Annex 1: Presentation of the proposed reference price methodology 

The Mechanism for the determination of the gas transmission tariffs 

Chapter I. Introduction of the principles related to the gas transmission tariff setting methodology

The gas transmission tariff setting methodology is postal stamp type. The methodology was chosen mainly considering the following:
· The technical complexity of the National Gas Transmission System (NTS), particularly:  approx. 140 entry points / 1.100 exit points / 3.200 valves / 250 regulating valves / 6.000 pipeline sections of about 13.000 km in total;
· [bookmark: _GoBack]Ensuring cost reflectivity by including in the revenues allowed to be recovered by transmission tariffs only the costs the TSO’s incurred in relation with the provision of gas transmission services 
· The determination of transmission tariffs based on estimations of capacity booking and quantity transmitted through the national gas transmission system to reflect the use of the national gas transmission in the transmission tariffs
· The total costs taken into account upon the determination of the total gas transmission revenues are split into fixed and variable costs as follows:
· The fixed costs reflect expenses related to the transmission capacity which are not dependent upon the transmitted quantities and cover the depreciation of NTS tangible and intangible assets, expenses directly connected to the operation, constant operation and safeguarding of the secure and efficient NTS operation and management.
· Variable costs reflect expenses related to the use and operation of the NTS which depend upon the actually transmitted quantities. 
· The split of the TSO’s allowed revenue into fixed and variable components as follows:
· Starting with 1 October 2017, the fixed component of the total revenue will increase as opposed to its current level of 65% taken into account upon the determination of the capacity booking tariff, by 5% annually up to 85% of the total revenue
· Starting with 1 October 2017, the variable component of the total revenue will decrease as opposed to its current level of 35% used in the determination of the commodity tariff, by 5% annually up to 15% of the total revenue
· The fixed component is equally allocated to the group of entry points and exit points respectively.
· The commodity charge is allocated to the entire gas transmitted quantity, irrespective of the NTS entry and exit points and is applied only at the NTS exit points.
· The allowed revenue is not divided ex-ante by groups of consumers. Based on this methodology, the following reference tariffs will result:
· Capacity booking tariff related to the group of all NTS entry points
· Capacity booking tariff related to the group of all NTS exit points
· Commodity tariff related to the NTS transmitted quantities applicable to the exit points;

   Chapter II Transmission tariff system

The tariff system related to the gas transmission activity comprises a set of «entry /exit» type tariffs established in relation with the group of delimitation points at the NTS entry where capacity is booked, hereinafter referred to as group of entry points, in relation with the group of delimitation points at the NTS exit where capacity is booked, hereinafter referred to as group of exit points as well as commodity tariff for the use of the system determined as a postal stamp type tariff.
An entry/exit zone allows the network user to deliver gas by any NTS entry point and to take over gas by any NTS exit point.
The NTS entry and exit points are grouped as follows:
a) The group of NTS entry points from production, LNG terminals and equipment for production of bio-gas or other on-spec gas which can be delivered/transmitted to/through the NTS and from the interconnection with other gas transmission systems
b) The group of NTS entry points from underground gas storage facilities
c) The group of NTS exit points to the direct consumers, distribution systems, upstream supply pipelines and other interconnected transmission systems 
d) The group of NTS exit points to the underground storage facilities.

Transmission capacity booking tariff, hereinafter referred to as capacity booking tariff, is established separately for each group and represents the capacity tariff applicable to each point of the relevant group. 
The capacity booking tariff is established per MWh/h and quantifies the fixed costs related to the operation, use and development of the capacity at the entry/exit points. 

The commodity tariff represents the tariff related to the use of the transmission system. It is established per MWh transmitted through the NTS and quantifies the variable costs generated by the use of the system, taking into account the NTS physical gas flows, including those associated to the gas swaps and reverse flows.

The type of gas transmission services for which transmission tariffs are established are the ones under the Network Code for the National Gas Transmission System, particularly: 
    a) long-term gas transmission services:
    (i) firm transmission services contracted for one gas year or for multiple gas years:
    (ii) interruptible gas transmission services contracted for one gas year
    b) short-term gas transmission services:
    (i) firm/interruptible gas transmission services contracted for one or multiple quarters falling within the gas year;
    (ii) firm/interruptible gas transmission services contracted for one or multiple months falling within the gas quarter;
    (iii) firm/interruptible gas transmission services contracted for one or multiple gas days falling within the gas month;
    (iv) firm/interruptible gas transmission services contracted for one or multiple hours falling within the gas day (intra-day);
The interruptible services also include backhaul. 

Chapter III Transmission tariff setting

1. Data required in the entry/exit tariff calculation process
The data required in the entry/exit tariff calculation process is as follows:
a) Determination of the total revenues allowed to be recovered by means of tariffs for gas transmission services 
b) The allocation of the total revenues proposed by the license holder and of its composing elements such as OPEX, CAPEX and pass-through costs to the capacity and commodity components and the split of the capacity component over each entry/exit point group
c) The capacity estimated to be booked in the gas year for which gas transmission tariffs are established by each entry/exit point group
d) The quantity estimated to be transmitted monthly through the gas transmission system in the year for which gas transmission tariffs are established
e) Multiplying factors used for the determination of the tariffs for short-term firm/interruptible capacity booking services
f) Use of a 50% discount on the capacity booking services related to the group of entry/exit points to/from the underground storage facilities
g) The long-term and short-term booked capacity, after the capacity booking has been approved before the start of the gas year
h) Reasoning will be presented for the estimated primary data regarding the assumptions taken into account and the methods employed upon their determination. 

2. Setting capacity booking tariffs for firm long term services    
    
The capacity booking tariff  for the firm long term transmission services for the entry/exit points group (gr), expressed in lei/MWh/hour, is set according to the following formula:

      CF(gr)/( CRe(gr)tl   x N(tl) + Σ [CRe(gr)ts  x N(ts) x K(ts)]+ Σ [CRe(gr)dep  x N(dep) x K(dep)])
                                
 where:            
TC(gr)tl     - represents the firm long term capacity booking tariff for the entry/exit points group (gr);
CF(gr)     - represents the value related to the fixed component of the total revenue, allocated to the entry/exit points group (gr);
CRe(gr)tl    - represents the long term capacity estimated to be booked in the period for which transmission tariffs are set, per entry/exit points group (gr);
CRe(gr)ts  - represents the short term capacity estimated to be booked in the period for which transmission tariffs are set, per entry/exit points group (gr);
CRe(gr)dep  - represents the capacity estimated to be booked at the interface with the underground storage facilities in the period for which transmission tariffs are set, per entry/exit points group (gr); 
N(tl), (ts), (dep)  - represents the number of hours related to each type of service;
K(ts) – represents the multiplier of the capacity booking tariff related to the firm short term type of service.
K(dep) - represents the multiplier of the capacity booking tariff related to the firm service for underground storage facilities which is of 0.5.  

3. Setting capacity booking tariffs for short term firm services and for services at the underground storage facilities interface  
The capacity booking tariffs for short term firm services, respectively quarterly, monthly daily and within day services for the entry/exit points group (gr) and for the firm services at the underground storage facilities interface are determined based on the capacity booking tariffs for firm long term services set in line with art 47 para (1) adjusted by the multipliers specific to the type of service, according to the following formula: 

TC(gr)ts = TC(gr)tl x K(ts/dep),
        where:
    
TC(gr)ts/dep    - represents the capacity booking tariff for short-term firm services/services at the underground storage facilities interface, for the entry/exit points group (gr);
TC(gr)tl  - represents the firm long term capacity booking tariff for the entry/exit points group (gr);
K(ts/dep) – represents the multiplier of the capacity booking tariff related to the type of the short term firm service and to the type of service at the underground storage facilities interface. 

During the period between the completion of the approval process of the transmission capacity booking and the commencement date of the regulatory year, if there is a recovery/non-recovery of the fixed component from the total revenue of the regulatory year for which the transmission tariffs are set by more than 5%, the license holder requests the approval of new capacity booking tariffs for long-term firm transmission services substantiated based on the approved/estimated capacity bookings.

The recovered/not recovered fixed component of the total revenue related to the gas year for which transmission tariffs are set is established based on the approved/estimated capacity booked, as applicable, for short term long term firm transmission services.  

The interruptible capacities are not taken into account upon the determination of the capacity booking tariffs and the revenues related to interruptible services are revenues from the gas transmission activity. 

For interruptible capacity products will be applied a discount ex-ante or ex-post.

Discount ex-ante
An ex-ante discount shall be calculated in accordance with the following formula:
 [image: ]

Where:
Diex-ante is the level of an ex-ante discount;
"Pro"  factor is the probability of interruption which is set or approved in accordance with Article 41(6)(a) of Directive 2009/73/EC pursuant to Article 28, and which refers to the type of standard capacity product for interruptible capacity;
A is the adjustment factor which is set or approved in accordance with Article 41(6)(a) of Directive 2009/73/EC pursuant to Article 28, applied to reflect the estimated economic value of the type of standard capacity product for interruptible capacity, calculated for each, some or all points, which shall be no less than 1.

The "Pro"  factor shall be calculated for each, some or all points per type of standard capacity product for interruptible capacity offered in accordance with the following formula on the basis of forecasted information related to the components of this formula:
[image: ]
 Where:
N is the expectation of the number of interruptions over D;
Dint is the average duration of the expected interruptions expressed in hours;
D is the total duration of the respective type of standard capacity product for interruptible capacity expressed in hours;
CAPav.int  is the expected average amount of interrupted capacity for each interruption where such amount is related to the respective type of standard capacity product for interruptible capacity;
CAP is the total amount of interruptible capacity for the respective type of standard capacity product for interruptible capacity.

Discount ex-post
As an alternative to applying ex-ante discounts, the national regulatory authority may decide to apply an ex-post discount, whereby network users are compensated after the actual interruptions incurred. Such ex-post discount may only be used at the points where there was no interruption of capacity due to physical congestion in the preceding gas year.
The ex-post compensation paid for each day on which an interruption occurred shall be equal to three times the reserve price for daily standard capacity products for firm capacity.


The license holder will submit the multipliers for setting capacity booking tariffs for short term products and the proposal of the level and the type of the discount offered for interruptible capacity products upon the submission of the annual proposal for setting the total revenue, the regulated revenue and the transmission tariffs. 

4. The capacity booking tariff in the point/group of points of interconnection with other gas transmission systems 

Within all the auctions for firm/interruptible capacity booking transmission services in the point/group of points of interconnection with other gas transmission system, the firm/interruptible capacity booking tariff set based on this methodology is used as a reserve tariff and it is the minimum tariff admissible in the auction. 
The booking tariff used in a capacity booking auction will be the firm/interruptible capacity booking tariff approved for the period for which the products are offered in the auction and they will be published on the TSO's webpage at least 30 days before the auction. The tariff payable for the transmission services awarded by the capacity booking auction will be the firm/interruptible capacity booking tariff in force when the booked capacity may be used to which the auction premium is added.    

5. Commodity tariff setting 
The commodity tariff for the use of the gas transmission system is determined as follows:   

                          CV(i)
        TV(i) = ───────,
                           Qtr(i)
    where:
    TV(i) – represents the commodity tariff determined for 1 MWh transmitted in year (i);
    CV(i) - represents the commodity component of the total revenue for the (i);
    Qtr(i) - represents the gas quantity by the license holder to be transmitted in year (i), expressed in MWh.
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