TIGF answer to ERGEG Consultation on

Principles on Calculating Tariffs for Access to Gas Transmission Networks
TIGF welcomes the ERGEG willingness to establish a common set of principles for calculating transmission tariffs throughout the European community.
TIGF comments are as follows.
Point 3.1. : Asset base

Working capital should be incorporated in the Asset Base.

Point 3.2. : Depreciation

TIGF agrees on the principles mentioned but points out that although a 50-year lifetime for a pipeline can be considered as a correct value, nonetheless a revenue based on such a long lifetime is economically risky :
· future of the gas business in general is clearly uncertain over such a long period,
· the evolution of the legal framework may oblige operators to withdraw their assets before the end of their lifetime.
To mitigate this risk, TSO revenue should at least include exceptional depreciation for the assets withdrawn before the end of their economic lifetime such that the depreciation schedule used best reflects economic reality.
Point 3.3 : Operating costs

Using a theoretical efficiency factor to manage operating costs incurs the risk of not taking into consideration the evolution of TSO constraints, especially in terms of regulations regarding safety and environment.
It is not easy (not to say impossible) to identify what are “efficiently incurred costs used for operation and maintenance of a pipeline system”. NRA should proceed very carefully when implementing such a principle.
Point 3.5 : Cost of capital
The WACC method must be considered very carefully :

· a proper approach for the WACC method should be to establish an individual WACC for each individual corporation,

· finding relevant values for each of its parameters in financial and stock markets is not possible because these markets do not provide for data reflecting the specific conditions of each TSO business.
3.5.1 Risk-free rate
There is no 30 to 50 years risk-free rate, which is equivalent to the assets lifetime.
The inflation rate that applies to TSO activities is not the average inflation rate. This issue has to be considered together with the RAB calculation and the way it takes inflation into account.
3.5.2. Debt Risk Premium

As mentioned in the document, the debt risk premium should be established taking into consideration the gearing. Debt risk premium is specific to each TSO and depends on many parameters (not only the gearing).
3.5.3. Cost of Equity

TIGF shares the position of ERGEG when saying that both the equity risk premium and asset beta should be established taking into consideration the specific risk and the liquidity of companies considered.
3.5.4. Gearing
The situation of each corporation has to be considered.
Point 4 : Tariff principles

TIGF does not have any comment on this part of the Consultation. The principles described are satisfactory.
Point 5 : Incentive for new infrastructure

A higher rate of return for new investments for a specified period of time is the method employed in France. This rate is conceived as a bonus on the base rate. If the NRA changes the base rate, the rate of return which had allowed the investment changes also. This means that investment decisions remain highly risky, due to regulatory uncertainty.

The rate of return applying to new infrastructures should be maintained for the full period of time chosen when the investment has been approved by the NRA.
