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APPROVED BY:

Resolution No 03-85 of the National Control Commission for Prices and Energy dated August 30, 2004

Methodology for setting THE PRICES for electricity transmission and distribution services AND THEIR RESPECTIVE PRICE CAPS

 

1. INTRODUCTION
 

This Methodology has been worked out abiding by the requirements of the Law on Electricity of the Republic of Lithuania, the European Union Directives, and it shall be applied in setting the price caps of electricity transmission and distribution services for three years period.

Prior to the reorganization of electricity sector in Lithuania, a joint stock company Lietuvos Energija was a vertically integrated natural monopoly, which carried out the functions of electricity production, supply, transmission (ancillary services) and distribution. Production of electricity includes total electricity output from the power plants; this energy is transported to the high voltage network (transmission grid) and to the consumers supplied from this network, and further, from the transmission grid to the medium and low voltage networks (distribution grid), which distribute electricity to all customers depending on the voltage level at which the respective customer is supplied with electricity. Ancillary services are necessary to maintain the voltage and frequency levels within the established limits, to maintain the required reserve of capacity and energy resources in order to ensure the relevant quality and reliability of electricity supply. Supply is the type of activity related to the electricity supplier’s operations with regard to electricity consumers and other market players. After the reorganization of electricity industry, the aforesaid functions are performed by separate companies hence it becomes necessary to unbundle their costs and to calculate the prices depending on these technological stages. 

This Methodology sets forth the price cap calculation procedure of the electricity transmission and distribution services based on the economic principles. The mentioned price caps shall be set for a period of three year, i.e. the initial income level of the respective activities is estimated for a three-year period, whereas the price cap is to be recalculated annually considering the correction coefficients, thus giving the possibility for the companies to reduce costs within that period and to earn higher income than that which has been approved by the Commission. Within this three year period the transmission and distribution companies shall be entitled to independently adjust the prices, however without exceeding the price cap set by the Commission. 

Price caps of electricity transmission and distribution services are set by indexing and adjusting the initial income level of the electricity transmission and distribution services. These levels are estimated by economically substantiating the necessary electricity transmission and distribution expenses and the normative profit that ensures sustainable operations of the companies supplying electricity. The price caps of the electricity transmission and distribution services are calculated by adjusting the initial income level to be received from relevant activities (planned average three-year income from relevant activities set by the Commission for the period of three years) with the contingency coefficient, the volume adjustment coefficient, as well as indexation and correction coefficients. The price of electricity transmission service and the price of electricity distribution service set by transmission and distribution companies shall be equal to or not higher than the price cap of electricity transmission service and the price cap of electricity distribution service, respectively.   

 

The consumers shall pay for electricity at the prices of electricity production, public (independent) supply service, and respectively, at the price of electricity transmission service, (including ancillary services), distribution service by medium voltage networks and distribution service by low voltage networks depending on the voltage of the networks from which they are supplied with electricity. 

 

II.               definitions
 

1. Average price of electricity – the ratio between the sum of indispensable costs and income from activities in the electricity sector (production, supply, transmission and distribution) and the quantity of electricity within the established time period.
2. Electricity tariff – differentiated average price of electricity.

3. Differentiation of electricity prices – setting of electricity tariffs according to customer groups, the time of electricity consumption, voltage levels, consumed quantity of energy, capacity, and other factors. 

4. Average weighted tariff – the ratio between the sum of multiplication of tariffs of a relevant type by electricity consumption quantities billed at the respective tariffs and the total consumption allocated to these tariffs. 

5. Projected producers’ electricity selling price set by the Commission - an average yearly price of electricity purchased by suppliers from producers, at the auction or from other suppliers. Hereinafter the projected producers’ electricity selling price set by the Commission will be referred to as the ‘average price of electricity production (purchasing)’.  

6. Price of electricity supply service – the ratio between the sum of costs and income of the Public or Independent Supplier from his activities with regard to the consumers and other market players and the quantity of electricity supplied to these consumers during the established time period. 

7. Price of electricity transmission service – the ratio between the sum of costs and income from electricity transmission service via high voltage network (330 kV and 110 kV) and the quantity of electricity delivered from transmission network during the established time period. 

8. Price of electricity distribution service – the ratio between the sum of costs and income from electricity distribution service via medium (35-6 kV) and low (0,4kV) voltage networks and the quantity of electricity delivered from the respective distribution network during the established time period. 

9. Price of ancillary services – the ratio between the costs required over the defined period of time to procure services necessary to sustain the voltage and frequency within the set limits and to maintain the required reserve of power and energy resources to ensure the prescribed degree of quality and reliability of electricity supply, and the quantity of electricity related to the respective operations in the electricity sector.

10. Price of Public Service Obligations – the ratio between the costs incurred in purchasing electricity complying with the public service obligations related to the security of society, environmental protection, electricity production from renewable energy resources, waste incineration and in combined heat and power plants  and the quantity of electricity related to the respective operations in the electricity sector. 

11. Price cap – the sums of the average projected income and costs to be incurred in respective operations in the electricity sector during the period of one year (in the case of setting the public tariff) or during the three years period adjusted by the coefficient of unpredicted changes, the coefficient of impact of electricity quantity, the indexation and correction coefficients and the quantity of electricity related to the respective operations in the electricity sector. 

12. Coefficient of unpredicted changes – the ratio used to assess the impact of alterations in state regulated external factors.

13. Coefficient of impact of electricity quantity – the ratio used to asses the impact of the change in electricity quantity in comparison with the last year.

14. Indexation coefficient – the ratio used to asses the inflation and the efficiency of the company’s activities established by the Commission. 

15. Correction coefficient – the ratio used to asses the surplus/not collected revenues of the company depending on the applied structure of price differentiation.
16. Adjustment coefficients– the coefficients of unpredicted changes and of the impact of electricity quantity, indexation, correction ratios. 

III. codeS and their Meanings

	No
	Code
	Meaning

	1.
	Tvid
	Average price of electricity  

	2.
	Tvid110
	Average price of electricity for consumers supplied with electricity from transmission networks  

	3.
	Tvid10
	Average price of electricity for consumers supplied with electricity from medium voltage distribution networks  

	4.
	Tvid04
	Average price of electricity for consumers supplied with electricity from low voltage distribution networks  

	5.
	Tg
	Price of electricity production (purchasing)

	6.
	Tg110
	Electricity generation (purchasing) price in transmission networks 

	7.
	Tg10
	Electricity generation (purchasing) price in medium voltage distribution networks 

	8.
	Tg04
	Electricity generation (purchasing) price in low voltage distribution networks 

	9.
	Tt
	Price of (public or independent) electricity supply service

	10.
	Tvt
	Price of public electricity supply service  

	11.
	Tnt
	Price of independent electricity supply service  

	12.
	T110
	Price of electricity transmission service  

	13.
	T10
	Price of electricity distribution service via medium voltage networks   

	14.
	T04
	Price of electricity distribution service via low voltage networks  

	15.
	Pn110
	Normative profit of the transmission service

	16.
	Pn10
	Normative profit of the distribution service via medium voltage network 

	17.
	Pn04
	Normative profit of the distribution service via low voltage network 

	18.
	S110
	Planned costs for electricity transmission

	19.
	S10
	Planned costs for electricity distribution via medium voltage networks, excluding the costs of the public supply service

	20.
	S04
	Planned costs for electricity distribution via low voltage networks, excluding the costs of the public supply service

	21.
	Ssr110
	Planned costs for the procurement of electricity for the internal needs of the transmission network

	22.
	Ssr10
	Planned costs for the procurement of electricity for the internal needs of the medium voltage  distribution network

	23.
	Ssr04
	Planned costs for the procurement of electricity for the internal needs of the low voltage distribution network

	24.
	Sn110
	Planned costs for the purchase of electricity consumed by transmitting it via transmit technological  installations 

	25.
	Sn10
	Planned costs for the purchase of electricity consumed by distributing it via medium voltage technological installations 

	26.
	Sn04
	Planned costs for the purchase of electricity consumed by distributing it via low voltage technological installations 

	27.
	Spp
	Planned costs for the purchase of ancillary services 

	28.
	Svi110
	Planned costs for the purchase of the public service obligations in the transmission network

	29.
	Svi10
	Planned costs for the purchase of the public service obligations in the medium voltage distribution network

	30.
	Svi04
	Planned costs for the purchase of the public service obligations in the low voltage distribution network

	31.
	T110’t
	Price cap of electricity transmission service during the year “t” 

	32.
	T10’t
	Price cap of electricity distribution service via medium voltage network during the year “t” 

	33.
	To4’t
	Price cap of electricity distribution service via low voltage network during the year “t” 

	34.
	T110t
	Indexed price of electricity transmission service during the year “t”

	35.
	T10t
	Indexed price of electricity distribution service via medium voltage network during the year “t” 

	36.
	T04t
	Indexed price of electricity distribution service via low voltage network during the year “t” 

	37.
	K110t
	Correction ratio applicable to the price of electricity transmission service during the year “t”

	38.
	Tppt
	Price of ancillary services during the year “t” 

	39.
	Sppt
	Planned costs for the purchase of ancillary services during the year “t”

	40.
	Tvi110t
	Price of the public service obligations in the transmission network during the year “t”

	41.
	Svi110t
	Planned costs for the purchase of the public service obligations in the transmission network during the year “t”

	42.
	Tvi10t
	Distribution price of the public service obligations in the medium voltage network during the year “t”

	43.
	Svi10t
	Planned costs for the purchase of the public service obligations in the medium voltage distribution network during the year “t”

	44.
	Tvi04t
	Distribution price of the public service obligations in the low voltage network during the year “t” 

	45.
	Svi04t
	Planned costs for the purchase of the public service obligations in the low voltage network during the year “t” 

	46.
	K10t
	Correction coefficient applicable to the price of electricity distribution service via medium voltage network during the year “t”

	47.
	K04t
	Correction ratio applicable to the price of electricity distribution service via low voltage network in the year “t” 

	48.
	P110p
	Initial projected level of revenues  from the electricity transmission activities

	49.
	P10p
	Initial projected level of revenues  from electricity distribution activities via medium voltage network  

	50
	P04p
	Initial projected level of revenues  from electricity distribution activities in low voltage network  

	51
	NK110t
	Coefficient of unpredicted changes applicable to the price of electricity transmission service during the year “t”

	52
	NK10t
	Coefficient of unpredicted changes applicable to the price of electricity distribution service via medium voltage network in the year “t” 

	53
	NK04t
	Coefficient of unpredicted changes applicable to the price of electricity distribution service via low voltage network in the year “t” 

	54
	IK110t
	Indexation coefficient applicable to the price of electricity transmission service in the year “t” 

	55
	IK10t
	Indexation coefficient applicable to the price of electricity distribution service via medium voltage network in the year “t” 

	56
	IK04t
	Indexation coefficient applicable to the price of electricity distribution service via low voltage network in the year “t” 

	57
	P110t
	Planned revenues from electricity transmission activities in the year “t” 

	58
	P10t
	Planned revenues from electricity distribution activities in the medium voltage network in the year “t” 

	59
	P04t
	Planned revenues from electricity distribution activities in the low voltage network in the year “t” 

	60
	P110tf
	Actual revenues of an electricity transmission company in the year “t” 

	61
	P10tf
	Actual revenues of electricity distribution in the medium voltage network in the year “t” 

	62
	P04tf
	Actual revenues of electricity distribution in the low voltage network in the year “t” 

	63
	it
	Change of consumer price index in the year “t” in comparison with the respective index in the year “t-1”

	64
	pt
	Interest rate in the year “t”

	65
	S110r
	Type of costs from electricity transmission influenced by unpredicted changes in the year “t”

	66
	S10t
	Type of costs from electricity distribution affected by unpredicted changes in medium-voltage distribution network in the year “t” 

	67
	S04t
	Type of costs from electricity distribution affected by unpredicted changes in low voltage distribution network in the year “t”

	68
	EK110t
	Coefficient of impact of electricity quantity applicable to the price of electricity transmission service in the year “t” 

	69
	EK10t
	Coefficient of impact of electricity quantity applicable to the price of electricity distribution service in medium voltage distribution network in the year “t” 

	70
	EK04t
	Coefficient of impact of electricity quantity applicable to the price of electricity distribution service in low voltage distribution network in the year “t” 

	71
	e110
	Efficiency factor applicable to electricity transmission activities

	72
	e10
	Efficiency factor applicable to electricity distribution via medium-voltage network activities

	73
	e04
	Efficiency factor applicable to electricity distribution via low voltage network activities

	74
	Sppt
	Total planned costs for the purchase of ancillary  services in the year “t”

	75
	E110
	Quantity of electricity supplied from the transmission network

	76
	E10
	Quantity of electricity supplied from medium voltage distribution networks

	77
	E04
	Quantity of electricity supplied from low voltage distribution networks 

	78
	Esr110
	Electricity consumption for internal needs of the transmission company 

	79
	Esr10
	Electricity consumption for internal needs of the distribution company in medium voltage network 

	80
	Esr04
	Electricity consumption for internal needs of the distribution company in low voltage network 

	81
	En110
	Costs of electricity consumed by transmitting it via technological installations

	82
	En10
	Costs of electricity consumed by distributing it via medium voltage technological installations 

	83
	En04
	Costs of electricity consumed by distributing it via low voltage technological installations

	84
	En110v
	Costs of electricity consumed by transmitting it via technological installations on the domestic market

	85
	EE
	Planned volume of electricity to be exported 

	86
	Et
	Planned volume of electricity to be transmitted by transit 


IV.            OBJECTIVES OF ELECTRICITY PRICES
17. Taking into consideration that the regulated electricity prices are the substitute of market prices, seeking to comply with the electricity price calculation methodologies and relevant price structure, the following objectives shall be implemented:

17.1. Least costs – the prices shall serve as an incentive to the power companies to render the least cost services to their customers;

17.2. Cost reflection  – the prices shall reasonably and correctly reflect the costs of respective activities in the energy sector incurred in rendering services to customers as well as the cost entry based on the customers’ needs, e.g. related to the construction of new generation sources and the growth of electricity consumption;   

17.3. Cost coverage – the prices shall be sufficient to secure sufficient revenues for power companies;

17.4. Simplicity – the price structure shall be comprehensive to customers, enabling them to calculate their bills and to predict factors which may cause alteration in prices; 

17.5. Stability – avoiding high and frequent price fluctuations;

17.6. Flexibility – the price structure shall be sufficiently flexible to comply with changes in costs, in spite of the fact that this may raise conflict with the requirement of stability;

17.7. Equality – the prices shall discriminate neither the customers nor their groups and shall not be based on cross-subsidies.  

V. UNBUNDLING and application of electricity price

  

18. The costs in electricity sector shall be allocated to specific technological stages: generation, supply, transmission (including ancillary services) and distribution. 

19. In general, the electricity price for all customers shall consist from the prices of generation, supply, and, respectively, transmission including ancillary services and distribution services depending on the voltage level of the network at which the customer is supplied with electricity, and it shall be calculated as follows: 

Tvid(110,10,04) = Tg+Tt+T110+T10+T04, Lt/kWh




(1)

Where: 

Tvid(110,10,04) – average electricity price paid by the customers supplied with electricity, respectively, from the transmission network, or medium or low voltage distribution network, Lt/kWh;

Tg – price of electricity production (purchasing), Lt/kWh;

Tt – price of (public or independent) electricity supply service, Lt/kWh;

T(110,10,04) – respective prices of electricity transmission, distribution via medium voltage network or distribution via low voltage network service, Lt/kWh.

20. If necessary, in the average electricity price the discrepancy which has occurred because of producers supplying electricity to distribution networks shall be taken into account. 

21. When the differentiated electricity tariffs are applied, the price paid by customers shall be drawn by adding together the respective electricity tariffs depending on the technological stage.

22. The electricity price for eligible customers and for customers having no right to choose their electricity supplier differs in terms that the price of electricity production and the price of electricity supply service for eligible customers may be agreed in the contract. 

23. By this methodology the following prices shall be calculated: 

 

23.1. the price cap of electricity transmission service (T’110) that is calculated taking into account the transmission network costs (330-110 kV voltage), the profit and the correction ratios; 

 

23.2. the price cap of electricity distribution service by medium voltage network (T’10) that is calculated taking into account the distribution network costs (35-6 kV voltage), the profit and the correction coefficients;

 

23.3. the price cap of electricity distribution service by low voltage network (T’04) that is set taking into account the costs of the distribution network (0,4 kV voltage), the profit and the correction coefficients.

 

24. Prices of electricity transmission services, including the costs of ancillary services, and electricity distribution services are applicable to all consumers supplied with electricity from the respective electricity network. 

 

VI. CALCULATION of prices of electricity transmission and distribution services

 

25. It is established that the price of electricity transmission services (by 330-110 kV grid) shall be calculated as follows:

 

 T110 = (pn110+S110+Ssr110+Sn110+Spp+Svi110)/E110, LTL/kWh       



(2)

 

 Where: 

 

T110 – price of electricity transmission service, Lt/kWh;

 

pn110 – normative profit of transmission, Lt;

 

S110 – planned electricity transmission costs, Lt;

 

Ssr110 – planned electricity consumption for own needs of the transmission network, Lt;

 

Sn110 – planned electricity purchase consumption occurred due to the electricity transmission by means of technological installations, Lt;

 

Spp – total planned costs for the procurement of ancillary services services, Lt;

 

Svi110 – total planned costs for the procurement of the public service obligations in the transmission network, Lt.

   

26. It is set that the costs for the purchase of electricity consumed for the own needs of the transmission network, medium-voltage distribution network and low-voltage distribution network, respectively, shall be calculated as follows:

 Ssr110 = Esr120*Tg110, Lt                                                                                       
(3)

 

  Ssr10= Esr10*(Tg10+T110), Lt                                                                                     
(4)

 

  Ssr04 = Esr04*(Tg04+T110+T10), Lt                                                                                (5)

  

 

27. It is set that the costs for the purchase of electricity consumed for the own needs
 of the transmission network, medium-voltage distribution network and low-voltage distribution network, respectively, shall be calculated as follows:

  

Sn110 = En110v*Tg110, Lt 







(6)

   

Sn10= En10*(Tg10+T110), Lt 






(7)

  

 Sn04 = En04*(Tg04+T110+T10), Lt






 (8)

 

  

Where: En110v shall be calculated as follows:

   

En110v = En110 – (EE+Et)*0,033, kWh 






(9)

 

 

28. The costs for the purchase of electricity consumed by transmitting electricity via technological installations shall be calculated on the assumption that a number of the above mentioned costs will be covered by electricity generated at Kaunas Hydro Power Plant owned by the transmission network operator. 

 

29. To establish that the prices of electricity distribution services by medium voltage network (35-6 kV) and low voltage network (0.4 kV) shall be calculated as follows:

 

29.1. The price of electricity distribution service via medium voltage network shall be calculated as follows:

   

T10 = (pn10+S10+Sn10+Ssr10+Svi10)/E10, LTL/kWh                                                                  (10)

 

 Where: 

 S10 – planned expenses for distribution of electricity by medium voltage network, excluding the costs of public supply services, in Lt. Those costs are proportionally disseminated between the medium and the low voltage networks to the value of fixed tangible assets allocated to the medium and low voltage network. The mentioned value shall be revised not less than three times per year.

 

 29.2. The price of electricity distribution services by low voltage network shall be calculated as follows: 

  

T04 = (pn04+S04+Sn04+Ssr04+Svi04)/E04, LTL/kWh 




(11)

 

 Where: 

 S04 – planned expenses on distribution of electricity via low-voltage network, excluding the costs of public supply services, in LTL.

 

VII. CALCULATION OF PRICE CAP OF electricity transmission service
 

30. Introduction of a price cap of electricity transmission service shall mean to a natural monopolist company the incentive regulation providing a possibility to earn higher profits by reducing the costs over the period of three years. 

 

31. The formula for calculation of the price cap of electricity transmission service is based on the 50-to-50 combination of the price of electricity transmission service and the revenue cap, i.e. the operating risks are divided between the company and the suppliers (consumers). 

 

32. The formula of the price cap shall be applied for the price (revenues) of electricity transmission service for the period of three years, and it shall be calculated as follows:

 

 T110’t=T110t-K110t+Tppt+Tvi110t, Lt/kWh                                                                            (12)
 

Where: 

 T110’t – price cap of electricity transmission service during the year “t”, in Lt/kWh;

 

T110t – indexed price of electricity transmission service during the year “t”, in Lt/kWh;

 

K110t – correction coefficient of the price of electricity transmission service during the year “t”, in Lt/kWh. The coefficient shall be calculated according to the formula 18;

 

Tppt – price of ancillary services during the year “t”, in Lt/kWh;

 

Tvi110t – price of public service obligations in the transmission network during the year “t”, in Lt/kWh.

  

33. The price of electricity transmission service corrected by the coefficients of unpredicted changes, impact of electricity quantity, and the inflation and efficiency coefficients, for the year “t” shall be calculated as follows:

 

T110t =(P110p*NK110t*EK110t *IK110t)/E110t, LTL/kWh




(13)

Where: 

P110p – initial projected level of revenues from the electricity transmission, Lt

NK110t – coefficient of unpredicted changes for the price of electricity transmission service during the year t. It shall be calculated according to the formula 15; 

EK110t – coefficient of the impact of electricity quantity for the price of electricity transmission service during the year t. It shall be calculated according to the formula 16.

IK110t - indexation coefficient for the price of electricity transmission service during the year t. It shall be calculated according to the formula 17; 

E110t – electricity supply from the transmission grid during the year t, kWh. 

34. Based on the analysis of projected indispensable costs and income provided by the Transmission System Operator, as well by benchmarking with the comparable companies with good practical experience, the Commission shall set the average projected indispensable revenues to be earned from the electricity transmission service in the three upcoming years, i.e. the initial projected level of revenues from the electricity transmission service for every coming year: 

 

             n

P110p ( ( P110t/3, LTL







(14)

                 t ( 1

 

Where: 

P110t – initial projected level of revenues from electricity transmission service during the year t, LTL. Here the inflation is not taken into account, therefore revenues (recognized as the part of depreciation and amortization of installations within the coming periods) from the connection of electrical facilities of new consumers and projected reactive energy shall be taken away;

n – validity period of the price cap. Here n (3;

t – sequence No of the year.

 

35. The initial projected level of revenues to be earned from electricity transmission service in the period of three years shall be unvaried.

36. The coefficient of unpredicted changes used to asses the impact of alteration of state regulated external factors during the year t shall be calculated as follows:   

                z

NK110t=1+ ( (s110tj-s110t-1j)/P110p






(15)


         j ( 1

Where: 

S110(t,t-1) – type of costs of electricity transmission service influenced by unpredicted changes, including regulation of income as set forth in Item 52 herein, during the year t or the year t-1, in LTL. If this specific type of costs is of a continuous type, the costs assessed for the year t shall be also included in the calculations for the following year. 

z – quantity of the types of costs of electricity transmission service;

j – number of the type of costs of electricity transmission service.

 

 37. The coefficient of the impact of electricity quantity during the year t shall be calculated as follows:   
 

 EK110t= 0,5*(E110t/E110t-1+1)*EK110t-1                                                                               (16)

  
E110 (t,t-1) – electricity quantity from the transmission network during the year “t” or the year “t-1”, in kWh;

 

EK110t-1 – the coefficient of the impact of electricity quantity for the price of electricity transmission services in the year “t-1”. 

 

38. The indexation coefficient assessing the inflation and the company’s efficiency defined by the Commission, during the year t shall be calculated as follows: 

IK110t=(1+(it-e110)/100)*IK110t-1







(17)

Where: 

it – alteration of the Consumer Price Index (CPI) during the year t, as compared with the respective index during the year t-1, in(. It shall be set according to the data of the Department of Statistics. 

E110 – efficiency coefficient of the electricity transmission activities, in(;

IK110t-1 – price indexation coefficient of the electricity transmission service in the year t-1. 

 

39. The efficiency coefficient shall assess the unit’s alteration in the costs (income) as compared with the respective value of the previous year. It may be established according to the historic data of the company or by benchmarking with comparable or analogous company with respective practical experience. The efficiency shall be specified in annex 1. 

40. The efficiency coefficient, which can be the same or different for each year of regulated period, shall be established by the decision of the Commission for the validity period of the price cap of electricity transmission service.

 

41. The correction coefficient during the year t-1 shall be calculated as follows: 

K110t= ((P110t-1f-(E110t-1*T110t’t-1)/(E110t)*(1+pt/100), LTL/kWh



(18)

Where: 

P110t-1f – actual revenues from the electricity transmission service in the year t-1, Lt. If necessary, the discrepancy between the projected actual revenues during the year t-2 and the reported data shall be evaluated;

pt – interest rate during the year t, (. It shall be established by taking into account the company’s weighted average yearly interest rate on long term loans.

 

42. The Commission, while recalculating the price cap because of the correction coefficient, by taking into consideration sound reasons of the income alteration due to the price differentiation of the electricity transmission service provided by the companies, shall make a decision if the assessment of exceeded/uncollected revenues has been substantiated. If a specific price set by a company (the weighted tariff average) was lower than a respective price cap, the adjustment shall be made according to this specific price (the weighted tariff average), taking into account the difference of this price and its price cap.

 

43. The price of ancillary services shall be calculated as follows:

   

Tppt = Sppt/E110t, LTL/kWh                                                                                                  (19)

 

 Where: 

 Sppt – projected costs for purchasing the ancillary services during the year t, in LTL. 

44. The price of public service obligations in the transmission grid shall be calculated as follows: 

Tvi110t = Svi110t/E110t, Lt/kWh







(20)

Where: 

Svi110t – projected costs for purchasing the public service obligations’ electricity in the transmission grid during the year t, in Lt. The public service obligations and their rendering shall be set forth in the List of Public Service Obligations in the Energy Sector as well as in the Rules for the Provision of Public Service Obligations. 

 

45. During the first year of validity of the price cap of the electricity transmission service, the coefficient of unpredicted changes and the coefficient of the impact of electricity quantity shall be 1, and the correction coefficient - 0. In the first year of the subsequent regulation period the adjustment coefficients shall be calculated according to the revised data of the current year.

 

VIII. RECALCULATION AND SETTING OF electricity transmission service PRICES AND THEIR PRICE CAPS
46. Every year the Transmission System Operator shall calculate and recalculate the price caps of the electricity transmission service by taking into account the adjustment coefficients, and shall provide the Commission with all relevant data not later than by September 1. 

47. The Commission may obligate the companies to make recalculations if the Commission establishes that the price caps of the electricity transmission service have been calculated incorrectly or unreasonably. 

48. During the validity period of a price cap of the electricity transmission service, the Transmission System Operator, with regard to various factors making impact on the price, shall be entitled to independently change the prices of electricity transmission, and not later than within 30 days from the date of receipt of the company’s application thereof and the data related to price adjustment these prices shall be publicly announced by the Commission. 

49. The Transmission System Operator shall set the prices of electricity transmission service (the weighted tariff average), which shall be equal or not higher than the price caps of the electricity transmission service prices, i.e.  T110(T110’. 

50. If the set price caps are not those based on which the specific tariffs and prices were calculated, the Commission may obligate the companies to submit the price and tariff calculations complying with the relevant price caps. 

51. If the Commission establishes that the prices and tariffs set by the Transmission System Operator discriminate the customers, it shall point out the mistakes to the supplier, and if the company fails to correct them, the prices and tariffs shall not be publicly announced. 

52. If at the end of the economic-financial year  the rate of the profit for the last two years (ratio between the net profit calculated in the manner prescribed by laws and the value of assets used in the licensed activities) at the company exceeds the  average rate of the ceiling price of the last two years (from 2005)  increased by 2 ( , taking into account the Quality Coefficient Q – the first margin of the profit rate , then the price cap of the electricity transmission service for the next year shall be adjusted by 50( of the excess profitability. If the company exceeds the average rate of the ceiling price of the last two years (from 2005) increased by 6(, taking into account the Quality Coefficient Q – the second margin of the profit rate, the price cap of the electricity transmission service for the next year shall be adjusted by 100( of the second margin of the profit rate and by 50( of the first margin of the profit rate. Electricity reliability and service quality coefficient Q shall be established taking into consideration the use of investments for the assurance of quality requirements. The price cap of electricity transmission service shall not be corrected in case the point thereby does not contradict Item 5 of Part 3 of article 43 of the Law on Electricity of the Republic of Lithuania.

53. The Transmission System Operator, by reducing costs and striving for higher efficiency and profit, shall assure reliable operation of the power system, use of the grid and the quality of customer service.

 

54. Nearing the end of the period of applicability of the price cap of the electricity transmission service, the Transmission System Operator shall file a request with the Commission to revise the projected initial level of revenues from electricity transmission and determine the next one.

 

 

IX. SETTING the PRICE CAP of electricity distribution services via medium voltage network and distribution via low voltage network

 

55. Introduction of a price cap of electricity distribution services via medium and low voltage networks shall mean to a natural monopolist company the incentive regulation providing a possibility to earn higher profits by reducing the costs over the period of three years. 

 

56. The formula for calculation of the price cap of electricity distribution services via medium and low voltage networks is based on the 50-to-50 combination of the price of electricity distribution service and the revenue cap, i.e. the operating risks are divided between the company and the suppliers (consumers). 

 

57. The formula of the price cap shall be applied for the price (revenues) of electricity distribution services via medium and low voltage networks for the period of three years, and it shall be calculated as follows:

  

T(10,04)’t=T(10,0,4)t-K(10,0,4)t +Tvi(10,0,4)t, Lt/kWh                                                                            (21)

 

Where: 

 

T (10, 04)t ‘ – price cap of electricity distribution services via medium and low voltage networks in the year “t”, in Lt/kWh;

 

T (10,0,4)t – indexed prices of electricity distribution services via medium and low voltage networks respectively during the year “t”, in Lt/kWh;

 

K(10,0,4)t – correction coefficient of the prices of electricity distribution services via medium and low voltage networks respectively, during the year “t”, in Lt/kWh. The coefficient shall be calculated according to the formula 27;

 

Tvi(10,0,4)t – price of public service obligations in medium and low voltage networks respectively,   during the year “t”, in Lt/kWh;

 

58. The price of the electricity distribution services via medium and low voltage networks respectively,  corrected by the coefficients of unpredicted changes, coefficients of the impact of the electricity quantity, and the inflation and efficiency coefficients, for the year “t” shall be calculated as follows:

 

T(10,04)t =(P(10,0,4)p*NK(10,0,4)t*EK(10,04)t *IK(10,04)t)/E(10,0,4)t, Lt/kWh


(22)

Where: 

P(10,0,4)p – initial projected level of revenues from the electricity distribution services in medium and low voltage networks respectively , Lt;

NK(10,0,4)t – accordingly NK10t and NK04t. It shall be calculated according to the formula 24; 

EK(10,04)t – accordingly EK10t and EK04t. It shall be calculated according to the formula 25;

IK(10,04)t - accordingly IK10t and IK04t . It shall be calculated according to the formula 126; 

E(10,0,4)t – accordingly E10t and E04t. 

 

59. Based on the analysis of projected indispensable costs and income provided by the Distribution System Operator, as well by benchmarking with the comparable  or analogous companies with good practical experience, the Commission shall set the average projected indispensable revenues to be earned from the electricity distribution services via medium and low voltage networks respectively,  in the three upcoming years, i.e. the initial projected level of revenues from the electricity distribution services via medium and low voltage networks respectively, for every coming year: 

 

             n

P(10,0,4)p ( ( P(10,0,4)t/3, Lt







(23)

                 t ( 1

 

Where: 

P110t – initial projected level of revenues from the electricity distribution services via medium and low voltage networks respectively, during the year t, Lt. Here the inflation is not taken into account, Here the inflation is not taken into account, therefore revenues (recognized as the part of depreciation and amortization of installations within the coming periods) from the connection of electrical facilities of new consumers and projected reactive energy shall be taken away;

n – validity period of the price cap. Here n (3;

t – sequence No of the year.

 

60. The initial projected levels of revenues to be earned from the electricity distribution services via medium and low voltage networks respectively, in the period of three years shall be unvaried.

61. The coefficient of unpredicted changes used to asses the impact of alteration of external factors, e.g. taxes, utility services, etc. during the year t shall be calculated as follows:   

                g

NK(10,0,4)t=1+ ( (s*10,0,4)tf-s(10,0,4)t-1f)/P(10,0,4)p





(24)


         f ( 1

 Where: 

S(10,0,4)(t,t-1) – respectively to S10(t,t-1) and S0,4(t,t-1) influenced by unpredicted changes, including regulation of income as set forth in Item 75 herein, during the year t or the year t-1, in LTL. If this specific type of costs is of a continuous type, the costs assessed for the year t shall be also included in the calculations for the following year. 

g – quantity of the types of electricity distribution costs;

f – number of the type of electricity distribution costs.

 

 62. The coefficient of volume adjustment during the year t shall be calculated as follows:   
 
 EK(10,0,4)t= 0,5*(E(10,0,4)t/E(10,0,4)t-1+1)*EK(10,0,4)t-1                                                                        (25)

 

Where:
EK(10,0,4)t – respectively E10t-1 and E0,4t-1;

 

E(10,0,4)t-1– respectively EK10t-1 and EK0,4t-1.

 

 63. The indexation coefficient assessing the inflation and the company’s efficiency defined by the Commission, during the year t shall be calculated as follows: 

IK(10,0,4)t=(1+(it-e(10,0,4))/100)*IK(10,0,4)t-1






(26)

Where: 

it – alteration of the Consumer Price Index (CPI) during the year t, as compared with the respective index during the year t-1, in (. It shall be set according to the data of the Department of Statistics. 

e (10,0,4)– efficiency coefficient of the electricity distribution activities in medium and low voltage networks respectively, in(;

IK(10,0,4)t-1– respectively IK10t-1 and IK0,4t-1. 

 

64. The efficiency coefficient shall assess the unit’s alteration in the costs (income) as compared with the respective value of the previous year. It may be established according to the historic data of the company or by benchmarking with comparable or analogous company with respective practical experience.  The efficiency shall be specified in annex 2. 

65. The efficiency coefficient, which can be the same or different for each year of regulated period, shall be established by the decision of the Commission for the validity period of the price cap of the price of electricity distribution services via medium and low voltage networks.

 

66. The correction coefficient during the year t-1 shall be calculated as follows: 

K(10,0,4)t= ((P(10,0,4)t-1f-(E(10,0,4)t-1*T(10,0,4)t’t-1)/(E(10,0,4)t)*(1+pt/100), Lt/kWh

(27)

Where: 

P(10,0,4)t-1f – respectively P10t-1f  and P0,4t-1f . If necessary, the discrepancy between the projected actual revenues during the year t-2 and the reported data shall be evaluated;

pt – interest rate during the year t, (. It shall be established by taking into account the company’s weighted average yearly interest rate on long term loans.

 

67. The price of public service obligations in medium and low voltage distribution networks respectively, shall be calculated as follows:

  

Tvi(10,0,4)t = Svi(10,0,4)t/ Evi(10,0,4)t, Lt/kWh 






(28)

Where: 
 

Svi(10,0,4)t – projected costs for purchasing the public service obligations’ electricity in the medium and low voltage distribution networks respectively, during the year t, in Lt. The public service obligations and their rendering shall be set forth in the List of Public Service Obligations in the Energy Sector as well as in the Rules for the Provision of Public Service Obligations
68. The Commission, while recalculating the price cap because of the correction coefficient, by taking into consideration sound reasons of the income alteration due to the price differentiation of the electricity distribution service provided by the companies, shall make a decision if the assessment of exceeded/uncollected revenues has been substantiated. If a specific price set by a company (the weighted tariff average) was lower than a respective price cap, the adjustment shall be made according to this specific price (the weighted tariff average), taking into account the difference of this price and its price cap.

 

69. During the first year of validity of the price cap of the electricity distribution services via medium and low voltage networks, the coefficient of unpredicted changes and the coefficient of the volume adjustment shall be 1, and the correction coefficient - 0. In the first year of the subsequent regulation period the adjustment coefficients shall be calculated according to the revised data of the current year.

X. RECALCULATION AND SETTING OF electricity DISTRIBUTION service PRICES AND THEIR PRICE CAPS VIA MEDIUM AND LOW VOLTAGE DISTRIBUTION NETWORKS
70. Every year the Distribution System Operator shall calculate and recalculate the price caps of the electricity distribution services via medium and low voltage distribution networks by taking into account the adjustment coefficients, and shall provide the Commission with all relevant data not later than by September 1. 

71. The Commission may obligate the companies to make recalculations if the Commission establishes that the price caps of the prices of the electricity distribution services via medium and low voltage distribution networks have been calculated incorrectly or unreasonably. 

72. During the validity period of the price caps of the prices of the electricity distribution services via medium and low voltage distribution networks, the Distribution System Operator, with regard to various factors making impact on the price, shall be entitled to independently change the prices of electricity distribution, and not later than within 30 days from the date of receipt of the company’s application thereof and the data related to price adjustment these prices shall be publicly announced by the Commission. 

73. The Distribution System Operator shall set the prices of the electricity distribution services via medium and low voltage distribution networks (the weighted tariff average), which shall be equal or not higher than the price caps of the prices of the electricity distribution services via medium and low voltage distribution networks, i.e.  T10(T10’ and T0,4(T0,4’ . 

74. If the set price caps are not those based on which the specific tariffs and prices were calculated, the Commission may obligate the companies to submit the price and tariff calculations complying with the relevant price caps.

75. If at the end of the economic-financial year  the rate of the profit for the last two years (ratio between the net profit calculated in the manner prescribed by laws and the value of assets used in the licensed activities) at the company exceeds the  average rate of the ceiling price of the last two years (from 2005)  increased by 2 ( , taking into account the Quality Coefficient Q – the first margin of the profit rate , then the price cap of the electricity distribution service for the next year shall be adjusted by 50( of the excess profitability. If the company exceeds the average rate of the ceiling price of the last two years (from 2005) increased by 6(, taking into account the Quality Coefficient Q – the second margin of the profit rate, the price cap of the electricity transmission service for the next year shall be adjusted by 100( of the second margin of the profit rate and by 50( of the first margin of the profit rate. Electricity reliability and service quality coefficient Q shall be established taking into consideration the use of investments for the assurance of quality requirements. The price cap of electricity distribution service shall not be corrected in case the point thereby does not contradict Item 5 of Part 3 of Article 43 of the Law on Electricity of the Republic of Lithuania.

 

76. The Distribution System Operator, by reducing costs and striving for higher efficiency and profit, shall assure reliable operation of the power system, use of the grid and the quality of customer service.

 

77. Nearing the end of the period of applicability of the price caps of the prices of the electricity distribution services via medium and low voltage distribution networks, the Distribution System Operator shall file a request with the Commission to revise the projected initial level of revenues from electricity distribution via medium and low voltage distribution networks respectively, and determine the next one.

  

XI.DIFFERENTIATION OF ELECTRICITY TRANSMISISON PRICES AND ELECTRICITY DISTRIBUTION PRICES

78.  The price of the electricity transmission service, excluding public service obligations, may be differentiated into electricity and capacity components.

79. The price of the electricity distribution service may be differentiated into types of tariffs depending on the categories or groups of consumers, the time of use of electricity, the consumed quantity of electricity, defined capacity as well as according to other objective characteristics selected by a supplier which by setting different tariffs would ensure higher efficiency of operation. In setting the tariffs and the prices, as well as in their differentiation it is not allowed to discriminate the customers.   

80. The differentiation of the electricity transmission service price and electricity distribution service price by the types of tariffs shall be based on the unchanging level of revenues in the cases of various options of differentiation, provided that no additional measures for load regulation are being implemented. 

81. The principles of differentiation of the prices of the electricity transmission service, electricity distribution service via medium and low voltage distribution networks as well as the calculations thereof shall be submitted to the Commission together with the application regarding public announcement of prices and tariffs. 

82. The Commission, upon having established that the price and tariffs set by the company discriminate the customers, shall point out the mistakes to him, and if the company fails to correct them, the prices and the tariffs shall not be announced.  

XI. ANNEXES TO Methodology for setting THE PRICES for electricity transmission and distribution services AND THEIR RESPECTIVE PRICE CAPS

Annex 1. Procedure of Calculation of Electricity Transmission (Distribution) Costs and Rate of Return

83. The costs of electricity transmission and distribution based on the real economic costs shall be calculated according to the forms provided in this Annex. The data shall be provided for the reporting year and for the projected 3 years period, by distributing the first projected year into quarters.  
84. In the cost estimates the transmission (distribution) costs shall be calculated according to the below defined procedure: 

84.1. The costs of electricity consumed by transmitting it via technological installations and for the internal needs shall be calculated as the value of electricity bought from generators, at auctions, from small hydro power plants and/or other power plants using waste and renewable energy resources, by distributing – and electricity transmission service costs are evaluated;

84.2. The costs for ancillary services shall be calculated as the value of the reserve power or other related services bought from generators;
 84.3. The import shall be equal to the costs of electricity import;

84.4. The depreciation and amortization shall be calculated according to the assets’ deprecation or amortization norms established by the procedure set forth in the Law on Profit Tax and agreed with the Commission.  
84.5. The labor costs shall consist of the labor payment for the time worked or the work done, calculated by the company’s personnel. These costs shall be calculated abiding by the Law on Labor Payment of the Republic of Lithuania.  
84.6. The social insurance costs shall be calculated according to the norms set by the Government of the Republic of Lithuania;

84.7. The taxes (property, lease of land, road, natural resources, pollution, excise, profit and other taxes) shall be calculated abiding by the effective norms and limits set forth in the Laws of the Republic of Lithuania.  

84.8. The interest and other costs of financial operations shall be calculated by taking into account the amount payable as the interest and as the security of credits as well as other costs of financial operations to be incurred in the service provider’s licensed activity.  

84.9. Other relatively fixed costs shall be calculated according to their projected value in the operations.

85. The rate of return, included into the price cap of the price of electricity transmission (distribution) service shall be calculated abiding by the Law on Electricity, Item 5 Part 3 of Article 43.  The Transmission (Distribution) System Operator’s profit (the projections of net income calculated according to the procedure set forth by legal acts) shall be calculated in accordance with the rate of return, which every year of a regulation period shall be equivalent to an arithmetic weighted average of the yearly interest rate established at the auctions of the State Bonds which took part during the recent 36 months, and increased by 3 percentage points of the value of assets involved in the service provider’s licensed activity. The Commission shall revise the list of assets used in the Transmission (Distribution) System Operator’s licensed activity as well as other documents and the clarifications thereof provided by the company based on which it shall make the calculations. 

86. The balance-sheet of electricity-related activities shall reflect by technological stages the planned volumes of electricity generation by types of power plants (thermal, hydroelectric and nuclear) to be calculated by taking account of the anticipated consumption of electricity in the Republic of Lithuania.  

87. Consumption of electricity shall be calculated by estimating the consumption of electricity in the transmission and distribution networks (for the internal needs, pumping of the Kaunas Hydro Power Plant, production needs of the system) and the consumption of electricity for transmission and distribution thereof in technological installations. The volume of electricity supply shall be reduced by the volume of electricity supplied to the Republic of Latvia in exchange of the transit service provided by the latter to the Republic of Lithuania
88. All tables annexed to the present Methodology shall be submitted within 40 days after the expiration of a reporting quarter, the preliminary yearly data shall be submitted within 2 months after the end of a reporting year.  
� - Until the respective metering system between the transmission and distribution networks is installed, in the planned electricity balance  the technological losses are allowed not higher than:


- 3,3 % from the electricity amount received to 330-110 kV network;


- 7,4 % from the electricity amount received to 35-6 kV network;


- 9,3 % from the electricity amount received to 0,4 kV network.
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