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SUMMARY OF DECISION | 28 NOVEMBER 2017 

 

SUMMARY OF DERA’S APPROVAL OF PARAME-

TERS AND SETTING OF THE F-FACTOR FOR THE 

ECONOMIC TEST FOR THE BALTIC PIPE PROJECT 

  

1. The Danish Energy Regulatory Authority (DERA) has approved the parameters 

and has set the level of the f-factor for the economic test for the Baltic Pipe Project 

in accordance with the revised European network code on capacity allocation, NC 

CAM (Commission Regulation 2017/459). The full version of the decision in Dan-

ish is available on DERA’s homepage (Energitilsynet.dk).  

2. The Baltic Pipe Project will potentially establish a new gas pipeline between 

Poland and Norway via Denmark. The project is organised by the Danish and 

Polish transmission system operators, Energinet and Gaz-System.  

3. The Baltic Pipe Project will de facto make Denmark a transit country and is 

expected to lead to significant tariff reductions for the network users of the Danish 

gas transmission system. The project entails an investment of 5-6 billion DKK 

(600-700 million EUR) for Energinet. 

4. The economic test determines the economic viability of the project, i.e. a suffi-

ciently large share of the project costs, and the associated allowed increase in En-

erginet’s revenue, should be covered by the network users demanding the capacity 

of the project. In addition, the economic test should ensure that the network users 

demanding capacity assume the corresponding risks associated with their demand 

to avoid captive customers, e.g. existing network users in the Danish gas system, 

from being exposed to unjustified risks in connection with the investment. Hence, 

the economic test is not an investment decision for the Baltic Pipe Project.     

5. The allocation of the capacity of the Baltic Pipe Project in Open Season 2017 is 

subject to a positive outcome of the economic test. An incremental capacity pro-

ject is economically viable according to the NC CAM if the revenue from binding 

commitments is equal to or larger than the increase in allowed revenue adjusted 

with an f-factor.  

6. Energinet conducts the economic test after DERA has approved the test parame-

ters and has set an f-factor. 

APPROVAL OF PARAMETERS 
7. The value of the binding commitments is calculated by multiplying the estimat-

ed future reference prices (capacity tariffs) with the offer level (volumes) of the 
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binding bids for capacity contracts submitted in Open Season 2017 for the Baltic 

Pipe Project. 

8. The reference prices are approved by DERA while the offer level (volumes) is 

provided by bids in the final phase of Open Season 2017. 

9. Energinet has estimated reference prices in the range of 0.23-0.28 EUR/MWh 

for the period of the binding commitments from Open Season 2017 (1
st
 October 

2022 to 30
th
 September 2037), cf. table 1.  

10. Energinet has calculated a present value of the binding commitments of 428 

million EUR based on the estimated reference prices and 7.5 bcm/year of binding 

commitments, cf. table 2. 

11. NC CAM introduces the term ”increase in the allowed revenue”. The annual 

increase in allowed revenue is based on depreciations of the capital expenditures 

across the economic lifetime of the project (30 years) and the fixed operational 

expenditures, which Energinet can charge network users in accordance with the 

economic regulation of Energinet and the national tariff methodology.  

12. Energinet has estimated the present value of the allowed increase in revenue of 

693 million EUR, cf. table 3. 

TABLE 1 | ESTIMATED REFERENCE PRICES (CAPACITY TARIFFS) - EURO/MWH, 2017 PRICES 

 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 

10,058 MWh/h/y 0.27 0.25 0.26 0.26 0.26 0.26 0.26 0.26 0.27 0.27 0.27 0.27 0.27 0.28 0.27 0.27 

12,070 MWh/h/y 0.23 0.22 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.24 0.24 0.24 0.24 0.24 0.24 
 

Source: Energinet   

Note: 10,058 MWh/h/y and 12,070 MWh/h/y correspond to 7.5 bcm/year and 9 bcm/year respectively.     

TABLE 2 | PRESENT VALUE OF BINDING COMMITMENTS BASED ON REFERENCE PRICES - MILLION 

EURO,  2017 PRICES 

 Total 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 

10,058 MWh/h/y 428 10 34 34 33 32 31 30 29 28 27 26 26 25 24 23 17 

12,070 MWh/h/y 454 10 37 37 35 34 33 32 31 30 29 28 27 26 25 24 17 
 

Source: Energinet   

Note: 10,058 MWh/h/y and 12,070 MWh/h/y correspond to 7.5 bcm/year and 9 bcm/year respectively. The present values have 

been calculated with a discount rate of 4%.     
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TABLE 3 | ESTIMATED INCREASE IN ALLOWED REVENUE - MILLION EURO, 

2017 PRICES 

Present value of the estimated increase in allowed revenue  693 

Source: Energinet        

Note: The present value has been calculated with a discount rate of 4%. 

DECISION 

13. DERA approves the reference prices and estimated increase in allowed reve-

nue submitted by Energinet as these have been estimated in accordance with the 

economic regulation and the tariff methodology that Energinet intends to use (uni-

form tariffs). 

SETTING THE LEVEL OF THE F-FACTOR 

14. The f-factor is set by DERA and defines the share of the value of the increase 

in allowed revenue associated with the project costs to be covered by the value of 

the binding commitments of network users contracting capacity (binding bids for 

long capacity contracts). 

15. DERA has set the level of the f-factor in accordance with NC CAM, i.e. the 

assessment has taken positive externalities (socioeconomic benefits) and expected 

revenue not included in the calculation of the economic test into account. 

16. DERA notes that significant expected revenue from volume tariffs and ex-

pected gas flow is not part of the calculation of the economic test. In addition, the 

Baltic Pipe Project is expected to provide considerable tariff reductions for all 

network users of the Danish transmission system.  

17. The flow of gas, i.e. usage of the booked capacity, is important for the realisa-

tion of the expected revenue from volume tariffs. DERA notes that in the unlikely 

event of no flow of gas in the pipeline, there are a number of measures available 

for mitigating the risk for captive customers. Energinet can shorten the deprecia-

tion period for the project’s capital expenditures, and the Danish tariff method can 

be revised in accordance with the relevant legislation, including the new European 

network code on tariff structures (NC TAR), to allow for a larger share of Ener-

ginet’s allowed revenue to come from capacity tariffs.    

18. DERA has made a conservative assessment of the f-factor as the economic test 

should ensure that captive customers are not exposed to unjustified risks in con-

nection with the investment.  

DECISION 

19. DERA has set the f-factor at the level of 0.60. This implies that 60% of the 

increase in allowed revenue associated with the Baltic Pipe project should be cov-

ered by binding commitments for the economic test to provide a positive result. 


