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US smart grid - Opting-out ain’t cheap

Event

= We remain cautiously optimistic on the near-term outlook for the smart metering industry. Though CA media
and a small minority of ratepayers are demonizing the technology over disproven health concerns, utility demand is strong as
demonstrated by our November utility survey. Opt-out programs are costly (~US$600/customer), so they shouldn't
meaningfully inhibit industry growth.

= Yesterday, PG&E released details on the costs for customers to opt out of its smart metering program.
Impact
= Opting-out ain't cheap: Following a mandate by CA regulators (the CPUC), PG&E proposed a plan on how

the utility's residential ratepayers can opt out of the SmartMeter program. To participate in this “radio-off” option, the customer
will have to pay a hefty price — importantly, the utility should be financially indifferent. The fee has three components: an up-
front fee, a monthly fee and an undisclosed “exit” fee if/when the customer moves. Ratepayers have some flexibility, as they
can choose higher upfront fees but lower monthly fees (US$135 and US$20/mo or US$270 and US$14/mo), and can have
fixed or volumetric monthly fees.

= Small but vocal minority: PG&E estimates that only ~145,800 of its 15m customers will choose to opt out
for an aggregate cost of US$84.4m. Despite representing < 1%, these ratepayers have been extremely vocal, raising concerns
over health issues and the accuracy of these meters. Importantly, these concerns have been scientifically refuted. Still, the
CPUC feels the need to appease this very vocal minority, as was emphasized in our recent meetings with the Commissioners.

= Opt-out programs shouldn't inhibit industry growth: We remain cautiously optimistic on the near-
term outlook for the smart metering industry. While a deceleration from the current rampant pace of deployment seems
inevitable, long-term growth should remain attractive. Given the high cost of opting out, we don't expect other utilities or their
regulators to follow the Northern California example, at least not in a major way. Exceptions include PA and ME.
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Qutlook

= Elster (ELT, Outperform) is our top pick of smart metering companies, as we see it as the most attractive
publicly-traded company in the space. We believe ELT has a better growth than Itron, a better earnings mix than diversified
peers as more of the business comes from the smart grid, and is attractively priced at a 10% discount vs. metering peers.

= We remain cautious on ltron (ITRI, Neutral) given our concerns about the company's competitive position
and declining market share. Still, the valuation seems reasonable at this level given the historical premium vs. metering peers
has disappeared.

Analyst

Andrew Weisel, CFA +1 212 231 1159 andrew.weisel@macquarie.com
Angie Storozynski +1 212 231 2569 angie.storozynski@macquarie.com
Cleo Zagrean, CFA +1 212 231 1749 cleo.zagrean@macquarie.com

If you cannot view this page properly a web version is available here

SB GT&S 0012078


mailto:andrew.weisel@macquarie.com
mailto:angie.storozynski@macquarie.com
mailto:cleo.zagrean@macquarie.com

e
Us$50.0C

Note: Share
prices as of
close of 24

March 2011,

=

Andrew ‘1
Weisel, 21%
CEA 1159

andrew weizel

Angie n%;;é
Storo

9 231

2569

angie slorozyn

Cleo +1
Zagrean ,g;?
ErA 1749

cles zogieand

ot US smart grid
Opting-out ain’t cheap

Event

= We remain cautiously optimistic on the near-term outlook for the smart metering industry. Though
CA media and a small minority of ratepayers are demonizing the technology over disproven health concerns,
utility demand is strong as demonstrated by our November utility survey. Opt-out programs are costly
(~US8600/customer), so they shouldn't meaningfully inhibit industry growth.

= Yesterday, PG&E released details on the costs for customers to opt out of its smart metering
program.

Impact
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= Opting-out ain't cheap: Following a mandate by CA regulators (the CPUC), PG&E proposed a
plan on how the utility's residential ratepayers can opt out of the SmartMeter program. To participate in this “radio-
off” option, the customer will have to pay a hefty price — importantly, the utility should be financially indifferent.
The fee has three components: an up-front fee, a monthly fee and an undisclosed “exit” fee if/when the customer
moves. Ratepayers have some flexibility, as they can choose higher upfront fees but lower monthly fees (US$135
and US$20/mo or US$270 and US§14/mo), and can have fixed or volumetric monthly fees.

= Small but vocal minority: PG&E estimates that only ~145,800 of its 15m customers will
choose to opt out for an aggregate cost of US$84.4m. Despite representing < 1%, these ratepayers have been
extremely vocal, raising concerns over health issues and the accuracy of these meters. Importantly, these concerns
have been scientifically refuted. Still, the CPUC feels the need to appease this very vocal minority, as was
emphasized in our recent meetings with the Commissioners.

= Opt-out programs shouldn't inhibit industry growth: We remain cautiously optimistic on
the near-term outlook for the smart metering industry. While a deceleration from the current rampant pace of
deployment seems inevitable, long-term growth should remain attractive. Given the high cost of opting out, we
don't expect other utilities or their regulators to follow the Northern California example, at least not in a major
way. Exceptions include PA and ME.

QOutlook

= Elster (ELT, Outperform) is our top pick of smart metering companies, as we see it as the most
attractive publicly-traded company in the space. We believe ELT has a better growth than Itron, a better earnings
mix than diversified peers as more of the business comes from the smart grid, and is attractively priced at a 10%
discount vs. metering peers.

= We remain cautious on Itron (ITRI, Neutral) given our concerns about the company's competitive
position and declining market share. Still, the valuation seems reasonable at this level given the historical premium
vs. metering peers has disappeared.

PDF (257 KB, 5 pages

SB GT&S 0012080



Disclaimer: The information contained in this e-mail is confidential and has been furnished to you solely for your use. You may
not disclose, reproduce or distribute the information in any way. Macquarie does not guarantee the integrity of this e-mail or
attached files.

Macquarie Capital (USA) Inc. affiliate research reports and affiliate employees are not subject to the disclosure requirements of
FINRA rules. Any persons receiving this report directly from Macqguarie Capital (USA) Inc. and wishing to effect a transaction in
any security described herein should do so with Macquarie Capital (USA) Inc.

Important disclaimers regarding Macqguarie research, including relevant disclosures can be viewed at
www.macquarie.com.au/research/disciosures.

To unsubscribe: Please advise by return email if you no longer wish to receive this or other emails from Macquarie Research.
Once advised you will be removed from our recipient list. Macquarie Research eggmadres@macquarie.com

© Macquarie Group

SB GT&S 0012081


http://www.macquarie.com.au/research/disclosures
mailto:eqqmaqres@macquarie.com

