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Public Utilities Commission

Decision No. 592 of 12 December 2007

Electricity Tariff Calculation Methodology 
for Captive Consumers

Issued pursuant to 

Section 33, Paragraph three of the Electricity Market Law

 and Section 25, Paragraph one

of the Law On Regulators of Public Utilities

 1. General Provisions

1. Electricity tariff calculation methodology for captive consumers (hereinafter – methodology) prescribes the procedures according to which electricity tariffs for the captive consumers (hereinafter – tariffs) shall be determined. 

2. The following terms and designations are used in this methodology:

2.1. differentiated tariffs – specific tariffs of the electricity trade according to which the captive consumers shall pay for the supply of electricity;

2.2. voltage level costs per kWh – maximum income level of the specific level of voltage in relation to the forecasted volume of energy which is used to control whether the forecasted income for the specific voltage level does not exceed the amount of funding necessary for covering the substantiated costs of the relevant voltage level;

2.3. trading service price – selling surcharge which covers trading service costs and fixed income component which is calculated as a fixed percentage from the total trading costs;

2.4. trading service – issuing of invoices, collection and processing of payments, marketing, administration of electricity purchase and other operations related to the purchase and selling of electricity to captive consumers;

2.5. trader – within the meaning of this methodology, a public trader or a distribution system operator to the distribution networks of which less than one hundred thousand users are connected; and

2.6. LVL/kWh – lats per one kilowatt hour.

3. The trader shall reflect the costs of each service to be regulated in a precise and transparent manner including therein only the assets and activities related to the service to be regulated. Only such technologically and economically substantiated costs that are necessary for efficient provision of the service of the trader shall be included into the calculation of the tariff.

4. The trader shall use the cost allocation model and shall co-ordinate the basic principles and introduction thereof with the regulator. 

5. Upon the request of the trader the regulator shall specify a fixed profit percentage of the trading service and such decision of the regulator shall be into force until adoption of a new decision regarding the fixed profit percentage for trading service. 

6. The costs of the voltage level per kWh and calculations of differentiated tariff services shall be performed for a specific previously defined period of time – one year, by exhibiting in the calculation the relation of such tariffs with the price of the supplied electricity, transmission and distribution system service tariffs and the price of the trade service.

7. If the forecasts of the amount of electricity consumption, consumption structure and other indicators used in approving the existing tariffs differ from the actual values of these indicators and it affects the net turnover of the trader by more than 1 per cent, the trader shall take into consideration such differences by reducing or increasing the planned revenue in the next draft tariff by the amount of deviation from the forecasts, as well as tariffs accordingly.

2. The Costs of Voltage Level per kWh for the Captive Consumers
8. The costs of voltage level per kWh [LVL/kWh] for each level of voltage shall be determined as follows:

Ti = Ciep + TSO_i + Ctirdz_i , 
where

Ciep – the forecast of the average purchase price of electricity for the captive consumers [LVL/kWh]; 

TSO_i – transmission or distribution system costs of services per one kWh to the i-th degree of voltage according to the specified differentiated tariffs of transmission or distribution service systems [LVL/kWh];

Ctirdz_i – the price of the trading service to the i-th degree of voltage [LVL/kWh];

i = 1,2,...N and in relation to the indices correspond to the following voltage levels:

1 – 110 kV lines,

2 – busbar of 110 kV

3 - 6-20kV busbars for 110/6-20 kV transformers

4 - 6-20 kV distribution points, 6-20 kV lines,

5 – 0.4 kV busbars of 6-20/0.4 kV transformers,

6 – low voltage 0.4 kV lines; and

7,8..N – other voltage levels not listed here.

9. The average purchase price of electricity observing the procedures for purchase of electricity necessary for the supply of captive consumers in accordance with Section 33, Paragraph four of the Electricity Market Law shall be forecasted by the public trader.
10. The price of electricity [LVL/kWh] procured by the public trader shall be composed of the average price procured in the electricity market including the average purchase price of the imported electricity, balancing expenses per one kWh of the captive consumers and components of obligatory purchase: 

Ciep = Cvid+ Cbal+ Tkoģ+ + Tat+ + Tkon+ ,

where

Cbal – balancing costs per one kWh of the captive consumers;

Tkoģ+ 
– component of the obligatory purchase for the obligatory purchase from the producers producing electricity in the co-generation process [LVL/kWh];

Tat+
 component of the obligatory purchase for the obligatory purchase from the producers producing electricity using renewable energy resources [LVL/kWh];

Tkon+ – component of the obligatory purchase for the obligatory purchase from the producers the production capacities of which are introduced pursuant to the competition [LVL/kWh];

Cvid – the average price [LVL/kWh] of electricity procured from the public trader, also including imported electricity, except the obligatory purchase, determined in the following manner:
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where

Tri – forecasted price [LVL/kWh] for electricity (also of imported electricity) of the i-th producer or trader (traders – in conformity with the Electricity Market Law);

Eri 
 forecasted amount of electricity (also the amount of imported electricity) [kWh] sold  by the i-th producer or trader (traders – in conformity with the Electricity Market Law);
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 – forecasted amount of electricity [kWh] procured and imported from the producers or traders (traders – in conformity with the Electricity Market Law);

where

i=1,2, ... N, where index i accordingly corresponds to:

1 – hydroelectric power plants on (the River) Daugava of the joint stock company Latvenergo,

2 – electricity import from Russia,

3 – electricity import from Estonia,

4 – electricity import from Lithuania,

5 – electricity import from the Nord Pool Spot,

6 – electricity purchase from the traders,

7 – electricity purchase from other producers, and

8,9,…N – electricity purchase from countries or markets not included herein.

11. The costs of the voltage per kWh shall be used to examine whether the forecasted income of the specific voltage level does not exceed the substantiated forecast of costs of the relevant voltage level.

3. Differentiated Tariffs of Electricity Trade

12. The captive consumers shall make payments for electricity according to one of the differentiated tariffs. 

13. Upon calculation of differentiated tariffs the trader shall take into account the relevant tariff structure of system services at voltage levels, as well as the forecasts of energy and capacity consumption at each voltage level.

14. In order to promote more efficient use of electricity and facilitate the displacement of electricity consumption to the night time period (from 23.00 – 7.00 hrs), as well as during holidays and public holidays, the trader shall offer the captive consumers the differentiated tariffs based on a particular time in twenty-four hour period. 
15. The trader may determine differentiated tariffs for the following groups of users:

15.1. household users;

15.2. other captive consumers depending on the consumed amount of electricity and the permitted loads; and

15.3. the users of street and road lighting.

16. Each associated user may choose one most suitable differentiated tariff thereof in accordance with the necessary capacity and specifics of the consumption. The associated user has the right to choose a differentiated tariff by co-ordinating it with the trader. 
4. Price for Sales Service

17. The price for the sales service shall be composed of the costs of invoice and payment processing, the administration costs of electricity purchase and marketing costs. In order to express the price for sales service to one kilowatt hour, the following activities shall be completed:

17.1. a fixed profit percentage, confirmed by the regulator, shall be added to the costs of sales service;

17.2. sales service costs shall be separately distributed for each voltage level; and

17.3. the sales service price per one kilowatt hour shall be calculated for each voltage level of distribution system by dividing the sales service costs by the electricity consumption at the relevant voltage level.

18. The average sales service price per one kilowatt hour shall be calculated by dividing the overall sales service costs by the total electricity consumption [LVL/kWh]:

Ctirdz = (Itirdz + Ptirdz)/Etirdz ,

where

Itirdz – costs of sales service [LVL];

Ptirdz – profit determined in accordance with the fixed profit percentage [LVL] approved by the regulator; and

Etirdz – amount of electricity supplied to the captive consumers [kWh].

19. Sales service costs shall include the following positions:

19.1. personnel and social costs (Ipers);

19.2. other costs of economic activity (Isaim);

19.3. depreciation of value of fixed assets and intangible investments (Inol); and

19.4. immovable property (Iīp.nod) and enterprise income tax (Iien.nod):

Itirdz = Ipers + Isaim + Inol + Iīp.nod + Iien.nod 
20. The price of sales service for the voltage levels shall be specified by applying the principles of cost allocation. Generally, Ctirdz_i is the price for the sales service per one kilowatt hour for the associated user receiving electricity according to a specific voltage level [LVL/kWh].

5. Elaboration of Draft Tariffs
21. The trader shall elaborate the draft tariff in accordance with this methodology, calculating the costs in relation to the complex of sales services and the costs per kWh for each voltage level. The draft tariffs shall include the following:

21.1. the calculations of voltage level costs per kWh for the groups of electricity users depending upon the place of connection and the substantiated costs thereof. The costs of voltage level per kWh shall be calculated on the basis of the specified transmission and distribution system service tariffs, forecasted price of electricity purchase and the economically substantiated costs of sales service; and

21.2. the second part of the draft tariffs shall be composed of differentiated tariffs.

22. The trader in accordance with this methodology shall calculate the sales service costs and shall determine the average price of sales service and the price of sales service by voltage levels.

23. The trader in accordance with this methodology shall calculate the costs of one kWh of voltage level.

24. The trader may submit to the regulator a request to permit the setting of the differentiated tariffs to captive consumers by itself.

6. Evaluation of Draft Tariffs
25. The regulator shall evaluate the draft tariffs within the terms specified in the Law On Regulators of Public Utilities.

26. The regulator shall approve or reject the differentiated tariffs by evaluating the substantiating costs thereof.

27. During the evaluation of the draft tariffs the trader may submit corrections of and additions to the draft tariffs.

28. The approved differentiated tariffs are in force until the approval of new differentiated tariffs.

29. If the regulator has given permission in accordance with Section 32, Paragraph three and Section 33, Paragraph three of the Electricity Market Law, the trader shall approve the differentiated tariffs by itself observing the following procedures:

29.1. the trader shall, not later than two months prior to coming into force of the tariffs, publish the differentiated tariffs in the newspaper “Latvijas Vēstnesis” [the official Gazette of the Government of Latvia].  The trader shall concurrently submit to the regulator a substantiation for new differentiated tariffs and information regarding the actual costs in the previous period and the forecasted data for the new differentiated tariffs, as well as comparative tables in which the changes in structure of the captive consumers are indicated and other documents substantiating the necessity for new differentiated tariffs;

29.2. the regulator, within a period of 21 days following the receipt of the differentiated tariffs, shall evaluate:

29.2.1. conformity of the submitted differentiated tariffs with this methodology; and

29.2.2. the economic substantiation of the submitted differentiated tariffs;

29.3. if, within 21 days after receipt of the differentiated tariffs, the regulator has not taken a decision regarding non-conformity of the differentiated tariffs with the methodology requirements, the tariffs shall come into force within the time period specified by the trader; and

29.4. if, within 21 days after receipt of the differentiated tariffs, the regulator takes a decision regarding non-conformity of the differentiated tariffs with the methodology requirements, the tariffs shall not come into force within the time period specified by the trader. Within seven days after taking the decision regarding non-conformity of the differentiated tariffs with the methodology requirements, the regulator shall publish a notification regarding the decision taken in the newspaper ”Latvijas Vēstnesis” and shall revoke the coming into force of the differentiated tariffs.

30. If, according to Section 32, Paragraph three and Section 33, Paragraph three of the Electricity Market Law, the trader has received a permit for the approval of differentiated tariffs and they have come into force, due to the change of factors affecting profitability the regulator may propose a review of the tariffs and cancel the differentiated tariffs approved by the trader.

7. Transitional Provision

31. A public trader, in calculating of obligatory purchase components of the electricity draft tariff submitted until coming into force of this methodology, shall not apply the Methodology for Calculation of Obligatory Purchase Components approved by Commission Decision No. 519 of 14 November 2007. The public trader shall calculate the costs compensating the purchase of electricity produced within the framework of obligatory purchase and with the capacity introduced by invitation to tender in accordance with Sections 24, 28 and 30 of the Electricity Market Law.

Chair 

V. Andrējeva
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