contribute to the success of AMI 
implementation by enabling cost smearing and applying a longer cost 

                                                      
 
174 Ibid., p. 17. 
175 Ibid., p. 10. 
176 Ibid., pp. 22 and 24-25. 
177 Ibid., pp. 15-16. 
178 Ibid., pp. 7-9. 
179 Ibid., pp. 11 and 27. 
180 Ibid., pp. 19, 22-24. 
181 Ibid., p. 25. 
182 Ibid., pp. 3, 12 and 22. 
183 Ibid., pp. 17 and 25. 
184 Ibid., p. 10. 
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recovery period.185  Retailers have shorter relationships with their customers,  
which would result in higher prices186; and 

• The Victorian Government has built in safeguard provisions in its proposal to 
overcome the lack of responsiveness and innovation under a Distributor Led 
Rollout.187  

 

E.1.2 Citipower and Powercor 

In their submission to the first round consultation, Citipower and Powercor 
advocated that: 

• A Distributor Led Rollout would overcome any issues related to retailers 
getting access to the distributors’ assets188; 

• Distributors would use the more cost effective fixed infrastructure 
communications technologies compared to retailers189; 

• With the Derogation Proposal in place, operational cost efficiencies would be 
achieved, including through a reduction in calls to faults and emergency 
lines, the reduced cost for post-storm restoration and the avoided cost of 
customer complaints about loss of supply.  They believed that these benefits 
would arise from the loss of supply detection functionality of smart meters 
being integrated into distributors’ network operations.  They referred to the 
national cost-benefit analysis wherein Energy Market Consulting associates 
concluded that the communications costs for a Retailer Led Rollout would be 
higher than a distributor-led rollout190;   

• Under a Retailer Led Rollout, interoperability would not be guaranteed191; 
and  

• By not creating barriers to switching for electricity customers, a Distributor 
Led Rollout would avoid the risk of compromising retail competition.192  

 

E.1.3 Victorian Distribution Businesses (representing Alinta and UED, 
Citipower, Powercor, SPAusnet and United Energy) 

The Victorian Distribution Businesses made the following points in their joint 
submission to the first round of consultation: 

• The Derogation Proposal offers density efficiencies and economies of scale to 
distributors.193  They stated that the benefits of mesh radio solutions rely on a 
level of density that can be best achieved by distributors194; 

                                                      
 
185 Ibid., pp. 16 and 22. 
186 Ibid., pp. 22 and 25. 
187 Ibid., pp. 3, 18 and 21. 
188 Citipower and Powercor, submission to the first round consultation, p. 9. 
189 Ibid., pp. 13-14. 
190 Ibid. 
191 Ibid., p. 9. 
192 Ibid., pp. 13-17. 
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• Distributors are considered to be best placed to roll out this fixed 
infrastructure technology195; 

• A Distributor Led Rollout would overcome any issues related to retailers 
getting access to the distributors’ assets196; 

• The proposal from the Victorian Government would lead to significant 
operational benefits and efficiencies197; 

• An accelerated AMI rollout has been proven to be complex and that 
distributors are best positioned to handle such complexity198;   

• A Retailer Led Rollout might lead to duplication of infrastructure. 
Distributors are best positioned to avoid such duplication199; 

• Interoperability would not be guaranteed under a Retailer Led Rollout200;  
• A  Retailer Led Rollout would lead to inefficient meter churn.  They believed 

that the Derogation Proposal would minimise the impacts of meter churn at 
times of high installation volumes201; 

• Under a Retailer Led Rollout customer transfer may be stifled as retailers may 
have incentive to lock customers in for longer periods which could also 
reduce metering competition202;  

• The Derogation Proposal does not create barriers to switching for electricity 
customers, which would avoid the risk of compromising retail 
competition.203 

• The Derogation Proposal would increase the success of the AMI policy 
implementation by enabling cost smearing and applying a longer cost 
recovery period204; and 

• Without the certainty of distributor exclusivity, the investment risk in AMI 
for the distributors would be material and may become unreasonable for 
them to handle.205 

 
The Victorian Distribution Businesses made the following points in their joint 
submission to the second round of consultation: 

• The distributors supported the Draft Rule Determination and the distributors 
were well underway with substantial AMI projects to meet the obligations 
established by the Victorian Government.206 

                                                                                                                                                        
 
193 Victorian Distribution Businesses, submission to the first round consultation, p. 6. 
194 Ibid. 
195 Ibid. 
196 Ibid., p. 9. 
197 Ibid., pp. 6 and 9. 
198 Ibid., p. 7. 
199 Ibid., pp. 1 and 6. 
200 Ibid., p. 9. 
201 Ibid., p. 10. 
202 Ibid., p. 6. 
203 Ibid., p. 7. 
204 Ibid., pp. 7 and 9. 
205 Ibid., p. 1. 
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• The distributors noted their view that the final Rule determination should 
clearly set out the requirements in the areas of: exclusivity and meter 
exchange rights; support for remote reading of type 5 meters including 
distributor choice of data service provision; and the period of the 
derogation.207 

• A derogation is required to support the AMI rollout project as distributors 
currently do not have exclusivity.208 

• If the derogation does not provide exclusivity to distributors the aim of 
having an AMI meter installed on all less than 160MWh customers to provide 
a homogenous metering approach would be in jeopardy.  Some customers 
may never get an AMI meter.209 

 

E.2 Other Distribution Businesses & Organisations 

E.2.1 Energex 

In its submission to the first round consultation, Energex expressed concern about: 

• The Derogation Proposal having the potential to set a precedent or pre-empt the 
policy for a national framework; and 

• Inconsistencies between the arrangements established under the Derogation 
Proposal and the national framework.210 

E.2.2 Ergon Energy 

Ergon Energy stated in its submission to the first round consultation that 
jurisdictional arrangements should not constrain the systems and processes required 
to support a national framework.211   

E.2.3 Integral Energy 

Integral Energy argued in its submission to the first round consultation that the 
Derogation Proposal: 

• Would lead to significant operational benefits and efficiencies212; and 
• Is inconsistent with a national framework, but considered there needed to be 

a consistent national smart meter rollout, which incorporated the Victorian 
rollout model.213 

                                                                                                                                                        
 
206 Victorian Distribution Businesses, submission to the second round consultation, p. 2. 
207 Ibid, p. 6. 
208 Ibid. 
209 Ibid, p. 7. 
210 Energex, submission to the first round consultation, p. 1 
211 Ergon Energy, submission to the first round consultation, p. 1. 
212 Integral Energy, submission to the first round consultation, p. 1. 
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E.2.4 Energy Networks Association (ENA) 

In its submission to the first round consultation, Energy Networks Association 
(ENA) expressed the view that: 

• The Derogation Proposal would offer density efficiencies and economies of 
scale to distributors214; 

• There is a need for a consistent national smart meter rollout215; 
• A  Retailer Led Rollout would lead to inefficient meter churn216; and   
• The proposal from the Victorian Government would increase the success of 

the AMI policy implementation by enabling cost smearing and applying a 
longer cost recovery period.  A  Retailer Led Rollout would have a shorter 
cost recovery period; thereby resulting in higher metering costs over the life 
of the retail contract.217 

 
In its submission to the second round consultation, ENA expressed the following 
views: 

• The wording of the Rule to be made must ensure exclusivity to distributors 
includes all metering installations.218 

• The expiry date of the derogation should provide regulatory certainty for the 
distributors meters and communications procurement.219 

• The Rule to be made should not alter existing type 5 arrangements, other than 
the clear ability for remote acquisition being within the Rules for type 5 
meters, as any alteration may pre-empt or set precedents before any 
advanced metering framework is clearly thought through.220 

• The derogation did not seek cost recovery details as proposed by the AEMC 
in the Draft Rule Determination and it is premature for the AEMC to be 
suggesting such detailed costing principles.221 

 

                                                                                                                                                        
 
213 Ibid., p. 2. 
214 ENA, submission to the first round consultation, p. 1. 
215 Ibid. 
216 Ibid. 
217 Ibid. 
218 ENA, submission to the second round consultation, p2. 
219 Ibid. 
220 Ibid. 
221 Ibid. 
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E.3 Retailers 

E.3.1 AGL 

In its submission to the first round consultation, AGL put forward the following 
arguments: 

• AGL expressed concern regarding the proprietary access standards to each 
distributor and advocated for open access and communication protocols222; 

• The risk and loss of retail business in terms of customer churn, higher 
transaction cost and/or customer complaints caused by service failures under 
a Distributor Led Rollout should not be understated223; 

• A potential inconsistency could be found in the national and Victorian 
minimum meter functionality which could lead to increased complexity and 
costs for retailers224; 

• The Derogation Proposal is inconsistent with section 89 of the NEL225;    
• Competition in the provision of AMI services is more likely to maximise long 

term benefits for the electricity market and consumers, rather than market 
regulation226; 

• The proposed approach would make customer switching more difficult227; 
• Distributor exclusivity would inhibit new entrants from entering the 

market228;  
• The cost recovery schedule in the Derogation Proposal may delay the 

development of a competitive AMI market due to the lack of transparency, 
the prohibitive character of the cost of churning newly installed meters, and 
high exit and restoration fees229;   

• AGL suggested that an accelerated regulatory depreciation would enhance 
the development of competition post-derogation, that the cost and charges of 
AMI services should be separated into meter provision, data management 
and AMI services, and that the cost of regulated electricity network services 
and related party transactions should be ring-fenced to avoid cross 
subsidisation230; and 

• A Retailer Led Rollout would lead to more innovation.231 AGL argued that 
AMI relies heavily on technology with short to medium product life cycle and 
that therefore, locking-in with existing technology for a significant length of 

                                                      
 
222 AGL, submission to the first round consultation, p. 6. 
223 Ibid., p. 7. 
224 Ibid., pp. 1 and 3-4. 
225 Ibid., pp. 2 and 8-9. 
226 Ibid., p. 1. 
227 Ibid., pp. 4-6. 
228 Ibid., pp. 1-2 and 5-6. 
229 Ibid. 
230 Ibid., pp. 7-8. 
231 Ibid., pp. 3 and 6. 
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time, would not allow the industry to capitalise on improvement in 
technologies.232   

 
In its submission to the second round consultation, AGL put forward the following 
views: 

• A market driven approach to introducing smart meters in the mass market 
through open retail and metering competition is preferable.233 

• AGL disagrees with the interpretation that the Commission may make a 
jurisdictional derogation even if the Commission determines that the factors 
to which the Commission must have regard as set out in section 89 of the 
NEL are not met.234 

• AGL questions if a derogation for distributors to be the responsible persons is 
necessary given that the existing Rules has already provided for distributors 
to be the responsible person for Type 5 meters.235 

• To transition to a contestable metering market AGL believes much work and 
time is required to allow the industry to identify and examine all factors 
thoroughly through the NSSC.236 

• AGL is concerned that the rolling out of smart meters ahead of an industry-
agreed market and regulatory design would jeopardize the opportunity to 
create an optimal national system that supports the long term development of 
a contestable metering and retail services.237 

• AGL considers it is essential that an open access regime is developed and 
agreed by the industry that is supported by a regulatory framework that 
promotes the contestability of retail and metering services.238 

 
In its supplementary submission to the second round consultation, AGL submitted: 

• The revised Cost Recovery Order (Revised Order) in Council has been 
significantly changed from the original order.239 

• AGL is concerned the amended approach does not provide control and 
oversight if the efficient costs of implementing AMI in Victoria.240 

• AGL believed it was not evident in the Revised Order that measures were 
provided to minimise barriers to the transition to competition in the post-
derogation period.241 
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233 AGL, submission to the second round consultation, p. 1. 
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238 Ibid. 
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• AGL requested the Commission provide a range of conditions in its final 
approval of the derogation to improve regulatory oversight of the AMI 
rollout.242 

E.3.2 Country Energy 

Country Energy’s submission to the first round consultation raised concern about 
inconsistencies between the arrangements established under the Derogation Proposal 
and the national framework.243 

E.3.3 EnergyAustralia 

EnergyAustralia advocated in its submission to the first round consultation that: 

• The Derogation Proposal could lead to fragmentation in the smart meter 
information systems, which would add complexity and higher costs244; 

• Although supportive of a decision in favour of a Distributor Led Rollout, it 
was concerned that the Derogation Proposal would not provide a complete 
framework, and would pre-empt national framework decisions245;   

• Inconsistency in market structures and regulatory frameworks across 
jurisdictions would increase complexity and costs for retailers.246;   

• The risk of technology discrepancies can have profound negative effects on 
the design, performance and benefits of the AMI247; 

• The Derogation Proposal may act as a deterrent for customer switching 
retailers as bills may not be transparent (if metering charges are not 
separately itemised on the bill) and may include substantial exit fees248; and 

• The cost recovery approach proposed by the Derogation Proposal may lead to 
the risk of a cost or performance penalty.249 

 
EnergyAustralia noted the following views in its submission to the second round 
consultation: 

•  Although EnergyAustralia strongly supports the view that network 
exclusivity for an AMI rollout would be a more efficient and practical 
approach, it is concerned that the derogation could result in fragmented 
national market rules and business systems for smart metering.250 
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• EnergyAustralia applauds the revisions made to the AMI rollout project and 
the changes have eased its concerns regarding any potential misalignment 
with a future AMI framework.251 

• The NSSC will enable the national and Victorian AMI programs to develop in 
a compatible manner and significantly reduce the risk of jurisdictional 
misalignment.252 

• Supports the Draft Rule Determination and the conculsion that distributors 
have experience and project management capability for large scale 
infrastructure and network equipment projects.253 

• Contends that the uncertainty created by clause 9.10.2(b) which allows the 
derogation to expire on the commencement of national rules providing for an 
AMI roll out in other jurisdictions should be removed.254 

• Believes that the same inherent advantages for distributors in the installation 
of AMI meters during the roll out should extend to the on-going operation, 
maintenance and eventual replacement of AMI for small customers.255 

• The AEMC was not required to address issues relating to any transition to a 
contestable environment as this would be addressed through the NSSC.256 

E.3.4 Origin Energy 

In its submission to the first round consultation, Origin Energy argued that: 

• Economies of scale would not be compromised under a Retailer Led Rollout. 
The relative efficiencies of scale and density may not be as evident in a smart 
meter rollout that has less reliance on online carrier technologies257; 

• Fixed infrastructure solutions are cheaper than point to point solutions.  It 
suggested that the point-to-point technology that would be used under a 
Retailer Led Rollout would not be less efficient and more expensive 
compared to the fixed infrastructure distributors would use under distributor 
exclusivity258; 

• Under a Retailer Led Rollout, retailers may capture future synergies across 
utility providers, for example by linking AMI to gas259; 

• It is important for the Commission to consider whether the proposed 
approached would facilitate or hinder market development over the longer 
term and beyond any transition period and that one of the long term 
developments should be national harmonisation260; 
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• Distributor exclusivity would inhibit new entrants from entering the market. 
It believed that market regulation of the provision of AMI may not be 
desirable given the historically high costs of metering and communications 
technologies, and the lack of competition in metering and data services261; 
and 

• A Retailer Led Rollout would lead to more opportunity for innovation in 
service levels, functionalities and technologies compared to a Distributor Led 
Rollout due to exclusivity and cost recovery under the latter approach. It was 
argued that allowing a free and open market for the AMI rollout would 
ensure the best technologies to be deployed and enhance innovation. Origin 
Energy advocated that competitive markets would take advantage of rapidly 
changing technology, such as in-home services and the communications 
area.262 

 
In its submission to the second round consultation, Origin noted the following views 
and issues: 

• Origin does not support the accelerated, universal roll-out of AMI as an 
obligation on retailers, but it does support the retention, to the maximum 
possible extent, of contestability in AMI provision.263 

• Requested consideration of certain exemptions from the exclusivity 
provisions promulgated by the proposed derogation.  The exemptions would 
not prevent distribution businesses from installing AMI for the customers 
described, but the retailer would appoint AMI service providers under this 
model as the responsible person under current Rule provisions.264 

• There is consideration scope to provide enhanced AMI to new connection 
customers.  Given the incremental nature of AMI deployment the retention of 
contestability for new connections should not create significant uncertainty 
for distributors’ rollout plans.265 

• Given the dispersion of small business customers, the retention of 
contestability for these customers in many cases would not greatly impact 
upon the location of concentrators that may be used by distributors’ mesh 
and distribution line carrier communication systems.266 

• In some cases, customers may seek to voluntarily pay for services above those 
provided under the AMI rollout and in such circumstances retention of 
customer choice may be highly desirable.  This would allow market 
participants to test new technologies as they become available.267 

• While Origin supports the clear statements that exclusivity would expire 
following the end of the mass rollout program, it is concerned that the 
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determination itself does not specify how exclusivity will come to an end or 
the mechanisms that would allow this to occur.268 

• Origin believes it was a significant error to assume that retailers would own 
metering assets.269 

• Origin is not convinced that the proposed approach to changing 
functionalities or improving service levels via a regulated process will result 
in innovation in the delivery of AMI services to consumers.270 

• Origin agrees in principle that regulatory cost recovery of an AMI rollout 
would result in only efficient costs being recovered.  Although the regulator 
will be privy to the tendering process engaged by distributors, such prices are 
set in an environment that lacks competitive pressure from the distributor’s 
prespective and will not be benchmarked to the competitive provision of 
AMI.271 

 
In its supplementary submission to the second round consultation, Origin noted the 
following views and issues: 

• The revised Cost Recovery Order in Council has significantly altered the 
approach to cost recovery and that the changes were not consistent with the 
Commission’s assessment outlined in the Draft Determination.272 

• Origin believes the revisions were not consistent with clause 7A(3) of the 
NEL, requiring the provision of “…effective incentives in order to promote 
economic efficiency” for regulated network service provider revenue and 
pricing principles.273 

• The revision does not support any flexibility, for example, there is no 
provision to allow for accelerated depreciation of AMI assets.274 

• Origin believes the Rule should consider the importance of retaining some 
level of competitive tension in the provision of meter and meter data services 
in the Victorian jurisdiction in the NEM.275 

E.3.5 Red Energy 

In its submission to the first round consultation, Red Energy stated that: 

• Under a  Retailer Led Rollout, the incentive for interoperability for retailers 
would be high, so as to avoid asset stranding and for commercial reasons276; 

• While it is proposed that the Victorian derogation would expire by 2013, in 
the meantime the transitional policy outcomes would become entrenched in 
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Victoria in ways which may hinder the orderly development of a national 
market in metering services277; 

• The Derogation Proposal is inconsistent with section 89 of the NEL and 
should therefore not be approved.  Red Energy challenged the argument put 
forward by the Victorian Government that the Derogation Proposal would 
represent a continuation of existing regulatory arrangements applying to the 
electricity industry within the Victorian jurisdiction278; 

• Under a Retailer Led Rollout, there would not be inefficient meter churn or 
asset stranding because retailers do not and would not own and operate the 
meters279;  

• The proposed approach may act as a deterrent for customer switching280; 
• The guaranteed cost recovery would prevent ongoing technological and cost 

improvements.  Red Energy considered that the current cost recovery for 
basic meters through inclusion in regulated charges has helped to block 
commercial deployment of AMI in the residential market to date281; and 

• A Retailer Led Rollout would lead to more innovation in service levels, 
functionalities and technologies compared to a Distributor Led Rollout.  Red 
Energy were concerned that the cost recovery schedule for distributors in the 
Derogation Proposal would prevent ongoing technological improvements.282   

E.4 Investors 

E.4.1 Macquarie Capital Finance 

In its submission to the first round consultation, Macquarie Capital Finance argued 
that: 

• In case of a Retailer Led Rollout, there would not be inefficient meter churn or 
asset stranding because retailers do not and would not own and operate the 
meters. Macquarie referred to its investment experience in the UK which 
shows that in a contestable market environment customer switching between 
energy suppliers has little risk for a meter to be removed283; 

• The Derogation Proposal would create a barrier for customer switching284; 
• A Distributor Led Rollout would inhibit new entrants from entering the 

market285; 
• Without competitive pressure, consumers would pay higher prices286; and 
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• A Distributor Led Rollout would lead to less innovation compared to a 
Retailer Led Rollout. Macquarie referred to its investment experience in the 
UK which shows that metering competition reduces costs significantly and 
that contestable metering services elicit more competitive pricing and 
improved service propositions and technologies.  Macquarie advocated that 
distributor exclusivity would deny the opportunity to invest in metering 
sector in the NEM for many years to come.287 

 

E.5 Metering Service Providers 

E.5.1 MCS Digital 

In its submission to the first round consultation, MCS expressed concern that 
distributor exclusivity would inhibit new entrants from entering the market.288 It 
referred to the fact that a recent tender for metering services by a distributor 
excluded small meter service providers.289 

E.5.2 Metropolis 

In its submission to the first round consultation, Metropolis maintained that: 

• Under a Retailer Led Rollout, economies of scale would not be compromised.  
It suggested that network benefits would be achieved through smart meter 
owned and operated by a metering services provider and data access 
provided by a meter data agent.  They argued that the cost of installing a 
meter does not increase as geographic densities decrease290; 

• Use of point-to-point technology  does not require access to network 
infrastructure and is not less efficient and/or more expensive compared to 
the fixed infrastructure distributors would use under distributor 
exclusivity291; 

• A Retailer Led Rollout would not create duplication of assets or 
infrastructure292; 

• Open access and communication protocols are crucial293;  
• The Derogation Proposal should not be approved because it is inconsistent 

with section 89 of the NEL294; 
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• The Derogation Proposal would deny independent meter service providers 
the opportunity to expand into the small customer market and may result in 
prices being undercut in the ‘large customer’ market295; 

• There would not be inefficient meter churn or asset stranding in case of a 
Retailer Led Rollout, because retailers would not own and operate the meters. 
It argued that meter churn would not create asset stranding if the meters are 
interoperable and they referred to the Private Sector Trial which has 
demonstrated that retailer switching does not require physical meter 
churn.296; 

• Small retailers would not be prejudiced under a Retailer Led Rollout. On the 
contrary, small retailers have distinct competitive advantages in such 
scenario since they are more adaptive.297  Retailers do not expect an orderly 
recovery of costs because they do not and would not own and operate 
electricity meters298; and 

• A Retailer Led Rollout would lead to more opportunity for innovation.299  
 

In its submission to the second round consultation, Metropolis put forward the 
following views: 

• Given that smart meter services that satisfy the current functional 
specifications are available now from companies such as Metropolis, it sees 
no reason why customers in need of these services should be denied them for 
a period of up to five years.300 

• Retailers should be able to appoint themselves as the responsible person (as 
the Rules currently allow) for cases where a customer has entered into an 
agreement with a retailer for specific services and has agreed to any costs 
associated with a that upgrade.301 

• Need to have certainty that any derogation periods will not be able to be 
endlessly extended should the distributors fail to meet the targets for 
installation.302 

• Metropolis supports unbundling of metering service charges; exit fess should 
be limited; and accelerated depreciation.303 

• However, Metropolis does not believe that separately itemised metering 
charges on customers’ bills is required as mandating itemisation in this way 
may lead to higher compliance costs in retail businesses.304 
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• The distributor’s chosen technologies are unproven and further development 
work needs to be done before they can be confident that the technology will 
work.305 

• The end date of the derogation is no later than that specified (31 December 
2013).306 

• The Commission ought to be assessing whether the distributor led 
accelerated rollout actually requires a derogation to proceed at all.307 

• Metropolis questioned whether the proposed benefits of the distributor led 
rollout will be realised given the revised scope of the rollout project.308 

• Assessing the derogation based on whether the rollout is distributor or 
retailer led is not valid as the work may be carried out by metering service 
providers under either scenario.  That is, companies other than distributors 
are accredited to carry out metering work, including Metropolis.309 

 
In its supplementary submission to the second round consultation, Metropolis put 
forward the following views: 

• The vast majority of remotely polled interval meters currently operating in 
Victoria are provided by competitive service providers, with Retailers acting 
as responsible persons.310 

• Metropolis’ charge for installing a type 4 smart meter is in many cases less 
than the costs incurred by a customer when relying on a distributor to install 
a type 5 or 6 meter.311 

• The derogation would deny a significant number of customers access to the 
enhanced metering services they desire and unnecessarily increase the costs 
of metering for these customers.312 

• The DPI is not correct in stating that B2B hub does not support the 
information flow where the retailer is the responsible person or where a 
competitive MDA is providing services.313 

• Metropolis is contractually obligated to allow any MDA appointed by the 
responsible person to read its meters.  There is no lock-in and retail 
competition is not affected by our technology choices.314 

• Distributor technology choices that rely on maintaining geographic densities 
need to be discouraged.  There are several cost effective solutions that do not 
require high density – including mesh-radio.315 
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• The national cost benefit analysis did not consider a hybrid model, where the 
distribution companies perform the rollout in conjunction with some degree 
of continued activity by retailers.316 

• Do not consider that the effectiveness of a Distributor Led Rollout would in 
any way be compromised by allowing retailers to continue assuming the role 
of Responsible Person in what would only be a limited number of cases.317 

E.5.3 Semitech Innovations 

Semitech Innovations stated in its submission to the first round consultation that: 

• Distributor exclusivity would inhibit new entrants from entering the 
market318; and 

• Allowing a free and open market for the AMI rollout would ensure the best 
technologies to be deployed and enhance innovation.319 

E.5.4 Stream Information 

Stream Information made the following points in its submission to the first round 
consultation: 

• A Distributor Led Rollout would hinder new entrants from entering the 
market320; 

• Prices for consumers would be higher under a Distributor Led Rollout. 
Stream stated that it provides completely transparent price and service 
offerings to the end-use consumer, which drives efficient, effective metering 
outcomes. It advocated that competitive pressures ensure that services, 
functionality, technology and pricing remain superior321; and  

• A Distributor Led Rollout would be detrimental for innovation in service 
levels, functionalities and technologies. Although supportive of the initiative 
from the Victorian Government to rollout AMI, Stream suggested that the 
Derogation Proposal would stop retailers having the option to choose the 
most suitable and cost effective meter technology, which is inconsistent with 
the purpose of deregulation.322   
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E.6 Consumer Representation 

E.6.1 EUAA 

In its submission to the first round consultation, EUAA stated that: 

• More smart meters could be rolled more quickly under a Retailer Led Rollout 
since other meter providers would be allowed to tender for the work.323 

• A Distributor Led Rollout would reduce competition in service and product 
offerings at the retail level324; 

• Distributor exclusivity would inhibit new entrants from entering the 
market325;  

• The lack of competitive pressure on pricing would mean that consumers 
would be the big losers in the rollout326; and 

• Innovation would be compromised under a mandated distributor rollout.327 
 

E.6.2 Ballarat Renewable Energy and Zero Emissions inc (BREAZE) 

In its submission to the second round consultation, the Ballart Renewable Energy 
and Zero Emissions inc (BREAZE) noted its views: 

• Smart meters are an essential component of the value proposition when 
considering solar generation.328 

• The smart metering services available from metering service providers are 
not available from the local distribution company, PowerCor.329 

• It does not make sense to grant PowerCor a monopoly over services they do 
not provide while denying retailers and their customers access to service 
providers that do.330 

• Customers may have to wait up to five years, possibly longer, for a smart 
meter and in the mean time members will be expected to pay more for a 
meter that will inevitably be replaced.331 
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E.7 Market Operator 

E.7.1 NEMMCO 

NEMMCO suggested the following in its submission to the first round consultation: 

• That some specific drafting of the proposed Rule be clarified so that the 
distributors be given responsibility for remote acquisition of metering data 
from the relevant metering installations332; 

• Some changes should be made to the proposed Rule in order to avoid 
confusion on the scope regarding joint metering installations, boundary 
metering points and high voltage installations and in order to clarify and 
simplify the responsibilities between meter data agents, network service 
providers and itself333; and 

• Due to compliance issues, some degree of interoperability is required. 334 
 

NEMMCO suggested the following in its submission to the second round 
consultation: 

• Clarify proposed Rule 9.10.5(b) to ensure consistency with Rule 7.11.1 in 
relation to the performance requirements for metering data. 

• Clarify the definition of remote acquisition to ensure consistency with the 
type 5 metering installation processes detailed in the metrology procedures. 

• Clarify the Rule provisions to ensure that the requirements for the approval 
and performance of any private telecommunication networks are 
appropriately set out. 

E.8 Other Stakeholders 

E.8.1 CTrade (renewable energy company) 

In its submission to the first round consultation, CTrade advocated that AMI 
technology is still at a very early stage and that by limiting the access to the smart 
metering market, innovation would be compromised.335   

E.8.2 WINenergy (provider of energy management services to end-customers) 

In its submission to the first round consultation, WINenergy stated that: 

• A Retailer Led Rollout would avoid inhibiting new entrants from entering the 
market336; 
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• Allowing distributor exclusivity with regard to the introduction of metering 
technologies could dangerously promote cost complacency amongst the 
distributors which would be channelled through to the end consumer, 
thereby increasing prices337; and  

• The Derogation Proposal would stifle the introduction of innovative new 
technologies.338   

E.8.3 Energy Network Services (embedded network operator) 

In its submission to the first round consultation, Energy Network Services requested 
that the proposed Rule not result in  distributors becoming the responsible person for 
non-market meters in embedded networks.339 

E.8.4 Eco-Kinetics (renewable energy company) 

In its submission to the second round consultation, Eco-Kinetics noted its views: 

• In the case of PV installations a type 4 meter will need to be used which will 
become a chargeable item by the distributors and currently their history on 
these charges has not been favourable to the consumer.340 

• Although the ESC will determine fair and reasonable costs with respect to 
charges it will be based on what the newly created electricity “cartels” will 
deem in their interest to pass on.  In addition, the derogation gives no details 
on costs of collecting the metering data and how much of this will be passed 
to the consumer.341 

• Smart meters with full 2012 capabilities are being offered immediately by 
Eco-Kinetics.342 

• Current and ongoing charges for data collection and provision by the 
distributors under the derogation could not be determined.343 

• Under the derogation it is uncertain how and when solar PV installations will 
be able to actually take advantage of the higher feed-in tariffs.  Under the 
current arrangements, Eco-Kinetics’ customers are able to take advantage of 
the feed-in tariffs as soon as legislation is introduced.344 
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E.8.5 Elster Metering (manufacturer and supplier of smart meters) 

In its submission to the second round consultation, Elster Metering (Elster) noted its 
views: 
 

• Elster has no objection to the proposed derogation to retail contestability for 
the provision of smart meters.345 

• However, Elster is concerned about the type 5 metering classification in the 
AMI rollout.346 

• The additional requirements of the type 5 classification will exclude a number 
of existing and potential competing technology suppliers from participating 
in the rollout.347 

• Elster is concerned that adoption of the type 5 classification in the Victorian 
AMI rollout will impact the development of a nationally consistent 
framework for smart meters.348 

 

E.8.6 Renewable Future (renewable energy consulting and analysis) 

In its submission to the second round consultation, Renewable Future noted its 
views: 
 

• The current five year rollout will cost households $1billion and will not 
change the thermal characteristics of any house directly and hence peak 
power will continue to grow as more air-conditioners are sold.349 

• It would be better if this investment was directed squarely at the air-
conditioning growth area, low income households.  Advanced meter rollout 
should be maintained at natural replacement levels.350 

• Businesses who sell PV systems will bear a significant disadvantage in that 
the meter change over cost will rise from $250 to $400 and the quality of 
service will be degraded as there is no competition.351 

 

E.8.7 Manningham City Council 

In its submission to the second round consultation, Manninghand City Council noted 
the views: 
 

• The Council assisted residents with the purchase of grid interactive solar PV 
systems.  As a part of this process, the Council wanted meters that were 
capable of providing internet based access to energy data, being remotely 
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read and being able to be changed to a gross meter if national laws came in at 
a later date.352 

• Its metering service provider was able to meet these requirements and install 
the meters now.  Distributors approached offered the services at a higher 
cost.353 

• The Council is of the view that the derogation provides a poor outcome for 
residents and will severely limit innovation and the opportunity for more 
resident participation in dealing with the consumption of energy and 
ultimately climate change.354 

 

E.8.8 Victorian Government – Department of Primary Industries 

In its submission to the second round consultation, the Victorian Government noted: 
 

• On closer examination the potential carve outs suggested have serious 
implications.355 

• Processes within the NEM are not in place to deal with retailer/MDA 
responsibility for AMI services as the processes in place for the B2B hub does 
not provide for metering information flow, where the retailer/MDA is the 
responsible person.  These issues will be addressed over time, but it is not 
likely they will be addressed within the time required for the rollout 
project.356 

• As there are only a small number of MDAs offering AMI like services to small 
customers carve outs could potentially cause customers to be locked into a 
particular MDA.357 

• The required geographic density for distributor AMI systems may be 
negatively impacted.358 

• Diminishing the distributor exclusivity is likely to reduce the net benefits to 
the community as it would impact on the cost-effectiveness of the rollout.359 

• Victorian feed-in tariffs are based on net energy to the grid, not gross 
energy.360 

• The AMI Specifications Orders in Council provides a process for retailers and 
distributors to agree a means to provide “enhanced functionality and 
enhanced service levels”.361 
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• In the circumstance where a customer is about to install their own generation, 
the customer can also request (through their retailer) an AMI meter ahead of 
the AMI rollout to their area.362 

• Supports the ultimate determination of standards for customers through the 
emerging national smart meters framework and will initiate a formal and 
efficient transition to these national arrangements at the earliest possible 
future date.363 
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