Appendix L – Change from previous regulatory year

L.1 Summary of requirements
The following section lists the requirements set out in Appendix E.1.4 of the AER’s Final Decision and how CitiPower (the business) complies with these requirements
We have assumed “forecast” relates to Qt-2 (2013) in these requirements.

	Extract from appendix E.1.4 of the AER’s Final Decision
	Compliance with requirements of Appendix E.1.4

	1. the actual audited quantities sold in relevant units under the original tariff in previous years
	Refer to AER 2015 pricing templates “Actual 2013 Transmission Tariff Revenue”, section “Actual Quantities (Qt-2 for 2013)”.


	2. a forecast of the number of distribution customers that the DNSP states will move to the new tariff/tariff components, and the reasons for the move
	Refer to AER 2015 pricing templates “Proposed 2015 Distribution Tariffs”, section “Actual Quantities (Qt-2 for 2013)”, column heading “ActVol Fixed”.
Reason for move – we estimate that customers will move because they are better off.


	3. a forecast of the number of distribution customers that the DNSP expects will remain on the origin tariff
	Refer to AER 2015 pricing templates “Proposed 2015 Distribution Tariffs”, section “Actual Quantities (Qt-2 for 2013)”, column heading “ActVol Fixed”.


	4. a forecast of the quantities that the DNSP expects will be sold, in relevant units, to those distribution customers that are to be moved to the new tariff/tariff components
	Refer to AER 2015 pricing templates “Proposed 2015 Distribution Tariffs”, section “Actual Quantities (Qt-2 for 2013)”, column heading “ActVol SumBlk1”, “ActVol SumBlk2”, “ActVol SumBlk3”, “ActVol WtrBlk1”.


	5. a forecast of the quantities that the DNSP expects will be sold, in relevant units, to those distribution customers that will remain on the origin tariff
	Refer to AER 2015 pricing templates “Proposed 2015 Distribution Tariffs”, section “Actual Quantities (Qt-2 for 2013)”, column heading “ActVol SumBlk1”, “ActVol SumBlk2”, “ActVol SumBlk3”, “ActVol SumBlk4”, “ActVol OpkBlk1”.


	6. a forecast of the distribution tariff, and associated revenue, the DNSP expects will be payable by those distribution customers that will be moved to the new tariff/tariff components
	Refer to AER 2015 pricing templates “Proposed 2015 Distribution Tariffs”, section “Revenue (Pt 2015) x (Qt-2  2013)”, column heading “PropRev SumBlk1”, “PropRev SumBlk2”, “PropRev SumBlk3”, “PropRev WtrBlk1”.


	7. a forecast of the distribution tariff, and associated revenue, the DNSP expects will be payable by those distribution customers that will remain on the original tariff
	Refer to AER 2015 pricing templates “Proposed 2015 Distribution Tariffs”, section “Revenue (Pt 2015) x (Qt-2  2013)”, column heading “PropRev SumBlk1”, “PropRev SumBlk2”, “PropRev SumBlk3”, “PropRev  SumBlk4”, “PropRev OpkBlk1”.

	8. the approach the DNSP used to determine its forecasts (for 2–7 above)
	Refer to L.1.1

	9. the materiality of the reasonable estimates
	The difference between the “sum product” of Pt-1 x Qt-2 under a scenario with and without flexible pricing is zero, indicating the proposal has a zero materiality impact.


	10. further information as required by the AER.
	At the time this pricing proposal was submitted, the business was not aware of any further information required by the AER.


L.1.1 Approach DNSP used to determine its forecasts
The new tariffs will be open from 1st January 2015, and the current tariffs will continue to exist alongside. Existing tariffs have a range of structures. Some are all Flat, some have Peak/Offpeak split for each day of the week, and others have a different Peak/Offpeak split that assigns all weekend usage to Offpeak.  For Peak usage some tariffs have an inclining block structure whereby consumption up to certain thresholds each month is billed at a different rate to subsequent consumption.

A number of dedicated circuit tariffs can be connected to a customer account in addition to their main GP&L tariff. These are for hot water, reverse cycle air-conditioning and heating. A customer may keep his special tariff when migrating their main GP&L tariff to flexible.
Overview

The goal is to calculate reasonable estimates of Qt-2 quantities for both existing tariffs and the new flexible tariffs, and then use these to derive Pt-1 prices for the flexible tariffs to go with the known Pt-1 prices for the current tariffs. Together these are used with the price control formula to constrain the Pt prices for each tariff component.

The methodology is based on several key assumptions:

1. A customer will make his decision whether to migrate rationally based on whether he would be better-off or worse-off on retail tariffs.

2. Those who are better-off under flexible pricing (based on retail tariffs) are more likely to migrate.

3. Whether a customer is better-off or worse-off depends on his individual profile, so the Peak/Shoulder/Offpeak profile of the expected flexible tariffs should be based on the profiles of those who are expected to migrate.

There are two aspects to calculating expected quantities for flexible tariffs: the proportion of customers migrating, and the time-of-use profile of those who will migrate.   The methodology is designed to estimate migration rates from each legacy tariff component, to each flexible tariff component, taking into account the above assumptions.

Calculation of Qt-2

Since component-level migration rates depend on individual customer profiles, we use the available AMI interval data for the subset of customers with AMI meters as representative of the whole customer base.  Individual customer profiles are used to determine migration rates from legacy tariff components to flexible tariff components. Importantly, these rates will be different for each tariff component.  These rates are then applied to the audited Qt-2 quantities to get reasonable estimates for Qt-2 for flexible tariffs and the proportionately reduced Qt-2 estimates for legacy tariffs.

Calculate individual profiles

The first step is to process the interval data for each AMI customer, and determine their legacy profile (e.g. all Peak, or some Peak and some Offpeak), and their flexible profile (Peak, Shoulder, Offpeak). An example customer might look like the following:

	NMI
	segment
	legacy_tariff
	legacy_component
	flexible_tariff
	flexible_component
	units

	61020000XX
	Res
	C2R
	Offpeak
	C13R
	Offpeak
	667

	61020000XX
	Res
	C2R
	Offpeak
	C13R
	Shoulder
	701

	61020000XX
	Res
	C2R
	Peak
	C13R
	Offpeak
	61

	61020000XX
	Res
	C2R
	Peak
	C13R
	Peak
	450

	61020000XX
	Res
	C2R
	Peak
	C13R
	Shoulder
	438


It is important to track how much of each legacy component would be reassigned as each flexible component, since this is how we calculate the different migration rates for each legacy-flexible component combination.

Estimate retail prices

A key assumption is that customers will choose whether to migrate based on their retail bill, rather than just the NUoS component.

There are two assumptions to estimating the retail flexible prices: (1) prices will be in fixed offpeak:shoulder and offpeak:peak ratios, and (2) flexible prices will be set to be revenue-neutral with existing legacy prices.

Using weighted average retail prices based on published rates the price peak / shoulder / off-peak ratios are calculated, these ratios are then scaled to be revenue-neutral separately for Domestic and SME customer classes. The total aggregated customer profiles calculated above were used to estimate quantities on each side to scale the prices to be revenue-neutral.

Determine migrators and non-migrators

The retail prices derived above are applied separately to each individual customer’s profile, to calculate an estimated retail legacy bill, and retail flexible bill.  From this we determine the percentage bill change due to migration. These range from highly positive for those customers who would be much worse-off by migrating, and highly negative for those customers who would be much better-off.

Based on the assumption that those who would be better off are the most likely to migrate, we ordered customers by their percentage bill impact, and considered only those who would be better-off by migrating. It does not make sense for customers who would be worse-off by migrating to migrate.

We restrict our attention to customers considered to be migrators and examine their profiles when determining migration proportions and the resulting time-of-use profiles for the flexible tariffs.  The business adopted the migration rates as determined by the AER.
Derive component-level migration rates

Component-level migration rates are found by adding up the legacy-component-to-flexible-component profile values for all the migrating customers, and then dividing by the total of the legacy component for all customers.  This lets us simultaneously estimate the proportion of that legacy component that will switch, and also how it should be allocated to Peak, Shoulder and Offpeak.

For example, to determine the proportion of C2R-Offpeak that will migrate to become C13R-Shoulder, we sum the rows in the individual profiles table derived above for migrating customers with the following configuration:

	segment
	legacy_tariff
	legacy_component
	flexible_tariff
	flexible_component
	units

	Res
	C2R
	Offpeak
	C13R
	Shoulder
	nnn


This is the numerator. Then we sum up the rows for all customers with the following configuration:

	segment
	legacy_tariff
	legacy_component
	units

	Res
	C2R
	Offpeak
	dddd


This is the denominator. Then we find the proportion by dividing, nnn / ddd.  We repeat this process for all combinations of legacy component and flexible component.

Calculate Qt-2

To calculate Qt-2 for the flexible tariffs, we multiply the discounted migration rates by their corresponding legacy tariff-component combination audited Qt-2 quantity. This is broken down showing the source and destination tariff proportions using the flat tariff equivalent to each new tariff, in the case of a new flat rate tariff the next best equivalent was used.  By multiplying the proportions using our methodology we are able to keep track of each of these source components, which is important for deriving the Pt-1 price.

The migration proportions give the amount of Qt-2 to assign to the flexible tariffs, and what remains stays with the legacy tariffs.  To get Qt-2 we then simply add these up to get a single figure for each tariff and component for 2015.  

Calculation of Pt-1
Pt-1 for legacy tariffs is simply the approved rates from 2014. For flexible tariffs, we take a weighted average of the Pt-1 prices for each contributing component, using the migrating quantities as weights.

