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Revenue ReconcliliationBusiness Rules

The Business Rules Chapter on Revenue Reconciliation covers
the following topics:

General

Under/Over Recovery

Reconciliation




Regulatory Account

Subaccount for
tracking capacity
charges

Subaccount for
tracking alternative
charges applied at
non-CAM NC points
for revenue
recovery

One
Regulatory
Account for
Reconciliation

* Auction premia may be maintained
in a separate specific account

Possibility to have sukaccounts to track different types of charges but all

under/over recovery should be aggregated into one regulatory account f
reconciliation




Under / Over Recovery

Different types of charges may be applied to address any
under-/over-recovery:

Capacity based chargesthe majority of the revenue should
be recovered via these charges and in some cases all revenue
may be recovered via capacity charges.

A non-capacity based charge that may be used to recover
costs mainly driven by actual flows e.g. fuel costs.

An alternative charge may be applied at nanterconnection
points to reconcile the revenues if approved by the NRA dnd
while avoiding cross subsidies between domestic and crgss

border customers.

@ |
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Revenue Reconciliation

‘ In most cases the

reconciliation of
the regulatory

‘Any over/under account will lead
recovery to be re to an adjustment
distributed back to of the reference
network users price only, except
shall be allocated where flow based

NRAs shall to entry and exit charges or
determine the points in alternative
accordance with charges are used.

frequency and

timescale for TSOs tr;le chosen cost
to reconcile their ~ &llocation
methodology

regulatory account
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ACER

Agency for the Cooperation
of Energy Regulators

Assessment of Policy Options:
Justification document for
Framework Guidelines on rules regarding
Harmonised Transmission Tariff structures

Lewis Hodgart
ACER Gas Department, Seconded national expert
Thomas Querrioux
ACER Gas Department, FG/NC officer
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Justification document T Tariff FG

Contents

[ 15t part - Context ]

A Milestones
A Justification document integration with FG process

2nd Part - Content
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A C E R Justification document T Part |: context

Ag ncy for the Coo, p
of Energy Regulato

Justification document Integration of Tariff FQorocess (1/2)

A The purpose of the Justificationdocumentis to underpin the policy
decisiongakenin the Tariff FGwith a deeperanalysis

A The Justificationdocumentis consistentwith the principlesof Better

Regulation, whereby the Agency provides further justification for
Important policies

A ENTSOG® invitedto providefurther evidenceg includingdeepeninghe
Justificationdocumentanalysis; in its developmentof the NC

12
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A C E R Justification document T Part |: context

Ag ncy for the Coo, p
of Energy Regulato

Justification document Integration of Tariff FG process (2/2)

The analysis was begun in conjunction with and complemented the
development of the Tariff FG policy options.

However, theFG options were not developed by ACER in isolation

A The FG development process involved extensive stakeholder driput
consultations, 4 workshops plus other events;

A ACER Directqresentsthe FG to the BoR for favourable opinidmgh
level of NRA input and agreemasttherefore essential

A The Commission is responsilite validatingFGs based on tharinciples
of Article 6(4) of the GR. The Commission actively followed the Tariff FG
process from scoping to the publicationJufstification Document

13
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A C E R Justification document T Part |: context

Agency for the Cooperation
of Energy Regulators

Milestones

2011 2012 2013

Sept. Oct. Nov. Dec. Jan Feb. Mar. Apr. Jun. Jul. Aug. Sept. Oct. Nov. Dec. Jan Feb. Mar. Apr. Jun. Jul. Aug. Sept. Oct. Nov. Dec.

Madrid Forum Requests ACER scope Tariff FG project

v EC invites ACER to develop FG

v ACER granted extension

to consider CAM interactions and
other issues

EC requests improvements to
cost allocation methodology
section

vi 1

BoR endorsed draft FG absent
cost aIIocatlon chapter

v Tariff FG adopted by
the Agency and
submitted to EC

Tariff Scoping Framework Guidelines :

v
Workshop Workshop Workshop Workshop
[ 4 v 1 |
‘ Open House Q&A session
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A C E R Justification document T Part |: context

Ag ncy for the Coo, p
of Energy Regulato

¢CKS WAdzZA GAFAOIF GA2Y R20dzYSy g L.

A Aconcrete identification and definition of the problem or problems the
Tariff FG is trying to solve

A clear set of objectives which the Tariff FG is trying to balance
A credible range of policy options for addressing the problem(s)
An assessment of the policy options against an assessment criteria

Reasoned justification for the policy decision taken in the Tariff FG

o To Do Io Io

A partial assessment of the distributional effects of the Ta&iH (case
studies)

TheJustification documenR2 Sa4 y 20 LINR OARSX
A A cost assessment of implementing the Tariff FG

A A micro assessment of every choice implicit in the Tariff FG

15
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Justification document T Tariff FG

Contents

15t part - Context

[ 2"d Part ¢ Content ]

A Structure

A Problem identification

A Policyobjectives

A Policy Options and enforcement desigmices
A Assessmentf policy options
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Structure

The format for the document draws on the / 2 Y Y A a &amp&tyASs@ssment
Guidelines:

A Problem identification & extent of the problem

The problem definition should describe and provide evidenda®hature
andscale of theproblem

A Obijectives

Clear objectives are directly related to solving the problems which have
beenidentified. Objectivegprovidethe only effectivecriteriafor assessinghe
succes®r failure of the proposedpolicyoptions

A PolicyOptions and enforcement design choices

Optionsanddelivery mechanismsiost likelyto achieve the objectivest the
appropriatelevel considerationf proportionality).
A Assessment of th@ptions

*http:// ec.europa.eu/smartregulation/impact/commission_guidelines/commission_guidelines_en.htm
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Problem identification & extent of thgroblem (1/3)

Data collected from NRAs during the Tariff FG development process demonstra
there is considerable heterogeneity in the implementation of tariff regimes, in
terms of:

A Theapplied entry/exit split;

A Theapplied capacity/commodity split;

A Theapproach to locational capacity pricing signals;

A Themethodology applied (distinct from postage stamp);

A Theapplicable regulation/ contracts in relation to transit lines.
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Problem identification & extent of thgroblem @/3)

Differencesof approachare not necessarilyproblematicwhere tariffs derive from
anobjectiveandtransparentmethodology however.

A Inconsistent tariff structures across member states make crossborder gas
transportationmore complexfor network users

A Where tariff structureslack objectivity or do not reflect systemcosts, this can
leadto inefficientuseof the transmissiometworks

A Unijustifiably high transmissiontariffs can negatively affect wholesale market
Integration,especiallyif wholesalemarket(spotor forward) price spreadsacross
hubsfall belowrelevantcrossbordertransmissiorchargesat anypointin time.
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Problem identification & extent of theproblem (3/3)

192 Number of days in 2013 during which
wholesalemarket day-aheadprice spreads
fell belowtransmissiorchargesn EU

SourceACEPasedon Plattsand ENTSOG

Note: calculationsdo not includeVAT In the case

— of UKkNLand Uk-BEtransactions the chargesof

, exempteoUKContmentaIlnterconnectorarenot
£/ included
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Objectives

A Overallobjective for Tariff FGis to developa level of harmonisedtransmission
tariff structuresnecessaryto better facilitate the completionof the internal EU
gasmarket Thisisin line with anumberof EUlegislativerequirements

A More specifically, Articles 1 and 13 of Gas Regulation 7152009 set out
requirementsfor transmissiortariffs. In particularArticle 13 states

Tariffs, or the methodologiesusedto calculatethem shall be transparent,take
Into accountthe needfor systemintegrity and its improvementand reflect the
actualcostsincurred,insofarassuchcostscorrespondo thoseof an efficientand
structurallycomparablenetworkoperator
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Objectives

Theoperationalobjectivesinclude

A Aligningand harmonisinghe interpretation of eachcostallocationmethodology
anddeterminationof the referenceprice;

A The harmonisation of the approach, tools and frequency for revenue
reconciliation

A Theharmonisationof the rangewithin which a reserveprice may vary, including
provisionson proportionate pricing

A Theharmonisationof the approachto payableprice;
A Enablinghe Networkcodeon Capacityallocationmechanismsincluding
Il Principledor settingtariffs at Virtual interconnectionpoints,

Il Principledor bundledcapacityproducts
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Justification document T Tariff FG

Contents

15t part - Context

[ 2"d Part ¢ Content ]

A Structure

A Problem identification

A Policyobjectives

A Policyoptionsand enforcement desigohoices
A Assessmentf policy options

Pa
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Policy options and enforcement design choices

The following aspects of tariff structures were considered for evaluation:
A Cost allocation and reference prieeethodology
A Revenue reconciliatiomechanism

A Reserveprices for capacity products of shorter duration and the application of
multipliers, seasonal factors and pricing of interruptibgervices

A Payable price (interconnection points)

For each area 3 broad polioptions wereconsidered (some options contain sgbt
optionsy}
A Option 1: no further EU action to address the issue (baseline scénario
A Option 2: increased transparency/some harmonisation parameters
A Option 3: fully harmonised parameters/specification at EU level
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Assessment of the optionscriteria used

A Eachoption wasassessedgainstthe following criteria:

A Effectiveness; Thisis an assessmenbf the extent to which the option meetsthe
FGand GasReg objectives,n particularArticle 1 and 13 of the GasRegulation

A Feasibility ¢ Thisis an assessmenbf the feasibility of implementingthe given
policyoption, includinganyforeseeablestructuralbarriers

A Acceptabilityc Thisis an assessmenfbasedon conresponsesand NRAInput to FG
process) of the extent to which the option has support among industry
stakeholders

A Policyoptionswere scoredbetween0 and 3 (e.g. not effective=0; very effective=3)

A The criteria provides a transparentassessmenframework for our analysis Scoring is
indicative Qualitative assessmentdranslated into a quantitative framework imply a

degreeof subjectivity
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Cost allocation and reference price methodology (1/6)

3 policy options were consideck

A Option I no further EU action to address the issue (baseline scenario

No new EU policies Any stepstaken to harmonisetariff structureswould be on a
voluntarybasisbetweenmemberstates

A Option 2 further/ increased transparency

New obligationsset concerningthe transparencyof the various approachesto tariff
calculation Potentialfor network usersto better understandand challengeobjectivity
of tariff structures

A Option 3: harmonisedparametersat EUlevel (includingthree sub-variants.

A Variant 3.a: Topdown approachc ex-post assessment of the cost allocation and reference
price methodologies

A Variant 3.b: Bottom up approachharmonised description of allowed methodologies

A Variant 3.c: fully deterministic approach
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A C E R Justification document T content

Ag cy for the Coo p
of Energy Regulato

Costallocation and referenceprice methodology(2/ 6)

Effectiveness Feasibility Acceptability
1 Nofurther action 0 3 1 4
2 Increased transparency 15 2.5 15 55
3 Harmonised 2.5 2 2.5 7
parameters
Effectiveness

A Statusquo is characterisedy a lackof transparencyand a divergentapproachin the
treatment of commonissues Thispotentially underminescompetition

A Option 1 would rely on a level of voluntary harmonisationnot witnessedto date. In
our view it would do nothingto addresshe problemandscore<0.

A The provisionin Option 2 would provide more safeguardgo the market, so it is an
Improvementon the statusquo.

A Option 3 is the best option againsteffectiveness It addresseshe question of the
optimal harmonisedarrangements
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A C E R Justification document T content

Ag cy for the Coo p
of Energy Regulato

Costallocation and referenceprice methodology(3/ 6)

Effectiveness Feasibility Acceptability
1 Nofurther action 0 3 1 4
2 Increased transparency 15 2.5 15 55
3 Harmonised 2.5 2 2.5 7
parameters

Feasibilityand Acceptability

A We do not anticipatesignificantpracticalbarriersto the implementationof any of the
options,hencethe feasibilityscoringof eachoption is similar

A Option 3 implies the greatest change, and may face greater barriers to
implementation, this option scoredlower than Options1 and 2. The samerationale
hasbeenappliedto the differencebetweenOption1 and 2.

A Amajority of stakeholderssupporta greaterlevel of harmonisationtherefore we have
scoredOption 3 highestin respectof acceptabilityand no further actionthe lowest

A Tariff FGprovisionsare alignedwith Option 3 in this assessment
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ACER

Ag ncy for the Coo, p
of Energy Regulato

Justification document T content

Costallocation and reference price methodolody/6)

A Variant3.a: Topdown approachc ex-post assessment of the cost allocation and
reference pricanethodologies

A set of indicatorswould evaluatehow the outputs of the methodologiesperform in
terms of non-discriminationand costreflectivity; tariffs would be required to satisfy

specific thresholds and tariff adjustments would be triggered in the case of
misalignment

A Variant 3.b: Bottom up approachharmonised description of allowemethodologies

Harmonised description (parametersand tariff calculation)of a limited number of
allowedmethodologies Methodologychoicerequiredto satisfyselectioncriteria.

A Variant3.c: fully deterministicapproach

This variant mandates the application of a specific methodology by way of a fully
deterministicset of circumstances.
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A C E R Justification document T content

Ag cy for the Coo p
of Energy Regulato

Costallocation and referenceprice methodology(5/ 6)

Effectiveness Feasibility Acceptability
3a Top down 15 2 15 5.5
3b Bottom up 2.5 2 2.5 7
3c Fullydeterministic 3 1 1 5
Effectiveness

A Thefully deterministicapproach(Option3c) scoresmarginallyhigherthan Option 3b
asif it couldbe implementedit would ensurethe correctapproach

A Option 3a would provide benefits its assessmenof the tariff outputs could provide
correctivemeasuredo instancesof crosssubsidy

A Option 3b scoreshigherasit embedscostreflectivity in the methodologyrather than
asanadd-on.
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A C E R Justification document T content

Ag cy for th atio
of Energy Regulato

Costallocation and referenceprice methodology(6/ 6)

Effectiveness Feasibility Acceptability
3a Top down 1.5 2 1.5 5.5
3b Bottom up 2.5 2 2.5 7
3c Fullydeterministic 3 1 1 5

Feasibilityand Acceptability

A In the scoringof the fully deterministicset of circumstancegVariant3.c) againstthe feasibility
andacceptabilitycriteriawe considered in the first instancewhetherit is possible in the second,
whether anattempt to mandateit would be acceptablefor stakeholders

A Variants3.a and3.b are similaragainstfeasibility Variant3.a mayappearlessinterventionistand
therefore more feasible,but the extent of the adjustmentswhich could be necessaryo adaptto
the requirementsof the costallocationtest, couldbe difficult to administer

A Variant3.a. would not be asacceptableamongmanystakeholdersasit doesnot go far enoughin
termsof the levelof harmonisation

A Tariff FGprovisionsare alignedwith Option 3b in this assessmentlimited choiceof harmonised
methodologiesjustificationagainstcounterfactual circumstancesnd costallocationtest.
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A C E R Justification document T content

Ag cy for the Coo p
of Energy Regulato

Postage
Note: This is a NRA qualitative
Capacity assessment of the cost allocation
Weighted . ey .
Distance methodologiesbest fitting their network
. specificitiesfollowing the entry into force
Capacity of the FrameworkGuidelines Thevalues
e reflect, the anticipated impact of the
implementation of the cost allocation
Pistance methodologiesof the FGon their current
Vircual approach (The lower the number, the
lower the anticipated impact on the

— current approach 1 ¢ little impact/ 5 ¢
Virua highimpact)

Point B

None of
the above

[

Qualitative assessmentof the cost allocation methodologiesto be implemented
followingthe entry into force of the Network Codeon Tariffs
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Revenue reconciliation mechanism (1/3)

A Option 1: no further EUactionto addresshe issue(baselinescenario;
No new EUpolicieswould be introduced

A Option 2: transparencyand harmonisationof the reconciliationprinciples

providesa commonapproachto revenuereconciliationaroundthe following principles

LI minimizationof the gapbetweencollectedand allowedrevenues
u useof a WNEB 3 dif O Q 2idgFdeCto log any under/over recoveryfrom year to

year,
Il for crossborder points, the network shareof any under/over recoveryshalllead to

an adjustmentof the capacityprice.

A Option 3: harmonisationof the reconciliationtool and its application(restrictionson the
reconciliationtool in terms of magnitudeandfrequency).

Fullharmonisation at the EU level of the followings:
Il Thefrequencyoverwhichanunder/overrecoveryisreconciled and
I Thepercentageghat would triggerreconciliation
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A C E R Justification document T content

Ag cy for th atio
of Energy Regulato

Revenuaeconciliationoptions(2/ 3)

Effectiveness Feasibility Acceptability
1 No further action 0 3 1 4
2 Transparency and 2 2.5 2 6.5

harmonisation of
reconciliation
approach

3 Harmonisation of 3 2 15 6.5
reconciliation tool &
its application

Effectiveness

A The approachto revenue reconciliation has implications for the stability, transparencyand
distribution of tariffs amongnetwork users,all of which mayimpacton competition

Option 1 would rely on a level of voluntary harmonisationnot witnessedto date. In our view it

would do nothingto addresghe problemandscoresD.

Option 2 could provide significantbenefits asit would lead to a greaterlevel of harmonisation
within a setof parameters

Option 3 is the best option againsteffectiveness It addressesthe question of the optimal
harmonisedarrangementsand would offer network usersfull certainty on the frequencyandthe

type of revenuereconciliationto be applied

ST SR
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A C E R Justification document T content

Ag cy for th atio
of Energy Regulato

Revenuaeconciliationoptions(3/3)

Effectiveness Feasibility Acceptability
1 No further action 0 3 1 4
2 Transparency and 2 2.5 2 6.5

harmonisation of
reconciliation
approach

3 Harmonisation of 3 2 15 6.5
reconciliation tool &
its application

Feasibilityand acceptability

A Option1 would require no further actiontherefore would not facebarriersto implementation

A Mandatinga singleharmonisedapproach(Option 3) may create compatibility problemsfor some
MSdependingon regulatorycycle Option2 would provide more flexibility in this regard

A A single approachto the reconciliationtool (Option 3) would be unpopular among some MS
therefore we haverated it lower than Option 2 againstacceptability

A Option 1 scores lowest against acceptability as consultation responsesreveal support for
harmonisationoptions.

A TheTariffFGis alignedwith Option 2 againstthis assessment

ENTSOG Tariff SIWS 5 1 9 April 2014



A C E R Justification document T content

Ag cy for the Coo p ratio
of Energy Regulators

10%

BE cz DE FR HU IE IT* LU NL SE** SL UK
Number of years over which the reconciliation of 3%
under/over recoveries is currently spread 1% 1%
I 0% I 0% L
| | | | | | SL | UK

BE FR HU IE T LU NL

Amount of revenue subject to reconciliation, as ¢
proportion of the total amount of allowed revenue
over the period 2012012
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Reserveorices for capacity products of shorter duration and the application of
multipliers, seasonal factors and pricing of interruptibgervices (1/3)

A Option 1: no further EUactionto addresshe issue(baselinescenario;
No new EUpolicieswould be introduced

A Option 2: reserve price rangesfor capacity products of shorter duration and
principlesfor interruptible products

Reduceghe scopefor divergentapproachesat IPs,while allowing for some
flexibility within the proposedrangesand constraints

A Option 3: fully harmonisedapproach

The same multipliers for capacity products of shorter duration would apply
acrosshe EUwith no flexibility to userangesfor the reserveprices
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A C E R Justification document T content

Ag cy for the Coo p
of Energy Regulato

Reserveprices for capacity products of shorter duration and the application of
multipliers, seasonafactorsand pricing of interruptible serviceq2/ 3)

Effectiveness Feasibility Acceptability
1 No further action 1 3 1 5
2 Reserve price 3 3 2 8
ranges
3 Fully harmonised 2 2 1 5
approach
Effectiveness

A Option1, would allow the levelof diversityto endureor grow larger and thus scoredow as
an effectivepolicyoption.

A Option 2 scores higher than Option 1 against the effectivenesscriteria, becauseit
harmonisedhe defaultapproach

A Option 2 scoreshigherthan Option 3, becausdt preservesan appropriatelevelof flexibility
for NRAgo determinethe precisdevelof multipliersnecessaryo balancethe trade-offs.

A Option2, in addition, simplifiesshortterm pricesettingand improvestransparency

A ThusOption2 scoreshighin termsof effectiveness
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A C E R Justification document T content

Ag cy for the Coo p
of Energy Regulato

Reserveprices for capacity products of shorter duration and the application of
multipliers, seasonafactorsand pricing of interruptible serviceq2/ 3)

Effectiveness Feasibility Acceptability
1 No further action 1 3 1 5
2 Reserve price 3 3 2 8
ranges
3 Fully harmonised 2 2 1 5
approach

Feasibilityand acceptability

A Option 3 would be the leastfeasible,asit would imply fixing the level of multiplier to be
applied for each capacityproduct acrossthe EU and as a uniform approachcould hardly
balancethe different needsandtrade-offs of adjacentmarkets

A We consideredOption 2 to be the most acceptable pecauset most closelyalignswith the
consultation results (offers a level of harmonisation, without mandating a specific

multiplier).

A TariffFGis alignedwith Option 2 in this assessment
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A C E R Justification document T content

Ag cy for th atio
of Energy Regulato

45 1 B Max

Mi
4. in
Average

3.5 A

3 -

2.5 -
2 -

e 15 - - - @ ... R __@E-_- L. _ N _ N . . _

1

0.5 I
0 - | | |

BE cz* IT

Monthly multipliersin 2012

Note: CZis the only country for which the variation in multipliers does not result from
seasonafactors
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Payableprice {nterconnection points) (1/3)
A Option 1: no further EU action to address the issue (baseline scenario
A Option 2: harmonised parameters

Harmonisedrarameterswould be developed to keep payable price approaches aligne
andlimited to a discrete set of alternatives.

A Option 3: fully harmonised approach to payable price, via
A Floatingprice (Variant3.a)
Afloating payable price is based on the reference price prevailing at the time of use.
A Fixedprice (Variant 3.b)

Afixed payable price is based on the reference price of capacity at the time of the
booking.
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A C E R Justification document T content

Ag cy for the Coo p ratio
of Energy Regulators

Payableprice (nterconnection points) (2/3)

Option Effectiveness Feasibility Acceptability
1 No further action 0 3 1 4
2 Harmonised 1 2 2 5
parameters
3.a Fully 3 3 2 8

harmonised floating
payable price

3.b Fully 2 3 2 7
harmonisedixed
payable price

Effectiveness
A Payableprice hasimportantimplicationsfor risksharingandthe distribution of tariffs.

A Options1 scoresleastwell asit providesno parameterson the optimal approach Option 2 scores
slightly better but it doesnot fully safeguardagainstdivergentor hybrid approacheswhich could be
detrimentalto competition

A Options3a and 3b would provide a harmonisedapproach,however offering a fixed tariff insulates
some usersfrom revenue reconciliationwhich could lead to crosssubsidiesand could exacerbate
revenueunderrecovery

A Applyinga floating commoditytariff in combinationwith a fixed capacitytariff could mitigate someof
theserisks,but this could alsolead to crosssubsidiesto the extent that the commoditytariff is less

ENTSOG Tariff SIWS 5 1 9 April 2014



A C E R Justification document T content

Ag cy for th atio
of Energy Regulato

Payableprice (nterconnection points) (3/3)

Effectiveness Feasibility Acceptability
1 No further action 0 3 1 4
2 Harmonised 1 2 2 5
parameters
3.a Fully 3 3 2 8

harmonised floating
payable price

3.b Fully 2 3 2 7
harmonisedixed

payable price

Feasibilityand acceptability

A We do see significantstructural barriers to implementingany of the options, however
Option 2 scoresthe leastwell asit mayleadto difficult valuejudgments,where divergent
approachesvere preferredon either sideof interconnectionpoint.

A Divergentapproachesat IPsmay not be problematic providing the tariff dimensionis
consistent

A We considerOption 1 to be least acceptableas there is generalsupport for a level of
harmonisationon thisissue,albeit no clearmandatefor one option overanother

A We are awarethat Option 3.a hasvocalopponents(e.g. producers) put we alsonote that
Option 3.b would haveopponentsif it wasprioritised,asthe harmonisedsolution,
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Mitigating measuresg spectrum of options (1/2)

1. No mitigating measures: full implementation at all points by October 2017;

2. Maintain the draft FG option: 25% threshold on tariff changes; 12 month max;
3. Amend the draft FG option to expand mitigating measures parameters;
4. Right to cancel contracts where NC introduces tariff changes;

5. No harmonised parameters on mitigating measures: NRAs to apply mitigating
measures as they determine fit for as long as deemed necessary.
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A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

Mitigating measuresc assessment of options (2/2)
Responses to 2013 consultation confirmed support for mitigating measures
Option 1 was discounted as it may provide insufficient notice of significant tariff chanc

Option 5 was discounted because it only provides flexibility: firm deadlines are neces:
to realise the benefits of the Tariff FG.

Option 4 was not considered feasible: potential conflict with MS contract law and Taril
FG; further, the uncertainty could destabilise tariffs for other network users.

Option 2¢ (12 month time limit) would provide two years over which to fully implement
Tariff changes. We considered a further year (to extend the glide path over 3 tariff
setting periods) would be appropriate.

PC responses argued 25% threshold for tariff changes too high: we reduced this to 2

o Po Do o I

o o

Tariff FG is aligned with Optich The criteria where mitigating measures may be applie
IS:

A Where the Tariff NC would affect execution of contracts;

A Where implementation would not align with the gas year, tariff or regulatory year.

A Where tariffs would increase by more than 20%

ENTSOG Tariff SIWS 5 1 9 April 2014
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Conclusion

Thefollowing policieswere includedin the FrameworkGuidelines

A Cost Allocation Methodologies harmonised description of allowed methodologies,
including limiting the number of methodologiesto be used, and associatedinputs. In
addition, the methodologyselectioncriteria includethe obligationto justify the choiceof
methodologyagainstcircumstance<riteria; the results of a cost allocationtest; and a
methodologycounterfactual

A RevenueReconciliationincreasedtransparencyand harmonisationof the tool used for
revenue reconciliation (regulatory account) allowing a common approachto revenue
reconciliation

A Reserveprices for_products of shorter duration: harmonised parameters limiting the
possibilityof inconsistentapproachesat IPs

A Payableprice: fully harmonisedapproachto payableprice, viafloating price

ENTSOG Tariff SIWS 5 1 9 April 2014



A C E R Justification document T content

Ag ncy for the Coo, p
of Energy Regulato

NextstepsX

ENTSOG: invited to work on further evidenceand on deepeningthe analysisduring the
developmentof the Network Code

In particular, ENTSOG invited to contribute to further elaboratingthe presentjustification
documentby:

A Improvingthe accuracyand comprehensivenessf figures provided in the document,
particularly regarding tariff adjustments,comparisonbetween domestic capacity and
domesticrevenue,andvariablecostsin the system

A Further analysing the circumstancesinfluencing the choice of a cost allocation
methodology,with a view to the influence of inputs on the tariff variance(Theoretical
sectionof AnnexG),

A Enhancingcountries casestudiesby improving the accuracyand comprehensivenessf
technicalinputs.

ENSTOGnNd its membersare invited to expandthe current justification document with
additional evidence,underpinningall the points where the Network Code developedby
ENTSOGompletesthe policyoptionsdetailedin the FrameworkGuidelines

ENTSOG Tariff SIWS 5 1 9 April 2014
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Annexes and other analysis provided by the Justification documer

A Other analysis
TARIFF ADJUSTMENTS FOR INCREMENTAL ADAPNEWTY
- Justification document (pages Hb)
A Annexes:
THEORETICAL CONSIDERATIONS
- Annex F CostplusversusPrice (or Revenue) cap
- Annex G Theoretical analysis of the Impact of Cost allocation methodologig¢ardghlevels
- Annex H Impact of differencecapacity/commodity splits
- Annex | Crosssubsidies between domestic and transit users
- Annex J Storages
- Annex K Pricing of norphysical backhaul capacity and interruptible products
- Annex L- Mitigating measures

CASE STUDIES
- Annex M- Case studies on the Cost AllocatMethodology (Hungary, Italyn the text of the
Justification document (pages-3®); Austria, France, The Netherlands, United Kingdom in the
Annex),
- Annex Ng Germany- Application of a single Entry/Exit split and a single cost allocation
methodology per Entry/Exi#one

ENTSOG Tariff SIWS 5 1 9 April 2014
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What has been done so far?

Just over a quarter of the way through the TAR NC
project
Launch Documentation
Published on the 22 of Jan
Kick Off Meeting
Held on the 15 of Jan
5 SJWSs (including today)
11th & 27" Feb, 14 & 26" Mar and 9" Apr
5 Prime Mover Meetings
4th & 18" Feb, &, 17" & 31" Mar
Bilateral and trilateralelcogmeetings with ACER and the

Commission
(G\:" g 54




Topics Covered In TAR NC SJWSs 1 & 2

SJWS 1
| / 9 w Q almpaofAsséssrheht
Cost Allocation TaskslechnicalAspects
Interruptible Capacity and Nephysical backhaul capacity
CAM Related TopiesVIPs, Bundles Capacity & Payable Price

SIJWS 2
Multipliers and Seasonal Factors
Cost Allocation TasksMethodologies, Adjustments & Test
Implementation and Mitigating Measures

Transparency
Tariff Setting Year Impact Assessment

Q g .
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Topics Covered in TAR NC SJWSs 3 & 4
SJWS 3

Revenue Reconciliation

Storage

Virtual Interconnection Points
CostAllocationc Business Rules Part 1

Interruptible Capacity and Ngphysical backhawapacityg
Business Rules

SJWS 4

Multipliers and Seasonal Facta@y8usiness Rules

Cost Allocatiorr Business Rules Part 2
Asset Allocation Approach Presentation by Net4Gas

CAM Related TopicsBusiness Rules
General ProvisionsBusiness Rules
Transparency Business Rules

Q g .
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The Process So Far

Open and Accessible
Invitations for workshops/SJWSs have gone to a broad distribution list
Meetings held in Brussels or alternatively can access the meeting
remotely via a webcast with the possibility to contribute questions

Preparation and Transparency
Materials for the meeting provided a few days before the meetings to
allow participants to prepare
All presentations available on the website the day after the meeting
and minutes provided a number of days later

Project Plan

Followed the schedule of topics set out in the final project plan with
some tweaks i X g o
YSSLIAY3 (2 GKS UAYSEAYS IYyR YSSi

Feedback on improving the process is always welcome!

Excellent participation and contribution from stakeholders

attending the SJWSs in person and via webcast



Challenges

Understanding different aspects of the TAR FG and how it
all fits together

Working within a tight timeling a lot to cover in 12
months

' YRSNBEGFYRAY3 aiGl 1SK2f RSNA !

Trying to encourage productive discussion and an open
exchange of views

Create a coherent and workable network code for the
Internal Energy Market

Q, g .
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What Happens Next?

Consider feedback from Stakeholder Joint Working
Sessions

Develop legal text for the first draft of the TAR NC and a
supporting document with members

Refine thdegal textof the draftof the TAR NC artbe
supporting documentvith members

Approve the draft TAR NC and supporting document via
9b¢{hDQa AYUSNYIf 3F2OSNYI y

Publish draft TAR NC and supporting document for

consultation
(Gi=on 59



Stakeholder Involvement Post SJWSs

ENTSOG welcomes written feedback from
stakeholders

Public Consultation on the draft TAR NC will take

place from the end of May to the end of July

Two months for stakeholders to consider the draft TAR NC and
respond to the consultation

May 30" to July 3@
Consultation questionnaire
Possibility to provide text proposals

Next Workshop:

-, 25|




0

of transmission system operators
forgas

european network

Structure of the Draft TAR NC

TAR SJWSdthe 9™ of April 2014



Structure of the Draft TAR NC

TAR FG Y TAR Business Rules

.Draft Close alignment to the structure of the TAR
- TAR NC FG but some changes were made.
Business
Rules Y
.TAR G TAR Business Rules Draft TAR NC

Close alignment to the structure of the TAR
Business Rules but additional changes will
be made to improve structure.



Structure of the Draft TAR NC

General Provisions

w Subject matter
wScope
w Definitions

O TSI Cost Allocation Methodologies

wLink to transmission revenue

w Inputs

w Entry/exit split

w Selection and approval process/criteria
wCost allocation methodologies
wSecondary Adjustments

wCost allocation test

wStorage

(; g
Q
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Structure of the Draft TAR NC

OISl FCH Publication Requirements

wAims of information publication

wWhat to publish

wHow to publish

wPublication of information for multiple TSOs
w Tariff setting year

wPublication notice period

Ol I M Reserve Prices

wFirm standard capacity product pricing (multipliers and seasonal factors)
wlnterruptible capacity pricing (uriand bidirectional interruptible capacity)

Revenue Reconciliation

wAims of revenue reconciliation
wUnder/over revenue recovery
wRegulatory account

wReconciliation of the regulatory account

Q g .
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TAR FG versus Draft TAR NC

BEENEE CAM Related Topics

wVIP pricing
wBundles capacity pricing
wPayable Price

BEEERA Incremental and New Capacity

wPublication requirements
wEconomic test
wDetermination of the price

Final and Transitional Provisions

wMitigating Measures
wEntry into force
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Understanding how the different chapters of
UKS ¢!'w b/ FTAU Gz
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How rules currently fit together in some

systems
Floating and Broad range of
Fixed Tariffs multipliers
offered applied
Market based
Variable top-up investmfant
charge applied mechanisms

Q g .
&0



How rules currently fit together in some
systems

Floating Tariffs No multipliers
only offered applied

Non-market
based investment
mechanisms

No variable top-
up charge

Q g .
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Important Dates to Remember

Draft TAR NC and supporting document are
published and the consultation starts

Consultation Workshop to discuss the draft
TAR NC and get initial feedback from
stakeholders

Deadline for responses to the draft TAR NC
consultation which will then be analysed

Q g .
&0
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SJWS 5 - Brussels
oth April 2014

EU Tariff Network Code

Development of the first draft

Colin Lyle
EFET Gas Committee

EFET

European Federation of Energy

Colin Lyle

Brussels, 9t April 2014 75



EFET Membership ...
A wide variety of members, with different prioritie

EFET

Colin Lyle Brussels, 9t April 2014
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