


Annex 10: Total revenue and regulated revenue setting methodology

Total revenue and regulated revenue setting methodology


The total revenue setting methodology used the allowed revenue. Thus, the revenue allowed to be recovered by the TSO within a gas year is determined at the beginning of each regulatory period. 
For the first year of the regulatory period, the total revenue is determined on the basis of the regulated revenue and the pass-through costs substantiated by each licence holder and approved by ANRE, as well as based on the adjustment elements corresponding to the total revenue of the previous years.
For the following years of the regulatory period, the total revenue is calculated based on the regulated revenue established in the previous year, on the pass-through costs considered achieved in the previous year, and based on the total revenue adjustment elements.
The regulatory period is the time period during which ANRE sets the regulated revenue and the total revenue a licence holder is entitled to obtain for the gas transmission activity at the level of covering the costs allowed for each year of the regulatory period.
In general the regulatory period has a duration of 5 years.
By way of exception, the current regulatory period started on 1 July 2012 will end on 30 September 2019, in accordance with Art. I (1) of ANRE Order 55/22 June 2017. The next regulatory period for which the gas transmission tariffs will be set in accordance with the RPM proposed by consultation paper will begin on 1 October 2019.

Total revenue and regulated revenue

Total revenue 
The total revenue is calculated for each year of the regulatory period and represents the revenue acknowledged and allowed by ANRE for a licence holder for the covering of the costs acknowledged for the performance of the gas transmission activity in a year of the regulatory period.
Total revenue includes the regulated revenue and the pass-through costs and has the following general formula:
VT = VR + CPD
where:
VR – the regulated revenue acknowledged and allowed by ANRE in a year of the regulatory period;
CPD - the pass-through costs acknowledged by ANRE for a year of the regulatory period.

Regulated revenue
Regulated revenue is the revenue acknowledged and allowed by ANRE to a licence holder to cover the costs controlled by the licence holder`s management, necessary for the performance of the gas transmission activity and acknowledged in a year of the regulatory period.
The general formula for the calculation of the regulated revenue in paragraph (1) is as follows:
VR = OPEX + CAPEX    
where:
OPEX – the operating expense of the licence holder, acknowledged by ANRE for a year of the regulatory period;
CAPEX – the capital expenditure and the return on capital recovered by the regulated revenue allowed in a year of the regulatory period, calculated by the following formula:

    CAPEX = ROR * RAB + AR + ROR * CLP
    
where:
ROR – the regulated rate of return on capital expenditure, set by the ANRE for the gas transmission activity;
RAB - regulated asset base, being the regulated value of the tangible and intangible assets, acknowledged by the ANRE for the gas transmission activity;
AR – regulated depreciation of the tangible and intangible assets acknowledged by ANRE in the regulatory asset base for the gas transmission activity;
CLP - working capital established for each year of the regulatory period, which is the  12th part of the total revenue, which does not include the ROR*CLP.

OPEX
OPEX is the operating expense (as defined in the accounting regulations in force), acknowledged by the ANRE for a year of the regulatory period, taking into account the tax deductibility limits set by the applicable laws, expense arising from the gas transmission activity and controlled by the licence holder.

CAPEX 
Capital expenditure (CAPEX) related to the gas transmission activity includes costs regarding the capital invested in operating or accepted / placed in service tangible or intangible assets, according to the applicable laws.

Pass-through costs (CPD) 
Pass-through costs (CPD) are tax deductible operating costs within the limits set by the applicable laws, which cannot be controlled by the licence holder` management and upon which it cannot act directly to increase the efficiency of the gas transmission activity, acknowledged by the ANRE in a year of the regulatory period, as follows:
a) royalty, tenancy and rental costs regarding commercial agreements concluded with central or local public institutions of the state;
b) tax, duties, contributions to special funds and similar, set according to the laws in force;
c) other fees set by the local public institutions of the state;
d) health fund contributions, special fund contributions and similar, related to the salary fund, according to the applicable laws.
Calculation of the total revenue 
For the first year of the regulatory period the total revenue is set based on the regulated revenue and the pass-through costs, substantiated by each licence holder and approved by ANRE, as well as based on the adjustment elements corresponding to the total revenue of the previous years.

For the following years of the regulatory period the total revenue is calculated based on the regulated revenue set in the previous year, the pass-through costs  considered incurred in the previous year, as well as based on the adjustment elements corresponding to the total revenue.

The formula for the calculation of the total revenue for each year of the regulatory period is as follows:
    
VT(i) = VR(i) + CPD(i) + (Delta)CPD(i) * (1+ROR) + (Delta)VT(i) * (1+RI(i)) + (Delta)VA(i) * (1+RI(i)) - DV(i) + (Delta)CT(i) * (1+RI(i))

where:
VT(i) - total revenue set in year (i) of the regulatory period;
VR(i) - regulated revenue adjusted in year (i) of the regulatory period, except for the first year when it is set based on the costs substantiated and acknowledged, controlled by the licence holder`s management;
CPD(i) -pass-through costs in year (i), set at the level of those considered achieved in the previous year (i-1), except for the first year when they are set based on the costs substantiated by the licence holder and acknowledged by the ANRE;
DV(i) - economic efficiency gain licence holder - customers’ redistribution component for year (i) of the regulatory period;  set according to the current Methodology;
(Delta)VT(i) - previous years` total revenue correction component;
RI(i) - inflation rate for year (i) of the regulatory period;
ROR - regulated rate of return on capital expenditure, set by the ANRE for the gas transmission activity;
(Delta)CPD(i) - previous years` pass-through costs correction component;
(Delta)VA(i) - value allowed to be recovered in year (i) of the value approved by the ANRE Regulatory Committee and calculated according to the applicable laws through the offsetting of the unachieved revenue acknowledged by the ANRE for the second regulatory period with the aggregated value of the efficiency gains obtained from the performance of the gas transmission activity calculated for each year of the second regulatory period;
(Delta)CT(i) - previous years` technological consumption correction component.

Calculation of regulated revenue 
Regulated revenue is substantiated in the first year, adjusted in the following years of the regulatory period and is calculated by the following formula:

    VR(i) = OPEX(i) + CAPEX(i)

where:
VR(i) – regulated revenue for year (i) for the gas transmission activity;
OPEX(i)- operating expense in year (i);
CAPEX(i) - capital expenditure and return on capital recovered by the regulated revenue allowed in a year of the regulatory period.

OPEX is calculated as follows:

a) for the first year of regulatory period, the operating expense are substantiated by the licence holder and acknowledged by ANRE, to which the unforeseen expense from the previous years the recovery of which was established to be made in one year or more years is added;
b) for the following years of the regulatory period, the operating expense are adjusted by the following general formula:


    OPEX(i) = [OPEX(i-1) - CT(i-1)] * [1 + RI(i) - X(i)] + CT(i) + CN(i) * (1 + ROR),
where:
OPEX(i-1) - operating expense for year (i-1) to which the permanent unforeseen expense required and acknowledged in year (i-1) is added, without the relevant ROR value of adjustment in year (i-1). These costs do not include the unforeseen expense which is not permanent and is allowed in year (i-1);
RI(i) - inflation rate for year (i) of the regulatory period;
ROR - regulated rate of return on capital expenditure, set by the ANRE for the gas transmission activity;
X(i) - the OPEX annual economic efficiency growth rate, set by the licence holder for the performance of the gas transmission activity in year (i) of the regulatory period; 
CN(i) - unforeseen expense allowed to be recovered in year (i);
CT(i-1) - technological consumption allowed in year (i-1);
CT(i) - the technological consumption value for year (i), calculated as the product of  technological consumption gas amount set according to the laws in force for year (i-1) and of procurement cost estimated for year (i).

The CAPEX and the return on capital are recovered by the regulated revenue allowed in a year of the  regulatory period  and is calculated as follows:

    CAPEX(i) = [CAPEX(i-1) – ROR * CLP(i-1)] * [1+RI(i)] + ROR * CLP(i) + (Delta)INV(i),
where:
CAPEX(i-1) - capital expenditure and return on capital allowed to be recovered in year (i-1);
ROR - regulated rate of return on capital expenditure, set by the ANRE for the gas transmission activity;
RI(i) - inflation rate for year (i) of the regulatory period;
CLP(i-1) - working capital calculated for year (i-1);
CLP(i) - working capital calculated for year (i);
(Delta)INV(i) - previous years` invested capital correction component.

Regulated revenue and total revenue adjustment elements total
Inflation rate (RI) 
The inflation rate for a year of the regulatory period is determined based on the consumer price indices estimated by the National Forecast Commission.

The annual growth rate of efficiency of gas transmission (X)
The annual growth rate of efficiency of gas transmission reflects the estimations of ANRE for potential savings of operating expense (OPEX), exclusively the technological consumption costs, which can be incurred in one year of the regulatory period for the improvement of economic performances of the licence holder, determined depending on the efficiency target established for a regulatory period.

The annual growth rate of efficiency of gas transmission assures an assignment of economic efficiency in favour of consumers.

The unforeseen expense (CN)
The unforeseen expense is the operating expense not estimated in the substantiation of the regulated revenue for the first year of the regulatory period and is determined by unpredictable factors such as force majeure, fortuitous case or issue of normative acts.
 
The regulated rate of return on capital (ROR) 
The regulated rate of return on capital (ROR) is determined for a regulatory period and reflects the estimation of ANRE regarding the profit which will be generated by the capital expenditure incurred by the licence holder for carrying out the gas transmission activity, considering the current capital market conditions.

The correction component for CAPEX ((Delta)INV)
The correction component for CAPEX is calculated as follows:

    (Delta)INV(i) = INVI(i-1) * RI(i) + INV(i-1) * ROR + [INVI(S)](i-1) * S(INV) + AR(i-1) - INVE(i-1),

where:
INVI(i-1) - year (i-1) ANRE - acknowledged regulated value of the operating or accepted / placed in service tangible and intangible assets, as appropriate, including those estimated to be so until the end of year (i-1), and the difference between the value actually achieved and acknowledged for the previous years and the value considered achieved and acknowledged in the previous years;
[INVI(S)](i-1) - year (i-1) ANRE - acknowledged regulated value of the tangible and intangible assets for which the incentive is granted according to the applicable laws;
S(INV) - year (i-1) ANRE - acknowledged regulated value of the tangible and intangible assets for which the incentive is granted according to the applicable laws;

    INVE(i-1):

a) For the regulatory assets in the RAB at the beginning of the regulatory period and taken out of service within the period, it is the ROR * RAB value and, if appropriate, the value resulting from the application of the incentive (S(INV)) according to the applicable laws, to the tangible and intangible assets in the RAB at the beginning of the regulatory period, and the depreciation value for the first year of the regulatory period, updated with the same elements with which they were adjusted until year (i);
b) For the regulatory assets out of those entered over the current regulatory period, it is the value resulted from ROR application to the regulatory assets taken out of service within the period and, if appropriate, the value resulting from the application of the incentive (S(INV)) according to the laws in force, to the tangible and intangible assets, and the relevant depreciation value updated with the same elements with which they were adjusted until year (i); 

ROR - regulated rate of return on capital expenditure, set by the ANRE for the gas transmission activity;

AR(i-1) - regulatory depreciation of the tangible and intangible assets acknowledged by the ANRE for year (i-1) for the gas transmission activity calculated as follows:

INVI(i-1)
     AR(i-1) = ────────  + (Delta)AR(i)
n
where:
n - regulated duration of depreciation of the tangible and intangible assets commissioned or accepted / placed in service, as appropriate, expressed in years;

(Delta)AR(i) - regulatory depreciation difference between the value actually achieved and acknowledged for the previous years and the value considered achieved and acknowledged in the previous years.

The correction component for CPD ((Delta)CPD) 
The correction component for CPD is the difference between the pass-through costs considered achieved in year i-1 and the costs included in the total allowed revenue in year i-1, including the differences resulted from the closure of previous years.

The correction component for the total revenue ((Delta)VT) 
The correction component for the total revenue is the difference between the total revenue achieved in year i-1 and the revenue considered allowed in year i-1, including the differences resulted from the closure of previous years, and the revenue differences acknowledged, but not included in the total revenue allowed in the previous years, as applicable.

The efficiency gain redistribution component (DV) 
The economic efficiency gain for the gas transmission activity reflects the growth of economic efficiency over the annual rate of economic efficiency gain  set by ANRE.

The economic efficiency gain for the gas transmission activity is the positive difference  between the OPEX controlled by the licence holder, allowed by ANRE in the relevant year of the regulatory period, and the OPEX actually incurred by the licence holder in the same year.

The positive differences between the OPEX allowed to be recovered  by the transmission operator in a regulatory year, and the OPEX actually incurred starting with the third regulatory period (2012-2019) are kept by the transmission operator for a period of 5 years, and later transferred to the network users through the efficiency gain redistribution component (DV).
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