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     ENERGY REGULATORY COMMISSION

OF THE REPUBLIC OF MACEDONIA
     RULEBOOK
ON THE MANNER AND CONDITIONS FOR NATURAL GAS PRICE REGULATION

FOR TRANSMISSION, DISTRIBUTION AND SUPPLY

Skopje, December 2009

On the basis of Article 19 (1) indent 4 of the Law on Energy (Official Gazette of the Republic of Macedonia No.63/06, 36/07 and 106/08 the Energy Regulatory Commission of the Republic of Macedonia in its session held on 30 December 2009 adopted 

RULEBOOK 

ON THE MANNER AND CONDITIONS FOR REGULATION OF THE PRICE FOR NATURAL GAS 

FOR TRANSMISSION, DISTRIBUTION AND SUPPLY 

НЕ

I. GENERAL PROVISIONS

Article 1

The Rulebook on the manner and conditions for regulation of the price for natural gas transmission, distribution and supply (hereinafter referred to as
 the Rulebook), shall regulate the manner and conditions for setting, approval and control of the prices (hereinafter referred to as the price regulation) for the purpose of revenue for performing the following regulated activities, as public service:

· natural gas transmission and natural gas transmission system management, 

· distribution, natural gas distribution system management and natural gas supply for tariff consumers connected to the natural gas distribution system, and  

· natural gas supply for tariff consumers connected to the natural gas transmission system. 

The provisions of this Rulebook shall refer to the legal entities that, on the basis of the Law on Energy and the licences issued by the Energy Regulatory Commission of the Republic of Macedonia, perform the regulated activities referred to in paragraph 1 of this Article (hereinafter referred to as   the regulated company).
Article 2

Objectives

The natural gas price regulation pursuant to the manner and procedure laid down in this Rulebook shall aim at providing:  

· creation of stable and predictable conditions for regulated company operation when performing the regulated activities referred to in Article 1 of this Rulebook;
·  protection from regulated company dominant and monopoly position abuse; 
· balancing the mutual interests of the regulated companies performing regulated activities referred to in Article 1 of this Rulebook as well as of the users of the regulated activities;
· incentive for efficient operation of the regulated companies;
· creation of conditions for development and maintenance of the existing as well as building new capacities for natural gas transmission, distribution and supply;
· protection of natural gas consumers and provision of reliable, continuous and safe natural gas supply; 

· compensation of the economically justified costs incurred by the regulated companies in the process of performing the regulated activity and an appropriate return on capital;
· improvement of the service quality provided by the companies;

· stable and predictable natural gas market relations that provide favourable conditions for attracting investors; and

· non-discriminatory treatment of regulated companies and application of unbiased criteria and transparent methods and procedures for natural gas price regulation.

Article 3

When regulating the prices for activities referred to in Article 1(3) of this Rulebook, the methodology based on incentive price regulation for certain regulated period by application of the Price Cap Method shall apply.

The Price Cap Method referred to in paragraph 1 of this Article shall mean price fixing that enables sufficient revenue for covering justified costs in the regulated period laid down in accordance with Article 4 of this Rulebook.   

Article 4

Regulated period and duration of the regulated period

The companies referred to in Article 1 of this Rulebook shall be obliged to request from the Energy Regulatory Commission of the Republic of Macedonia (hereinafter referred to as the Energy Regulatory Commission) price approval for the regulated period for:

· natural gas transmission and natural gas transmission system management, 

· distribution, natural gas distribution system management and natural gas supply for tariff consumers connected to the natural gas distribution system, and  

· natural gas supply for tariff consumers connected to the natural gas transmission system.
The regulated period shall mean a period of one or more than one year used for establishing the regulated cap prices of the regulated company necessary for performing regulated activities in accordance with the provisions of this Rulebook.

The duration and the inicial date of the regulated period for each of the regulated activities referred to in Article 1 of this Rulebook, shall be: 

· for the regulated activity – natural gas transmission and natural gas transmission system management, the regulated period shall be three years and shall apply as from 01.01.2010, and shall end on 31.12.2012.

· for the regulated activity – distribution, natural gas distribution system management and natural gas supply for tariff consumers connected to the natural gas distribution system, the regulated period shall be three years and shall apply as from 01.01.2010 and shall end on 31.12.2012;

· for the regulated activity – natural gas supply for tariff consumers connected to the natural gas distribution system, the regulated period shall be three years and shall apply as from 01.01.2010 and shall end on 31.12.2012;

Article 5

Accounting standards
The company performing two or more regulated activities or performing additional activity thereto, which under this Rulebook is not considered as regulated activity shall be obliged to, in its internal assessment in accordance with the International Accounting Standards and for the needs of the Energy Regulatory Commission, keep separate book of accounts for all the activities, or prepare financial reports for the purpose of providing information on the assets, liabilities, capital, revenues, expenditures, performance outcomes and the cash flows of the company, as well as to prepare consolidated financial report.

Article 6

The regulated company shall keep its accounting in accordance with the International Accounting Standards. 

When submitting price approval request referred to in Article 14 of this Rulebook to the Energy Regulatory Commission, the regulated company shall be obliged to submit data in accordance with the forms and tables given in Annex 4 as integral part of this Rulebook whereupon the tables for the financial and accounting data shall be in compliance with the data referred to in Article 5 of this Rulebook. 

At the request of the Energy Regulatory Commission the regulated company shall be also obliged to submit other data and information necessary for the price regulation including inspection of the investment and technical documentation for new facilities.

II.  CALCULATION OF REGULATED MAXIMUM PRICE FOR COMPANY SERVICE

Article 7

Price regulation method

The prices shall be regulated by the Price Cap Method, or method of fixing the price that provides sufficient revenue for covering justified costs and regulated return on capital for the regulated activity in the regulated period.
1. Natural gas transmission and natural gas transmission system management 

 Article 8

The regulated maximum price for the service provided by the company for natural gas transmission and natural gas transmission system management, shall cover the costs for transmission, natural gas transmission system management, ancillary services for natural gas transmission as well as a level of regulated return on capital, and it shall be determined by applying of the Methodology and the criteria provided for in Annex 1, integral part of this Rulebook.

Article 9
The ancillary services in the natural gas transmission system referred to in Article 8 of this Rulebook shall refer to the following obligations:

· management and providing access to the natural gas transmission system;

· balancing the deviations between the actual and agreed natural gas quantities intended for transmission and

· registration and calculation of deviations from agreed natural gas quantities when receiving in and delivering from the natural gas transmission system.  

2. Natural gas distribution and natural gas distribution system management
Article 10

The regulated maximum price for the service provided by the company for natural gas distribution and natural gas distribution system management and natural gas supply for tariff consumers connected to the natural gas distribution system shall cover the costs for natural gas distribution, natural gas distribution system management and natural gas supply for tariff consumers connected to the natural gas distribution system and shall provide a level of regulated return on capital, and  it shall be determined in a  manner and procedure prescribed in this  Rulebook and by applying the methodology provided for in Annex 2, integral part of this Rulebook.
Article 11

The natural gas quantities for covering the allowed technical losses of natural gas in the distribution grid shall be acknowledged up to 0.7% from the total natural gas quantity input in the distribution system.

The price for covering the cost for technical losses of natural gas in the distribution grid shall be the natural gas sales price for the tariff consumers connected to the natural gas transmission system. 

3. Natural gas supply to tariff consumers directly connected to the natural gas transmission system

Article 12

The regulated maximum price of the company for natural gas supply to tariff consumers directly connected to the natural gas transmission system shall cover the costs for:  

· operational costs and depreciation for performing regulated activity for natural gas supply to tariff consumers directly connected to the natural gas transmission system and

· providing appropriate return from the regulated activity of the company.

Article 13

The provider of natural gas supply shall invoice the delivered quantity of natural gas at the threshold of tariff consumer directly connected to the natural gas transmission system based on the measurements carried out.

The Energy Regulatory Commission shall approve the natural gas sales price for tariff consumers directly connected to the natural gas transmission system and it shall include the prices for:

· purchased natural gas (natural gas export price including subsidiary costs);

· transmission and natural gas transmission system management, and

· natural gas supply for tariff consumers directly connected to the natural gas transmission system. 

III. MANNER AND PROCEDURE FOR SUBMITTING OF REQUEST AND APPROVAL OF REGULATED MAXIMUM PRICE

Article 14
The regulated companies referred to in Article 1 of this Rulebook shall submit to the Energy Regulatory Commission an request for approval of the regulated maximum price in accordance with this Rulebook (hereinafter referred to as the request), not later than 60 days before the expiry of the regulated period.

The request shall be submitted by the company manager or director upon previously obtained approval from the management body. 

The request shall be accompanied by data on the company operation, and in particular:

1. Document for registration in the Trade Register including all annexes and master copy of the statute of the company, or notary verified copy;

2. Financial reports including all annexes laid down in the International Accounting Standards and financial audit report performed by an authorised auditor, for the company as legal entity as well as for each regulated activity separately provided that the same legal entity performs more than one regulated activity;
3. Gross balance for the base year and for each next year after the base one, up to the date of the request delivery;
4. Financial-accounting and technical-economic and other data and information prepared in Excel format enabling to be processed by the Energy Regulatory Commission, pursuant to Annex 4, integral part  of this Rulebook;
5. Data on transmitted, distributed or delivered natural gas quantities to the tariff consumers presented in the relevant tables of Annex 4, integral part  of this Rulebook; 
6. Data on the number of consumers;
7. Investment programme including the plan for construction of new facilities, reconstruction and revitalisation of the existing facilities, during the regulated period, for each year separately including a description and explanation of the economic and energetic justification of the investments to confirm the safety improvement of natural gas supply and the public service quality as well as  data on the level of investment realisation up to the date of request; 
8. Other relevant data on performing the regulated activity, at the request of the Energy Regulatory Commission during the procedure, after the adoption of the decision.
Attached to the request, the company shall be obliged to submit a declaration concerning the credibility of the request and data provided thereto, signed by the company responsible person.  The content of the statement shall be given in Annex 5, integral part of this Rulebook. 

The request referred to in paragraph 1 of this Article and the data referred to in paragraph 3 of this Article shall be submitted in four copies, while the request and data referred to in paragraph 3, points 3, 4, 5 and 6 shall also be submitted in electronic form to enable processing by the Energy Regulatory Commission.

Article 15

     Request procedure
The maximum price approval procedure referred to in paragraph 1 of this Article shall begin on the date of request receipt in the Energy Regulatory Commission archive.
Within a period of 20 days after the date of the request receipt, the Energy Regulatory Commission shall consider and analyse the request and if it lays down that certain data and documents are missing, the Commission shall adopt a conclusion obligating the regulated company to submit the required data and documents in a definite period of time. Prior to the adoption of the conclusion, the Energy Regulatory Commission may call the company on joint meeting for obtaining additional information and explanations regarding the request submitted.       

    Provided that the regulated company fails to act upon the request on supplementing certain data and documents in the period determined in the conclusion referred to in paragraph 2 of this Article, the Energy Regulatory Commission shall administer the procedure by using of the submitted data or other data in disposal.
The Energy Regulatory Commission shall initiate a procedure in accordance with Article 15 of this Rulebook, for the purpose of collection of opinions and proposals on the request by interested legal and natural persons not later than the expiry of the 20th day from the date of the request submission.

Article 16

Publishing of the request
The Energy Regulatory Commission shall consolidate the request text which is to be published on the website of the Energy Regulatory Commission, and it shall be obliged to publish, at its own costs, in at least two daily newspapers, of which one in Macedonian language and one in languages spoken by at least 20% of citizens speaking official language other than Macedonian language.

The Energy Regulatory Commission shall be obliged to publish the text referred to in paragraph 1 of this Article within a period of 3 days from the date of its approval, while the period for collection of opinions and proposals by interested legal and natural persons shall not exceed 7 days from the date of its publication.
Pursuant to the data attached to the request as well as pursuant to the analysis of the submitted opinions by interested natural and legal persons, the Energy Regulatory Commission shall prepare a draft text of the Decision with explanation, which shall be subject to the discussion in the Preliminary session of the Energy Regulatory Commission.

 Article 17

Preliminary session

Upon preparation of the draft text of the Decision referred to in paragraph 3 of Article 16, the Energy Regulatory Commission shall be obliged to call a preliminary session which is to be held not later than the 60 (sixty) days from the date of procedure initiation. The invitation shall be accompanied by the draft text of the decision and the opinions issued by interested legal and natural persons. 

Authorized representatives from institutions and organizations as well as interested companies shall be invited to attend and participate in the discussion on the preliminary session.  

Article 18

Regular session

 
The Energy Regulatory Commission shall be obliged within a period not longer than 5 days from the preliminary session completion to hold a regular session for adoption of a decision on the price change request. 

Article 19

Application of the Rules of Procedure of the Energy Regulatory Commission

The provisions of the Energy Regulatory Commission Rules of Procedure No. 01-171/1 of 29.12.2003, shall appropriately apply to the organisation and holding of a preliminary and regular sessions of the Energy Regulatory Commission. 

Article 20


Before 10 March in the current year, the company referred to in Article 1 of this Rulebook shall be obliged to submit to the Regulatory Commission: financial reports for the previous year including all annexes pursuant to the requirements of the International Accounting Standards, for controlling the application of the fixed price for the regulated period.

Article 21

In cases of occurrence of circumstances that did not exist or could not be predicted in the period of the price approval, and which caused an increase of the accomplished costs in relation to the approved total costs for more than 5%, the regulated company may submit to the Energy Regulatory Commission a request for increase of the price for natural gas transmission, distribution and supply to the tariff consumers directly connected to the natural gas transmission system 

In cases of occurrence of circumstances that did not exist or could not be predicted in the period of the price approval, and which caused a reduction of the accomplished costs in relation to the approved total costs for more than 5%, the regulated company shall be obliged to submit to the Energy Regulatory Commission a request for natural gas price reduction. 

Attached to the requests referred to in paragraph 1 and 2 of this Article, the applicant shall be obliged to identify the data and information in the financial-accounting and technical-economic data and information submitted pursuant to Annex 4 of this Rulebook, grounds for submitting the request, as well as other data considered relevant by the applicant for the price change approval procedure.

In the cases where the company failed to submit a price reduction request in compliance with paragraph 2 of this Article, the Energy Regulatory Commission shall adopt a conclusion on initiating a procedure for price reduction and it shall submit the conclusion to the company.

The deadline for adoption of the decision concerning the request referred to in paragraph 1 of this Article, or concerning the conclusion referred to in paragraph 4 of this Article, shall not be longer than 15 working days from the date of the request receipt in the Energy Regulatory Commission archive, or the conclusion receipt in the company archive.
In the cases referred to in paragraph 1, 2 and 4 of this Article, by special conclusion the Energy Regulatory Commission shall determine deadlines for undertaking particular activities in the procedure within the period referred to in paragraph 5 of this Article. 

IV.  TRANSITIONAL AND FINAL PROVISIONS

    Article 22

The regulated companies shall be obliged to submit to the Energy Regulatory Commission a request for determining the regulated maximum price for the regulated period laid down in Article 4 of this Rulebook, by 31.01. 2010 inclusive.

The procedure for request submitted after the date defined in paragraph 1 of this Article shall end within a period of 60 days from the date of submission of the request.

 Article 23

Pending the approval of the regulated maximum price for natural gas transmission and natural gas transmission system management pursuant to this Rulebook, the maximum price for this service shall be determined at the rate of 2.2170 MKD/nm3.  
   Article 24

Pending the approval of the regulated maximum price for natural gas supply to the tariff consumers directly connected to the natural gas transmission system pursuant to this Rulebook, the maximum price for this service shall be determined at the rate of 0.1777 MKD/nm3. 
   Article 25

Pending the approval of the regulated maximum price for the natural gas distribution, natural gas distribution system management and natural gas supply of tariff consumers connected to the natural gas distribution system in the Technology Industrial Development Zone - Bunargik, in accordance with this Rulebook, the maximum price for this service shall be determined at the rate of 3.4423 MKD/nm3.
Article 26
The Rulebook on the method and conditions for natural gas price regulation for transmission, distribution and supply (Official Gazette of the Republic of Macedonia No. 94/05 and 164/08) shall be repealed on the date of the entry into force of this Rulebook.

Article 27

This Rulebook shall enter into force on the date of its publication in the Official Gazette of the Republic of Macedonia. 

          No. 01-2971/1




                     PRESIDENT

          30.12.2009



                                 Dimitar Petrov
Skopje

ANNEX 1. 

Methodology of calculating regulated maximum price for the service provided by the company for natural gas transmission and natural gas transmission system management
1.
Regulated maximum price  
  The planned revenue based on the regulated maximum price for the service provided by the company for natural gas transmission and natural gas transmission system management shall cover natural gas transmission and natural gas transmission system management costs, and shall be calculated according to the following formula:
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where:
	RTt
	  -
	planned revenue

	[MKD]

	PTt
	  -
	regulated maximum price for the year t of the regulated period;

	[MKD / nm3]
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Upper limit of the allowed maximum price increase for the service provided by the company for natural gas transmission and natural gas transmission system management for 2010, 2011 and 2012 of the regulated period shall be calculated according to the following formula:
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where:

	CPIt-1 


	-
	common price inflation for the year t-1, published by the State Statistical Office;
	

	PTt


	-
	regulated maximum price for the year t of the regulated period;

	[MKD / nm3]



	PT( t-1)


	-
	regulated maximum price in the previous year t-1;

	[MKD / nm3]



	qt-1  
	-
	transmitted natural gas quantities for the year t-1, separately per  transmission system consumer (i);

	[nm3]



	SX

	-
	by way of the Decision on regulated revenue and maximum price for the regulated period, the Energy Regulatory Commission shall determine the factor of settlement for the regulated period and it shall be determined on the following way:
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where:

SX shall be expressed as percentage  (%)

	ABBt
	-
	annual revenue per constituent elements for the year t;
	[MKD]

	Po
	-
	Price for natural gas transmission in the previous year;
	[MKD / nm3]



	qt
	-
	projected natural gas quantities that are to be annually transmitted through the natural gas transmission system in the regulated period;
	[nm3]



	WACC
	-
	weighted average price per the capital for the regulated period (%)
	(%)




The annual revenue per constituent projected by the regulated company, for each year of the regulated period, shall be calculated by applying of the following formula:
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where:

	ABBt
	-
	annual revenue per constituent elements projected by the regulated company for the year t;
	[MKD]

	Ot
	-
	operational and maintenance cost, for the year t; 
	[MKD]

	Dt
	-
	depreciation, for the year t;
	[MKD]

	RАt
	-
	return on the regulated assets, for the year t.
	[MKD]


The annual return per constituent elements (ABB) for the first year of the regulated period, shall be calculated on the basis of data from the Audit Report on company operation for 2008, corrected for the value of the common price inflation (CPI)  for 2009.
1.1.  Operational costs (O) 

The operational costs, pursuant to this methodology, shall mean costs for the operation and maintenance of the company regulated activity, in accordance with the technical standards applicable in the Republic of Macedonia and which reflect standardised costs for providing the regulated activity.

The level of standardised costs shall be determined under the following guidelines:

1. costs for materials, energy, spare parts and small inventory on the basis of consumption and the average market price norms in the period of the supply;

2. costs for regular maintenance, repair and asset maintenance services up to 20% of the calculated annual depreciation;
3. costs for construction facility and equipment insurance shall be acknowledged pursuant to the insurance premium level paid by the company; 
4. gross salaries per employee up to level of average gross salary per employee realised in the economy of the Republic of Macedonia in the current year, increased by 30% as a reflection of the employees’ qualification structure and the regulated activity complexity. 

The total number of employees shall be taken into account when calculating the gross salaries from the last submitted payroll of the company;
5. management salaries and rewards, in standardized amounts appropriate to the efficiency increase, and according to company management bodies decisions;
6. other services, up to the level of the average three-year share (%) in the costs for materials, energy, small inventory (item 1);
7. other and excessive costs, up to 10% from the total costs referred to in items 1; 2; 3; 4 and 6. 

8. taxes, contributions and other fees not subordinate to the performance, shall be acknowleged in accordance with the legal regulations;
Depreciation (D)
The estimation of the regulated fixed asset depreciation of the regulated company, in the year t, used for performing the regulated activity, shall be calculated in accordance with the prescribed minimum annual depreciation rates, including the following: 

· regulated fixed assets depreciation, excluding land; and 
· depreciation of the acquired assets funded by grants.
Return on regulated assets (RA)
The return on regulated assets shall be calculated under the formula:
RA = RAB * WACC
where:
	RA

	-
	return on regulated assets;
	[MKD]

	RAB
	-
	average value of assets used for performing the regulated activity (regulated assets);

	[MKD]

	WACC
	-
	weighted average cost per capital of the regulated company.

	


1.3.1. Average value of assets used for performing the regulated activity (regulated assets – RAB)
Regulated assets shall comprise only of assets used for performing the regulated activity (fixed assets and turnover).
The following formula shall be used for determining the average value of regulated assets:
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where:
	RAB

	-
	average value of assets used for performing the regulated activity (regulated assets);

	[MKD]

	RABstart
	-
	value of regulated assets at the beginning of the year;

	[MKD]

	RABend
	-
	value of regulated assets at the end of the year;

	[MKD]

	AVSt-1
	-
	value of natural gas stocks in the natural gas transmission system in the year t-1, calculated by average purchase price in the year t-1 determined by the Energy Regulatory Commission. 
	[MKD]


The value of regulated fixed assets at the beginning of the regulated year shall be the sum of individual accounting values of regulated tangible assets and regulated intangible assets on the first day of the regulated year.
The value of regulated fixed assets at the end of the regulated year shall be calculated according to the following formula:  
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where:
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	-
	 value of regulated assets at the end of the year t;
	[MKD]
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	-
	 value of regulated assets in the year t;
	[MKD]
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	-
	approved investments including  grants as well as costs for connection transferred to the operator of the relevant grid, in the year t; 
	[MKD]
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	-
	approved investments funded by grants and compensation for connection in the year t for which the company shall submit special records;
	[MKD]
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	-
	depreciation for the year t;
	[MKD]
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	-
	depreciation of acquired assets funded by capital contributions for the year t, for which the company shall submit special records;
	[MKD]
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	-
	value of written-off or worn-out regulated assets in the year t.
	[MKD]


Justification of investments
  Criteria on the basis of which the justification of planned investments shall be assessed: 
1. each investment shall be accompanied by a summery including economic efficiency indicators, period of return, net current value, internal rent ability rate and profitability index, except for each investment with value less than EUR 100, 000 calculated in MKD equivalent under the middle course of the National Bank of the Republic of Macedonia at the date of the submission of the request for which a summery including economic efficiency indicators is not required.  In addition, the regulated company may not present other identical particular investment (with same purpose, same or similar technical characteristics, or for which same depreciation rate shall be calculated) in the same calendar year.
2. the investment shall provide bigger security, supply safety, reduction of technical losses in the natural gas transmission system, improvement of interconnection capacities and it shall provide quality of the natural gas delivered to the end users in accordance with standards in place. 
At the request of the Energy Regulatory Commission, the regulated company shall be obliged to submit additional information, data and explanations regarding the benefits from the planned investment.
1.3.2. Weighted average cost per capital (WACC)
The weighted average cost per capital shall be calculated under the following formula:
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where:
	WACC
	-
	weighted average cost per capital on real basis before taxation;

	

	Ke
	-
	cost for equity;

	

	Debt
	-
	long-term debt as percentage of the total capital (equity + long-term debt)

	[MKD]

	Kd
	-
	cost of debt;

	

	Tp
	-
	profit tax rate.

	


1.3.2.1. Cost of equity (Ke)

The cost of the regulated company equity shall be determined by applying the model for determination of prices for long-term investments (CAPM - Capital Asset Prising Model), on the basis of the revenue of non-risk investments, the average revenue of risk investments and systematic risks expressed by β coefficient , under the following formula:
Ke = Rf + (MRP) * (
where:
	Ke
	-
	cost of equity;
	(%)

	Rf
	-
	 risk-free rate of return determined as equal to the return on bonds issued by the Government of the Republic of Macedonia;

	(%)

	Rm
	-
	average revenue of risk investment set as equal to the average interest rates for long-term loans (in EUR, USA dollars and MKD) approved to the companies in the Republic of Macedonia, and published by the National Bank of the Republic of Macedonia;
	(%)

	MRP 

(MRP =Rm – Rf)

	-
	risk premium determined as a difference between “average revenue of risk investments (Rm) and revenue of non-risk investments (Rf)";

	(%)

	(
	-
	beta of equity (market portfolio) shall be determined as equal to 1(one);

	(%)


	
	
	
	


1.3.2.2. Cost of debt (Kd);
The cost of debt of the regulated company shall be calculated on the basis of the average interest rates of loans used by the regulated company performing the regulated activity, and the control shall be carried out on the basis of the loan requirements and interest rates published by the National Bank of the Republic of Macedonia.
ANNEX 2. 

Methodology on calculating regulated maximum price for the service provided by the company for natural gas distribution, natural gas distribution system management and natural gas supply for the tariff consumers connected to the distribution system
1.
Regulated maximum price
The regulated maximum price for the service provided by the company for natural gas distribution. natural gas distribution system management, and natural gas supply for tariff consumers connected to the natural gas distribution system shall cover the costs for natural gas distribution, natural gas distribution system management, and natural gas supply and it shall provide for a level of regulated return on capital, calculated on the basis of the Price Cap Method under the following formula:
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	Rdt
	-
	planned revenue:

	[MKD]

	pijdt
	-
	tariff rate for category of consumers (j) including price (i), in the year (t);

	[MKD / nm3]

	qijt
	-
	planned natural gas quantity for the category of consumers (i), including the relevant tariff rate (j), in the year (t);

	[nm3]


The upper limit of allowed maximum price increase for the service provided by the company for natural gas distribution, natural gas distribution system management and natural gas supply for tariff consumers connected to the distribution system, for 2010, 2011 and 2012 of the regulated period shall be calculated according to the following formula:
                                   
[image: image20.wmf](

)

(

)

å

å

å

å

-

-

-

-

³

-

+

i

j

ij

1

t

ij

)

1

t

(

d

i

ij

1

t

j

ij

dt

1

t

q

p

q

p

SX

1

*

CPI

1


where:
	CPIt-1
	-
	retail price index, in the year t-1,
	

	pijdt
	-
	tariff rate (j) for category of consumers (i) , in the year (t);
	 [MKD / nm3]

	pijd(t-1)
	-
	tariff rate (j) for category of consumers (i) , in the year t-1;
	 [MKD / nm3]

	qijt-1
	-
	obtained natural gas quantity for category of consumers (i), in the year t-1;
	[nm3]

	SX

	-
	by a Decision on regulated revenue and maximum price for the regulated period, the Energy Regulatory Commission shall determine the factor of settlement for the regulated period and it shall be determined as follows:
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where:
SX shall be expressed as percentage (%)
	
	
	

	ABBt
	-


	annual revenue per constituent elements for the year t;
	    [MKD]

	Po
	-
	Price for natural gas distribution in the previous year;
	[MKD/nm3]

	qt
	-
	projected natural gas quantities which are to be annually distributed via the natural gas distribution system in the regulated period;
	[nm3]


	WACC
	-
	weighted average cost per capital for the regulated period (%)
	(%)


The annual revenue per constituent elements projected by the regulated company, for each year t of the regulated period, shall be calculated by applying of the following formula:
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where:
	ABBt
	-
	annual revenue per constituent elements projected by the regulated company for the year t;
	[MKD]

	Ot
	-
	operational costs and maintenance cost, for the year t; 
	[MKD]

	Dt
	-
	depreciation, for the year t;
	[MKD]

	RАt
	-
	return on the regulated assets, for the year t.
	[MKD]

	L
	-
	Technical losses in the natural gas distribution system in accordance with Article 11 of the Rulebook
	[MKD]


The annual return per constituent elements (ABB) for the first year of the regulated period, shall be calculated on the basis of data from the Audit Report on company operation for 2008, corrected for the value of the common price inflation (CPI) for 2009.
1.3. Operational costs (O) 

 Тhe operational costs, pursuant to this methodology, shall mean costs for the operation and maintenance of the company regulated activity, in accordance with the technical standards applicable in the Republic of Macedonia, and which reflect standardised costs for providing regulated activity.
The level of standardised costs shall be set under the following guidelines:
1. costs for materials, energy, spare parts and small inventory on the basis of consumption and the average market price norms in the period of the supply;
2. costs for regular maintenance, repair and asset maintenance services up to 20% of the calculated annual depreciation;
3. costs for construction facilities and equipment insurance shall be acknowledged pursuant to the insurance premium level paid by the company; 
4. gross salaries per employee up to level of average gross salary per employee realised in the economy of the Republic of Macedonia in the current year, increased by 30% as a reflection of the employees’ qualification structure and the regulated activity complexity. The total number of employees shall be taken into account when calculating the gross salaries from the last submitted payroll of the company;
5. management salaries and rewards, in standardized amounts appropriate to the efficiency increase, and according to the company management bodies decisions;
6. other services, up to the level of average three-year share (%) in the costs for materials, energy, small inventory (item 1);
7. other and excessive costs, up to 10% from the total costs referred to in items 1; 2; 3; 4 and 6. 

8. taxes, contributions and other fees not subordinate of the performance, shall be accomplished in accordance with the legal regulations;
 Depreciation (D)
The estimation of regulated fixed assets depreciation of the regulated company, in the year t, used for performing the regulated activity, shall be calculated in accordance with the prescribed minimum annual depreciation rates, including the following: 

· regulated fixed assets depreciation, excluding land; and 
· depreciation of the acquired assets funded by grants.
 Return on regulated assets (RA)
The return on regulated assets shall be calculated under the following formula:
RA = RAB * WACC
where:
	RA

	-
	return on regulated assets;
	[MKD]

	RAB
	-
	average value of assets used for performing the regulated activity (regulated assets);

	[MKD]

	WACC
	-
	weighted average cost for regulated company capital.

	


1.5.1. Average value of assets used for performing the regulated activity (regulated assets – RAB)
The regulated assets shall comprise only of assets used for performing the regulated activity (fixed assets and turnover).
The following formula shall be used for determining the average value of regulated assets:
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where:
	RAB

	-
	average value of assets used for performing the regulated activity (regulated assets);

	[MKD]

	RABstart
	-
	value of regulated assets at the beginning of the year;

	[MKD]

	RABend
	-
	value of regulated assets at the end of the year;

	[MKD]

	AVSt-1
	-
	value of natural gas stocks in the natural gas distribution system in the year t-1, calculated by average purchase price in the year t-1 determined by the Energy Regulatory Commission.
	[MKD]


The value of regulated fixed assets at the beginning of the regulated year shall be the sum of separate accounting values of regulated tangible assets and regulated intangible assets on the first day of the regulated year.
The value of regulated fixed assets at the end of the regulated year shall be calculated according to the following formula:  
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where:
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	-
	 value of regulated assets at the end of the year t;
	[MKD]
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	-
	 base value of regulated assets in the year t;
	[MKD]
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	-
	approved investments including grants as well as costs for connection transfered to the operator of the relevant grid, in the year t; 
	[MKD]

	
[image: image28.wmf]t

CC


	-
	approved investments funded by grants and compensation for connection in the year t, for which the company shall submit special records;
	[MKD]
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	-
	depreciation for the year t;
	[MKD]
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	-
	depreciation of acquired assets funded by capital contributions for the year t, for which the company shall submit special records;
	[MKD]
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	-
	value of written-off or worn-out regulated assets in the year t.
	[MKD]


Justification of investments
  Criteria on the basis of which the justification of planned investments shall be valued as follows: 
1. each investment shall be accompanied by a summery including economic efficiency indicators, period of return, net current value, internal rent ability rate and profitability index, except for each particular investment with value less than EUR 100, 000 calculated in denars equivalent under the middle course of the National Bank of the Republic of Macedonia at the date of the submission of the request for which economic efficiency indicators are not required.  In addition, the regulated company may not present other identical particular investment (with same purpose, same or similar technical characteristics, or for which the same depreciation rate shall be calculated) in the same calendar year.
2. the investment shall provide bigger security, supply safety, reduction of technical losses in the natural gas distribution system, improvement of interconnection capacities as well as provide quality of the natural gas delivered to the end users in accordance with the standards in place. 
At the request of the Energy Regulatory Commission, the regulated company shall be obliged to submit additional information, data and explanations regarding the benefits from the planned investment.
1.5.1.1. Cost of equity (Ke)

The regulated company cost of equity shall be determined by applying the model for setting prices for long-term investments (CAPM - Capital Asset Prising Model), on the basis of the revenue of non-risk investments, the average revenue of risk investments and systematic risks expressed by β coefficient , under the following formula:
Ke = Rf + (MRP) * (
where:
	Ke
	-
	cost of equity;
	(%)

	Rf
	-
	risk-free rate of return determined as equal to the return on bonds issued by the Government of the Republic of Macedonia;

	(%)

	Rm
	-
	average revenue of risk investment determined as equal to the average interest rates for long-term loans (in EUR, USA dollars and MKD) approved to the companies in the Republic of Macedonia, and published by the National Bank of the Republic of Macedonia;
	(%)

	MRP 

(MRP =Rm – Rf)

	-
	risk premium determined as a difference between “average revenue of risk investments (Rm) and revenue of non-risk investments (Rf)";

	(%)

	(
	-
	beta of equity (market portfolio) shall be determined as equal to 1(one);

	(%)


	
	
	
	


1.5.1.2. Cost of debt (Kd);
The cost of debt of the regulated company shall be calculated on the basis of the average interest rates of loans used by the regulated company performing the regulated activity, and the control shall be carried out on the basis of the loan requirements and interest rates published by the National Bank of the Republic of Macedonia.
ANNEX 3
Methodology on calculating the regulated maximum price for supply of tariff consumers directly connected to the natural gas transmission system 
1. Regulated maximum price
           The regulated maximum price for natural gas supply of tariff consumers directly connected to the natural gas transmission system, shall provide the company with return on costs related to:
· signing a natural gas supply contracts,
· signing natural gas access and transmission contracts, 

· signing natural gas supply contracts with tariff consumers directly connected to the transmission system, and
· reading, recording and invoicing natural gas quantity delivered, 

and it shall be calculated under the following formula:
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where:
	Rst
	-
	planned revenue:

	     [MKD]

	pst
	-
	supply price for the year t;

	     [MKD / nm3]

	qit
	-
	planned natural gas quantity for each tariff consumers (i) separately, in the year t;

	    [nm3]



The upper limit of allowed maximum price increase for the service provided by the company for natural gas supply to tariff consumers directly connected to the natural gas transmission system, for 2010, 2011 and 2012 of the regulated period shall be calculated according to the following control formula:
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where:
	CPIt-1

	-
	retail price index, in the year t-1,

	

	pst
	-
	supply price for the year t;
	     [MKD / nm3]

	Ps( t-1)
	-
	supply price for the year t-1;
	     [MKD / nm3]

	                         q it-1
	-
	realised natural gas quantity for each tariff consumer (i) separately, in the year t-1;
	[nm3]


	SX

	-
	by a Decision on regulated revenue and maximum price for the regulated period, the Energy Regulatory Commission shall determine the factor of settlement for the regulated period and it shall be determined as follows:
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where:
SX shall be expressed as percentage (%)
	ABBt
	-
	annual revenue per constituent elements for the year t;
	     [MKD]

	Po
	-
	The natural gas supply price for the tariff consumers directly connected to the natural gas transmission system in the previous year;
	[MKD / nm3]

	qt
	-
	projected natural gas quantities which are to be annually transmitted via the natural gas transmission system in the regulated period;
	[nm3]


	WACC
	-
	weighted average cost per capital for the regulated period
	(%)


The annual revenue per constituent elements projected by the regulated company, for each year t of the regulated period, shall be calculated by applying of the following formula:
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where:
	ABBt
	-
	annual revenue per constituent elements projected by the regulated company for the year t;
	[MKD]

	Ot
	-
	operational costs and maintenance cost, for the year t; 
	[MKD]

	Dt
	-
	depreciation, for the year t;
	[MKD]

	RАt
	-
	return on the regulated assets, for the year t.
	[MKD]


The annual return per constituent elements (ABB) for the first year of the regulated period, shall be calculated on the basis of data from the Audit Report on company operation for 2008, corrected for the value of the common price inflation (CPI) for 2009.
1.2. Operational costs (O) 

 Тhe operational costs, pursuant to this methodology, shall mean costs for the operation and maintenance of the company regulated activity, in accordance with technical standards applicable in the Republic of Macedonia, and which reflect standardised costs for providing regulated activity.
The level of standardised costs shall be determined under the following guidelines:
1. costs for materials, energy, spare parts and small inventory on the basis of consumption and the average market price norms in the period of the supply;
2. costs for regular maintenance, repair and asset maintenance services up to 20% of the calculated annual depreciation;
3. costs for construction facilities and equipment insurance shall be acknowledged pursuant to the insurance premium level paid by the company; 
4. gross salaries per employee up to level of average gross salary per employee realised in the economy of the Republic of Macedonia in the current year, increased by 30% as a reflection of the employees’ qualification structure and the regulated activity complexity. The total number of employees shall be taken into account when calculating the gross salaries from the last submitted payroll of the company;
5. management salaries and rewards, in standardized amounts appropriate to the efficiency increase, and according to the company management bodies decisions;
6. other services, up to the level of average three-year share (%) in the costs for materials, energy, small inventory (item 1);
7. other and additional excessive costs, up to 10% from the total costs referred to in items 1; 2; 3; 4 and 6. 

8. taxes, contributions and other fees not subordinate to the performance, shall be acknowledged in accordance with the legal regulations;
1.3.            Depreciation (D)
The estimation of regulated fixed assets depreciation of the regulated company, in the year t, used for performing the regulated activity, shall be calculated in accordance with the prescribed minimum annual depreciation rates, including the following: 

· regulated fixed assets depreciation, excluding land; and 
· depreciation of the acquired assets funded by grants.
1.4. Return on regulated assets (RA)
The return on regulated assets shall be calculated under the formula:
RA = RAB * WACC
where:
	RA
	-
	return on regulated assets;

	[MKD]

	RAB
	-
	average value of assets used for performing the regulated activity (regulated assets);

	[MKD]

	WACC
	-
	weighted average cost for regulated company capital.

	


1.4.1. Average value of assets used for performing the regulated activity (regulated assets – RAB)
The regulated assets shall comprise only of assets used for performing the regulated activity (fixed assets and turnover).
The following formula shall be used for determining the average value of regulated assets:
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where:
	RAB

	-
	average value of assets used for performing the regulated activity (regulated assets);

	[MKD]

	RABstart
	-
	value of regulated assets at the beginning of the year;

	[MKD]

	RABend
	-
	value of regulated assets at the end of the year;

	[MKD]


The value of regulated fixed assets at the beginning of the regulated year shall be the sum of separate accounting values of regulated tangible assets and regulated intangible assets on the first day of the regulated year.
The value of regulated fixed assets at the end of the regulated year shall be calculated according to the following formula:  
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where:
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	-
	 value of regulated assets at the end of the year t;
	[MKD]
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	 base value of regulated assets in the year t;
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	-
	approved investments including  grants as well as costs for connection transferred to the operator of the relevant grid, in the year t; 
	[MKD]
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	-
	approved investments funded by grants and compensation for connection in the year t, for which the company shall submit special records;
	[MKD]
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	-
	depreciation for the year t;
	[MKD]
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	-
	depreciation of acquired assets funded by capital contributions for the year t, for which the company shall submit special records;
	[MKD]
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	-
	value of written-off or worn-out regulated assets in the year t.
	[MKD]

	
	
	


1.4.1.1. Weighted average cost  per capital (WACC)
The weighted average cost per capital shall be calculated under the following formula:
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where:
	WACC
	-
	weighted average cost per capital on real basis before taxation;

	

	Ke
	-
	cost of equity;

	

	Debt
	-
	long-term debt as percentage of the total capital (equity + long-term debt)

	[MKD]

	Kd
	-
	cost of debt;

	

	Tp
	-
	profit tax rate.

	


1.4.1.1.1. Cost of equity (Ke)

The regulated company cost of equity shall be determined by applying of the model for determination of prices for long-term investments (CAPM - Capital Asset Prising Model), on the basis of the revenue of non-risk investments, the average revenue of risk investments and systematic risks expressed by β coefficient , under the following formula:
Ke = Rf + (MRP) * (
where:
	Ke
	-
	cost of equity;
	(%)

	Rf
	-
	 risk-free rate of return determined as equal to the return on bonds issued by the Government of the Republic of Macedonia;

	(%)

	Rm
	-
	average revenue of risk investment determined as equal to the average interest rates for long-term loans (in EUR, USA dollars and MKD) approved to the companies in the Republic of Macedonia, and published by the National Bank of the Republic of Macedonia;
	(%)

	MRP 

(MRP =Rm – Rf)

	-
	risk premium determined as a difference between “average revenue of risk investments (Rm) and revenue of non-risk investments (Rf)";

	(%)

	(
	-
	beta of equity (market portfolio) shall be determined as equal to 1(one);

	(%)


1.4.1.1.2. Cost of debt (Kd);
The cost of debt of the regulated company shall be calculated on the basis of the average interest rates of loans used by the regulated company performing the regulated activity, and the control shall be carried out on the basis of the loan requirements and interest rates published by the National Bank of the Republic of Macedonia.
ANNEX 4. 

Tabular reviews of the data required for price regulation of natural gas transmission, distribution and supply
ANNEX 5. 

Declaration on credibility of the data submitted by the company
DECLARATION
By the responsible person in the company, 

applicant for price and revenue approval 
                ----------------------------------------------

I, under criminal, material and moral responsibility, declare that the material and financial data enclosed in the request for price and required revenue approval submitted to the Energy Regulatory Commission of the Republic of Macedonia and related to the company are accurate and trustworthy in their entirety and they reflect the applicant’s actual situation.
Date:  ___________                                                                     Responsible person

                                                                                             (Manager of the company)
Place
:  ___________


                                    ________________________

Approved by:
Financial manager
____________________________

Commercial manager
____________________________

Technical manager
____________________________

�EMBED Equation.3���
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