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Introduction  

Purpose of this document 

In 2025, Melita TransGas Co. (“Maltese TSO” or “MT TSO”) is expected to complete the Melita 
TransGas Pipeline (“MTGP” or “MTG Pipeline”), which is a key investment in the Maltese gas sector. 
The MTGP aims to interconnect the Italian and Maltese gas markets through construction of a subsea 
pipeline (with associated infrastructure).  

One of the issues that will need to be resolved in cooperation with the Maltese national regulatory 
authority (“NRA”) and the Maltese gas market participants, is the development of a tariffication system 
which will enable the MT TSO to charge the future users of the MTGP infrastructure fair and transparent 
fees for gas transmission to recover the outlays invested in the MTG Pipeline. From the point of view 
of the capacity auctions to be held in July 2021, it is also key that the market participants willing to take 
part in these auctions have a reasonable degree of certainty related to the rules and numerical 
assumptions based on which tariffs will be set in the Maltese system. 

In line with the Commission Regulation (EU) 2017/460 of 16 March 20171 (“NC TAR”), the basis of 
such a tariffication system should be the Reference Price Methodology (“RPM”) for a standard, 
annual fixed transmission product. The NC TAR outlines a set out EU-wide rules which should be 
followed in this process to ensure that the approach to tariff-setting is harmonized across all Member 
States, thus enabling improved market integration, enhanced security of supply and promoting the 
interconnection between the respective gas networks.  

In line with Art 26 of NC TAR, the methods governing the calculation of the RPM should be consulted 
with the market. Consequently, following the requirements and guidelines presented in the NC 
TAR, the MT TSO presents this document, the aim of which is to: 

 commence the public consultation procedure outlined in the NC TAR 

 propose the RPM calculation methodology (i.e. related to tariffs for annual fixed gas 
transmission products) to be applied in the Maltese gas transmission system 

 present the indicative tariff levels which may apply if the RPM is approved  

 act as a basis for discussion with all stakeholders (regulatory and market) of the Maltese gas 
market 

Along with this document, the MT TSO also provides an MS Excel calculation tool enabling all 
interested parties to track the impact of adopting selected assumptions on the end value of indicative 
gas transmission tariffs in the MT system. 

Authors of this document believe that the proposed RPM methodology will result in cost-
reflective, transparent and non-discriminatory tariffs. The MT TSO is open for any discussion and 
comments on the RPM methodology proposed in this document. 

Legal disclaimer 

This document represents a first proposal of the MT TSO related to the methodology of setting gas 
transmission tariffs on the Maltese gas market. All information included in this document should 
be treated as preliminary and non-binding until approved by the MT NRA and until receiving 
positive feedback from ACER. The MT TSO advises parties potentially interested in the MTGP to also 
use other tools and seek other information for making calculations and evaluating a possible 
participation in the Project. Whereas the MT TSO has worked diligently to ensure that formulas, 
calculations, programming, etc. presented in this document and in the MS Excel tariff calculation tool 

 
1 Commission Regulation (EU) 2017/460 of 16 March 2017 establishing a network code on harmonised transmission tariff 
structures for gas 
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are correct, the TSO does not assume any liability for the content, calculations, use, completeness, etc. 
of the provided indicative tariff estimates and the MS Excel calculation tool. 

In addition, the MT TSO has made assumptions on which the calculations are based. Such assumptions 
were made in good faith and are the MT TSO’s best estimates based on current market information. 
However, the MT TSO does not assume any liability for validity of such assumptions or for any business 
decisions of third parties to be made based on information presented in this document or calculations 
delivered by the MS Excel tool. 

Indicative timeline of the RPM process and contact person 

The indicative timeline of the RPM current consultation process is as follows: 

 Publication of this RPM proposal and MS Excel calculation tool: 15 June 2020. 

 Deadline for market participants to submit comments / questions: 16 August 2020. 

 Deadline for MT TSO to incorporate market feedback / answer questions:  31 August 2020. 

 ACER’s review of the updated RPM methodology: until mid-October 2020.  

 MT NRA’s review and approval of the RPM methodology: until mid-January 2021. 

 The indicative RPM for the next regulatory period and applicable for the July 2021 auction: 
February 2020. 

Please direct any comments, remarks or questions related to the RPM consultation materials (this 
document and the MS Excel calculation tool) to info@melitatransgas.com.mt 

 

  



Proposal of the MT gas transmission system Reference Price Methodology  

5 
 

List of abbreviations used in this document 

The below abbreviations are used throughout this document. 

No. Abbreviation Explanation 

1. ACER Agency for the Cooperation of Energy Regulators 

2. CAPEX Capital expenditures 

3. CEF Connecting Europe Facility 

4. CRRC Complementary revenue recovery charge 

5. CWD Capacity-weighted distance tariff methodology 

6. D/E Debt – to – equity ratio 

7. EC European Commission 

9. IT Italy or Italian 

10. MT Malta or Maltese 

11. MTG Melita TransGas 

12. MTGP Melita TransGas Project 

13. NC TAR 
Commission Regulation (EU) 2017/460 of 16 March 2017 
establishing a network code on harmonised transmission tariff 
structures for gas 

14. NRA National Regulatory Authority 

15. OPEX Operating expenditures 

16. RPM Reference price methodology 

17. RAB Regulatory asset base 

18. TSO Transmission System Operator 

19. WACC Weighted average cost of capital 
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Executive summary 

(A) Commissioning of the MTGP in September 2025 will mark the establishment of the Maltese gas 
transmission system. The MTGP will interconnect Malta and Italy by means of a subsea pipeline 
(and associated infrastructure) and will allow for a unidirectional flow of gas from Italy to Malta. 
The system will therefore comprise of a single-entry point (“MT entry”) on the Gela shore in Italy 
and initially, of a single domestic exit point (“MT exit”) located close to the Delimara power station 
in Malta. 

(B) The proposed characteristics of the RPM for Malta include: 

 A non-price cap regime, which is a revenue cap regime where allowed revenue for the 
TSO is set by the NRA and tariffs are derived from that value based on forecast 
capacity bookings 

 The allowed revenue construction is based on the “building-block” methodology, i.a. the 
allowed revenue is a sum of the following components: the annual depreciation charge, 
annual OPEX and annual return on RAB component 

 The cost allocation methodology, proposed by Melita TransGas, is the postage stamp 
method. 100% of allowed revenue forecasted for the tariff year is proposed to be 
recovered by charging only the entry capacity-based tariffs. No exit fee or commodity tariffs 
are envisaged at this stage. 

 The use of a Complementary Revenue Recovery Charge (“CRRC”) is proposed in a year 
n+1, in situations where in a given year n the TSO’s allowed revenue was not fully 
recovered in tariffs 

(C) Under a set of assumptions discussed in this document, the indicative tariff levels for the first 15 
years of MTGP operations (related to a fixed annual transmission product) are the following: 

Figure 1: Indicative reference price values (one-year fixed gas transmission tariff) in the MT gas 
transmission system in the period 2026 - 2040 [EUR / MWh] 

(D) The MT TSO underlines that although the above calculation is based on the best available 
estimates and information, a certain degree of uncertainty surrounds the materialization of 
the estimates on the assumed level. This especially relates to variables such as e.g. MTGP 
CAPEX (final value will be known after the investment is commissioned), OPEX (values to be 
inserted in the tariff application will be known prior to the first year of operation) or regulated 
WACC (methodology of setting the regulated WACC needs to be set by the MT NRA). 

(E) One particular area of uncertainty is the degree to which the MTGP will be co-funded from 
CEF sources (any level of CEF grant will contribute to decreasing the tariff levels). Calculations 
presented in Figure 1 above conservatively assume no CEF co-funding. The MT TSO plans to 
apply for the grant in the 2020 CEF call for projects (March – May 2020) and the eventual value 
of the awarded grant will be known in October 2020. Tariff estimates (related to a fixed annual 
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transmission product) considering different levels of awarded CEF co-funding are presented 
below. 

Figure 2: Sensitivity analysis with regard to the level of CEF co-funding2 changes on the level of MTGP 
reference price in the first year and average reference price over the first 15 years after MTGP 
commissioning [EUR / MWh] 

 

(F) The methodology choices related to the RPM result in a tariff that is transparent and the 
calculation of which is easy to reproduce. Also, due to the fact that the Maltese gas transmission 
system is relatively uncomplicated (one transmission route, one entry and one domestic exit 
point, initially one possible direction of gas transmission) in the Maltese system there should be 
no issues related to discrimination or undue cross-subsidization between distinct user groups. 

(G) The choice between the CWD and other methodologies also has little significance in the case of 
the Maltese transmission system. Due to the noncomplex nature of the system, tariff levels are 
the same under both regimes. However, the MT TSO leans toward the postage stamp 
methodology due to its simplicity and generally higher transparency compared to the CWD 
method.   

 
2 The CEF co-funding rate is the part of MTGP eligible CAPEX (in line with MT gas TSO estimates, ca. 98% of MTGP CAPEX 
is eligible for CEF co-funding) which is covered by the CEF grant.  

Indicative tariff levels
presented in Figure 1 above
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Tariff in first year 2,98 2,75 2,52 2,29 2,06 1,83
Avg. tariff (15 years) 2,70 2,48 2,27 2,05 1,84 1,62
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1. Transmission grid 

1.1. Technical parameters  

(1) As indicated in the Introduction, currently there is no gas transmission grid in Malta, and it will be 
erected in September 2025 when the MTG pipeline is commissioned. Apart from MTGP, no 
further infrastructural developments in the transmission system are envisaged. 

(2) MTG pipeline – interconnecting Sicily (at Gela point) and Malta (the Delimara power plant) – will 
have an offshore length of 151 km and an onshore length of 8 km (out of which 7 km on the Sicily 
shore and 1 km on the Malta shore), with a diameter of 22”.  

(3) Its functioning will be supported by a terminal station located on the Sicily shore at Gela, with a 
minimum guaranteed and maximum operating pressure of 50 and 63 barg respectively. 

 

 The MTG pipeline is a high pressure 
pipeline, which is a non-upstream 
pipeline, and which is – for the 
foreseeable future – expected to deliver 
gas directly to the Delimara power plant 

 No TSO – DSO interface is presented, 
as at present there is no gas DSO 
operating in Malta and there are no 
officially confirmed plans to establish 
such a gas DSO 

(4) With the MTGP de facto constituting the whole Maltese gas transmission system, it will have only 
one entry point – MT entry point (located on the Sicilian shore) and one exit point (located on the 
territory of Malta, specifically in the Delimara power plant). 

(5) The technical capacity of these two points will be equal and will amount to between: 

 12.0 TWh / y at minimum guaranteed operating pressure @ 50 barg as stipulated in the Gas 
network code of Italian Gas TSO, and 

 21.5 TWh / y at maximum operating pressure @ 63 barg. 

(6) At present, it is expected that MTGP can only guarantee the flow at the minimum 
guaranteed operating pressure by the Italian Gas TSO. This may change in the future if 
market demand justifies it. 

1.2. Expected capacity bookings and physical flows 

(7) The contracted capacity is forecasted at 10.8 TWh / y. This applies to both the entry and exit 
booked capacity. This is based on the demand assessment and feedback received during the 
public consultation which ended on 13 March 2020 as part of the incremental capacity procedure 
outlined in the NC CAM. 



Proposal of the MT gas transmission system Reference Price Methodology  

9 
 

(8) Average physical flow during first 15 years of operations is expected at the level of 5.0 TWh/y. 
All flows are expected in the direction from Italy to Malta. This expectation is based on market 
testing performed in 2018 as part of the Investment Request procedure performed in line with the 
Regulation 347/2013 and ACER Recommendation 05/2015.  

2. Reference Price Methodology description  

2.1. Key characteristics of the RPM 

(9) The proposed RPM assumes tariffs are set under a non-price cap regime, i.e. a regulatory 
regime, under which the allowed revenue for the transmission system operator is set in 
accordance with Article 41(6)(a) of Directive 2009/73/EC. In detail, it is a revenue cap regime 
where allowed revenue for the TSO is set by the NRA and tariffs are derived from that. 
Tariffs are subsequently adjusted for differences between forecasted and realised volumes to 
ensure the TSO earns the allowed revenue. 

(10) The allowed revenue construction is based on the “building-block” methodology, where the 
revenue requirement is the sum of individual building blocks that are separately assessed 
and determined ex ante. These blocks include: 

 Operating expenses (“OPEX”), 

 Annual depreciation, 

 Return on Regulatory Asset Base (“RAB”)  

(11) With regard to the capacity / commodity split the RPM assumes 100% costs to be recovered 
from capacity tariffs. No commodity tariffs are foreseen due to lack of material variable costs 
driven by incremental gas transmission volumes. 

(12) The cost allocation methodology, proposed by Melita TransGas is the postage stamp method. 
It implies that the costs are allocated to particular points of the transmission system based on the 
contracted capacity. The proposed RPM assumes that 100% of the allowed revenue is expected 
to be recovered from fees charged in entry points.  

2.2. Cost drivers 

(13) As indicated above, costs are driven solely by the contracted capacity. Due to a non-complex 
nature of the Maltese transmission system (a single pipeline, an initial single direction of flow with 
one entry and one domestic exit point) distance is not a cost driver distinguishing various groups 
of users. 

(14) Charging only capacity-based tariffs for the gas transmission services complies with the 
provisions of Article 4 of the NC TAR. 

(15) The total amount of the contracted capacity being a base for reference price calculation for tariff 
year n+1 – separately for entry and exit points – is the sum of: 

 Capacity contracted based on yearly standard capacity products for firm and interruptible 
capacity for the year n+1, and  

 Capacity contracted based on quarterly, monthly, daily, and intra-daily standard capacity 
products for firm and interruptible capacity, either booked or expected to be booked (based 
on substantiated expectations of the MT gas TSO) for year n+1. 

2.3. Adjustments 

(16) The proposed RPM uses none of the methodological adjustments offered by NC TAR (i.e. 
benchmarking / equalization / rescaling). 
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(17) Similarly, due to non-existence of storage facilities and LNG terminals to be interconnected with 
the future Maltese transmission grid, no discounts for entry / exit points to / from these facilities 
are included. 

2.4. Complementary revenue recovery charge 

(18) The proposed RPM assumes the use of a Complementary Revenue Recovery Charge (“CRRC”). 
Key rules of the mechanism are as follows:  

 After each tariff period, the difference between the forecasted and actually collected 
transmission part of allowed revenue is established, 

 The difference is either collected from / or given back to the market (depending on whether 
the difference refers to an under– or over recovery of the allowed revenue) via CRRC over 
the consecutive period or periods, 

 CRRC is levied on the MT exit point, 

 CRRC is calculated as the difference between the allowed and collected allowed revenue in 
the period n, and divided by the forecasted exit capacity bookings at the MT exit point in year 
n+1. 

(19) At present no part of the allowed revenue is forecasted to be recovered / given back in the form 
of CRRCs, as commissioning of the MTGP will mark the first year of functioning of the Maltese 
gas transmission system (there is no accumulated under- or over recovery). 

 

3. Indicative reference prices  

3.1. Reference prices calculation steps 

(20) Calculation of the reference prices for standard capacity products is based on the entry-exit 
model and the postage stamp cost allocation methodology. 

(21) Each year the allowed revenue will be established as a sum of the earlier mentioned “building 
blocks”3: 

 Annual depreciation charge, 

 OPEX (both fixed and variable part), 

 Return on RAB 

Detailed calculation of indicative allowed revenue for the first 15 years after project 
commissioning are presented in point 3.2. “Indicative value of the TSO’s allowed revenue in the 
first 15 years” 

(22) 100% of allowed revenue forecasted for the tariff year is recovered by charging capacity-based 
tariffs at the entry point. 

(23) Hence, reference prices are calculated by dividing the allowed revenue allocated to the MT entry 
point (100% of the allowed revenue will be allocated to the entry point) by the contracted capacity 
at the MT entry point.  

3.2. Indicative value of the TSO’s allowed revenue in the first 15 years 

(24) The indicative estimate of the total value of the MT TSO’s allowed revenue) has been presented 
on the graph below: 

 

 
3 This is assuming that in a given year there is no complementary revenue recovery charge from earlier periods 
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Figure 3: Indicative value of MT gas TSO’s allowed revenue in the period 2026-2040 [EURm] 

(25) As mentioned above, allowed revenue for a given year shall be constructed as a sum of (A) 
annual depreciation, (B) OPEX and (C) return on RAB3.  

(26) To assure transparency and reproducibility of tariff estimates, a detailed discussion on the 
respective components of allowed revenue is presented below. Key numerical assumptions used 
to compute indicative tariffs are provided in the “Appendix – key numerical assumptions taken in 
the course of calculating Maltese gas transmission tariffs” at the end of this document. 

(A) Discussion of annual depreciation charges 

(27) The beginning value of the asset is composed of MTGP CAPEX (less value of land4), as well as 
capitalized debt interest used to finance the project5. The value of both components on a year-
by-year basis, as well as the beginning MTGP asset value (basis for depreciation) is presented 
below. 

 
4 Land is not subject to depreciation. 
5 This is the value of interest due on the investment debt used to fund the CAPEX, which - in absence of a revenue stream prior 
to September 2025 - will be capitalized and included in the beginning asset value (and will then be recovered in tariffs). The 
value of the capitalized debt interest results from the MTGP financing choices made by the MT gas TSO (as well as 
assumptions on market cost of debt), which are outlined in the Appendix of this document. 
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Figure 4: Assumed value of MTGP depreciable beginning asset value (composed of MTGP CAPEX and 
capitalized debt spent / incurred in the construction period during years 2020 – 2025, corrected for 
expenditures related to land purchase) [EURm] 

(28) The asset life for the MTG Pipeline for the purposes of this consultation is assumed at  35 years 
and this parameter is still subject to the approval of National Regulatory Authority. During this 
period the beginning asset value excluding land will be depreciated on a straight-line basis.  

(29) The MT TSO will apply for a CEF grant for construction works of the MTGP in order to cover a 
part of the CAPEX. The depreciation on the part of CAPEX covered by a potential CEF grant will 
not be included by the TSO in the calculation of the allowed revenue. At present, however, it is 
not known if, and to what extent will the MTG Project be awarded CEF-co funding. The estimates 
presented below relate to a base case situation, where a zero CEF grant is awarded (depreciation 
related to the whole value of CAPEX, less land value, is included in the allowed revenue). 

(30) The value of annual depreciation charges used in the calculation of indicative allowed revenue 
estimates is presented below. 

Figure 5: Indicative levels of the MTGP depreciation charges in the period 2026 - 2040 [EURm] 

 

(B) Discussion of annual OPEX charges 

(31) The annual value of OPEX charges has been estimated and evaluated by a number of  technical 
advisors working on the MTG Project. The year-by-year OPEX values to be included in the 
calculation of the allowed revenue of the MT TSO is presented below. 
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Figure 6: Indicative levels of the MTGP OPEX in the period 2026 - 2040 [EURm] 

(C) Discussion of annual return on RAB  

(32) The annual return on RAB element is a product of two sub-elements – the average value of RAB 
and the rate of return on RAB (otherwise called “regulated WACC”). 

(33) The RAB is the value of CAPEX, increased by capitalized debt and less any obtained non-
refundable grants (e.g. CEF grants) and value of land purchases. At present, however, it is not 
known if, and to what extent will the MTG Pipeline be awarded CEF-co funding (the MT TSO will 
apply for the CEF grant in the 2020 CEF call for projects, and the results of the application will 
be known in late 2020). The estimates presented below relate to a conservative base case 
situation, where a zero CEF grant is awarded. The beginning value of RAB is presented below.  

Figure 7: Assumed value of MTGP depreciable beginning RAB value (composed of MTGP CAPEX and 
capitalized debt spent / incurred in the construction period during years 2020 – 2025, corrected for the 
value of non-refundable grants) [EURm] 

(34) The  asset life for the MTG Pipeline for the purposes of this consultation is assumed at  35 years 
and this parameter is still subject to the approval of National Regulatory Authority. During this 
period the beginning asset value excluding land will be depreciated on a straight-line basis. The 
first sub-element of the return on RAB calculation is the average RAB value, which is the 
average of the beginning- and end-of-year RAB value.  

(35) The rate of return on RAB (“regulated WACC”), which is the second sub-element of the 
return on RAB calculation, is set by the NRA for every regulatory period. At present the value 
of the rate of return on RAB is unknown, as the NRA has not yet set the rules and methods for 
establishing it.  

(36) For the purpose of calculating indicative tariffs, it is assumed that the rate of return on RAB will 
be set based on a WACC-based methodology with the following parameters: 
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 Capital structure is assumed to be updated every four years to reflect the actual D/E ratio 
of the MT gas TSO which is assumed to evolve as follows: a D/E of 65 / 35 for years 2026-
29, 55 / 45 for years 2030-33, 40 / 60 for years 2034-37 and 15 / 85 for years 2038 - 2040.  

 Cost of equity – assumed at 5,5% 

 Cost of debt – assumed at 3.0%6 

Authors of this document underline the fact that the above reflect the most up to date business 
plan assumptions of the Maltese TSO. However, since the return on RAB (both values of the 
input parameters and the return on RAB formula) is set by the NRA, the final return on RAB value 
may materialize at a different level than provided in the current analysis. The actual value of the 
rate of return on RAB will only be known when the NRA approves an official methodology 
of setting it, along with numerical assumptions necessary for its calculation.  

(37) The two sub-elements necessary for the calculation of the return on RAB: the average value of 
RAB and an estimate of the rate of return on RAB (“regulated WACC”) based on the discussed 
assumptions are presented below. 

Figure 8: Indicative value of the average value of RAB and the rate of return on RAB (“regulated WACC”) 
in the period 2026 - 2040 [EURm – average RAB; % - rate of return on RAB] 

(38) The annual return on RAB (product of the average value of RAB and the rate of return on RAB) 
to be included in the calculation of the indicative value of the MT TSO’s allowed revenue, is 
presented below 

Figure 9: Indicative value of the return on RAB in the period 2026 - 2040 [EURm] 

3.3. Forecast capacity booking levels at entry and exit points 

(39) The annual capacity bookings forecast used for the purpose of estimation of indicative tariffs is 
based on the demand assessment which was conducted in 2019 as part of the incremental 
capacity procedure outlined in the NC CAM. 

(40) The annual capacity bookings are forecasted at 10.8 TWh / y.  

 
6 Cost of debt assumed fixed at 3% during both the investment and operating (post commissioning) phases 
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3.4. Indicative reference price values for the first 15 years after MTGP 
commissioning 

(41) The indicative entry and exit capacity gas transmission tariffs in the Maltese system, calculated 
using the calculation steps presented in subchapter 3.1. and numerical assumptions presented 
in subchapters 3.2, 3.3. above as well as in the Appendix, are presented below. 

Figure 10: Indicative reference price values (one-year fixed gas transmission tariff) in the Maltese gas 
transmission system in the period 2026 - 2040 [EUR / MWh] 

 

3.5. Potential developments which may affect tariff levels 

(42) In order to support transparency and allow the future participants of the Maltese gas market to 
adequately assess the risks and opportunities with regard to transmission costs, this subchapter 
provides a list of several variables which may affect tariff levels. The presented list is non-
exhaustive and relates to selected variables which may materialize at a level different than 
assumed in the base case presented in subchapter 3.3., thus increasing or decreasing future 
tariffs. For each variable, a sensitivity analysis with relation to tariff in first year and average tariff 
over the 15 years after MTGP commissioning is presented. 

(43) The first variable is MTGP CAPEX, which - in the base case above - has been assumed at a 
level estimated by the technical advisor with a weighted +/- 16%7 range of uncertainty. The actual 
CAPEX values will be known only after the Project has been commissioned. The CAPEX to be 
included in the tariff calculation is subject to the approval of the National Regulatory Authority. 

 
7 It is to be pointed out, however, that out of the total 382 EURm of CAPEX, there is a 20 EURm part (ca. 5% of total CAPEX) 
related to ensuring hydrogen transportation capability for MTGP which has a higher uncertainty range of +/- 30%. The rest of 
the CAPEX (362 EURm – 95% of total CAPEX) has an uncertainty range of +/- 15%, producing a total weighted +/- 16% range 
of CAPEX uncertainty. 
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Figure 11: Sensitivity analysis with regard to the impact of CAPEX changes on the level of MTGP 
reference price in the first year and average reference price over the first 15 years after MTGP 
commissioning [EUR / MWh]  

(44) The second variable is MTGP OPEX, which - in the base case above - has been assumed at a 
level estimated by the technical advisor with a +/- 15% range of uncertainty. The actual OPEX 
values to be inserted in the tariff application will be known prior to the first year of operation. The 
OPEX  level to be included in the tariff calculation is subject to the  approval of the National 
Regulatory Authority. 

Figure 12: Sensitivity analysis with regard to the impact of OPEX changes on the level of MTGP reference 
price in the first year and average reference price over the first 15 years after MTGP commissioning 
[EUR / MWh] 

 

(45) The third variable is the level of capacity bookings that will eventually materialize. The base case 
presented in this document assumes a constant capacity booking level of 10.8 TWh / year over 
the 2026 - 40 period. However, if the actual capacity bookings is different, the tariff may be higher 
(if the booking level is lower than the assumed 10.8 TWh / y) or lower (if the booking level is 
higher than the assumed 10.8 TWh / y) 

Figure 13: Sensitivity analysis with regard to the impact of capacity booking level changes on the level 
of MTGP reference price in the first year and average reference price over the first 15 years after MTGP 
commissioning [EUR / MWh] 

 

(46) The fourth variable is the rate of return on RAB (“regulated WACC”), which - in the base case 
above – has an arithmetic average of 4,4% over the 2026-40 period. The actual rates of return 
on RAB will be known only after the MT NRA has published a binding methodology for its 
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computation. The sensitivity analysis below demonstrates the impact on tariffs of different levels 
of average return on RAB (“regulated WACC”) over the same analysis period. 

Figure 14: Sensitivity analysis with regard to the impact of average return on RAB8 (“regulated WACC”) 
changes on the level of MTGP reference price in the first year and average reference price over the first 
15 years after MTGP commissioning [EUR / MWh] 

 

(47) The fifth variable is the level of CEF co-funding, which - in the base case above - has been 
assumed at a level of 0%. The actual rate of CEF co-funding will be known in October 2020, only 
after the MT TSO has applied for co-funding in the 2020 CEF call for projects (March – May 2020) 
and the application has been evaluated by the CEF Committee.  

Figure 15: Sensitivity analysis with regard to the level of CEF co-funding9 changes on the level of MTGP 
reference price in the first year and average reference price over the first 15 years after MTGP 
commissioning [EUR / MWh] 

 

 

3.6. Reproducibility of RPM calculations  

(48) In order to allow interested parties to reproduce the above calculations, the MT TSO has provided 
a discussion of methods and assumptions used. Should anything remain unclear, the MT TSO 
assumes that the interested parties will reach out to the indicated contact persons to seek 
clarification.  

(49) As part of the consultation process, the MT TSO further provides all interested parties with a MS 
Excel calculation tool. Its aim is to support such parties in reproducing the provided indicative 
reference prices as well as in simulating the level of reference prices using their own assumed 
values of key input data (i.e. allowed revenue, contracted capacities, entry-exit split, other 
assumptions). 

 

4. Other RPM considerations  

4.1. Cost allocation assessment  

 
8 We underline that the results in Figure 14 were derived by fixing the return on RAB (“regulated WACC”) at a level indicated in 
the table for each year of the analysed 15 year period. 
9 The CEF co-funding rate is the part of MTGP eligible CAPEX (in line with MT gas TSO estimates, ca. 98% of MTGP CAPEX 
is eligible for CEF co-funding) which is covered by the CEF grant.  
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(50) The cost allocation assessment is not applicable in the case of Malta. Malta in the 
foreseeable future will not be a gas transit country, therefore the only existing group of system 
users will be the intra-system users. There will not be any cross-system users utilizing the 
system for transit purposes.  

(51) As a result, the cost allocation assessments related to analysing the share of costs borne by 
cross- and intra-system users (via tariffs) vs the value costs generated by each group is not 
applicable in the case of the Maltese transmission system. 100% of system cost drivers will be 
generated through transmission activity and 100% of system costs will be borne (in tariffs) by a 
single group of users, i.e. the intra-system users. 

(52) Due to the simplicity of the Maltese transmission network (only a single possible route of gas 
transmission with one entry and one domestic exit point), the intra-system group of users is 
fully homogenous. Consequently, one cannot distinguish any subgroup which could potentially 
be cross-subsidized by another subgroup of intra-system users due to an unfair cost allocation 
to different routes of gas transportation (as there is only one single route). 

(53) Therefore, the risk of cross-subsidization between different groups of users (cross – vs intra 
– system users) is eliminated by the system’s structure itself. There is also no possibility of 
undue cross-subsidization within the intra-system user groups due to an unfair cost allocation to 
various transmission routes to Malta. As there is only one possible transmission route available 
in the Maltese system, all users willing to obtain gas must use it on equal terms.  

(54) For similar reasons, there should also be no issues related to discrimination of distinct groups of 
users as a result of choices taken by the TSO when designing tariffs. 

4.2. Volume risk and distortion of cross-border trade 

(55) No volume risk related to cross-system transport is assigned to final customers within the Maltese 
entry / exit system. This is due to the fact that there is no cross-system transport via the Maltese 
system.  

(56) Since there is only one point where gas enters the system and no points where gas exits to other 
transmission systems, there is no concern regarding the distortion of cross-border trade. 

4.3. Comparison of the proposed RPM and CWD methodology  

(57) The Maltese TSO selected the postage stamp methodology as the proposed RPM. For the 
purpose of comparing reference prices under the Capacity – Weighted Distance methodology 
described in NC TAR (“CWD”) and the postage stamp regimes, the TSO uses the same input 
parameters for calculation of tariffs under each methodology. Results of this comparison are 
presented below (calculations below are based on the base NC TAR premise of a 50/50 entry / 
exit split in the case of CWD RPM vs the 100/0 entry / exit split in the case of the postage stamp 
RPM proposed by the Maltese TSO) 
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Figure 16: Comparison of reference prices under the base 50/50 entry/exit CWD RPM vs the 100/0 
entry/exit postage stamp RPM proposed by the Maltese TSO [EUR / MWh] 

 

(58) As can be seen, the total level of tariffs is the same under both approaches. The choice between 
CWD or the postage stamp regime has little significance in the case of the Maltese systemas the 
transmission system consists of a single pipeline, will in the foreseeable future only allow for a 
unidirectional flow with one entry and one exit point.  

(59) Even if the only difference between the two approaches is the allocation of regulated revenue to 
be recovered from entry and exit points, this also seems not to cause any visible consequences 
to the market. This is because:: 

 All allowed revenue will need to be recovered from a single group of users using a single 
unidirectional transmission route with a single entry and exit point. Regardless of the applied 
entry / exit split this group of users will need to cover in tariffs the complete value of Maltese 
TSO’s regulated revenue.  

 Under each of the regimes there would not be any undue cross-subsidization between intra – 
and cross – system users groups (there are no cross – system users) or within the intra – 
system user group (only a single transmission route with a single direction of gas transmission 
available, therefore this is a fully homogenous group). 

(60) However, for reasons specified below, the Maltese TSO selects the postage stamp tariff 
methodology with a 100/0 entry / exit split to set tariffs in the Maltese system:  

 The Postage Stamp regime is a simpler and thus a more understandable tariff methodology 
from the point of view of a newly established gas market and its participants; the TSO 
considers, that due to the simplicity of this methodology, calculations of the reference prices 
will be easier to reproduce by / more transparent to market participants – especially if the 
network is expanded at some point in the future10, 

 The 100/0 entry / exit split is preferred by the Maltese TSO for regulatory reasons. In the 
opinion of the Maltese TSO this split helps to provide more transparency on the MTG project 

 
10 The idea of the MT TSO expanding the transmission network or adding another route of gas supply to Malta is at present 
theoretical. No such plans have been confirmed or approved. 
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to the regulator from the perspective of the economic test procedure11. This is due to the 
following reasons:  

o the economic test should provide a transparent basis for the NRA to assess the 
economic viability of an incremental capacity project. This involves the comparison of 
outlays associated with commissioning of a new interconnection project versus the 
value of binding capacity commitments made by market players 

o the economic test therefore considers all expenditures related to the construction of an 
interconnection project while only considering revenues applicable to the 
interconnection point 

o there is no preexisting gas transmission network in Malta and all transmission revenue 
will thus be generated as a result of completing the MTG project. As a result, 100% of 
the revenues in the Maltese transmission system will be generated due to completing 
the project.  

Consequently, the Maltese TSO believes that allocating less than 100% of regulated 
revenue to the MT entry point (the interconnection point) will - in the process of conducting 
the incremental capacity procedure and the economic test - understate the revenue side 
and lead to less transparency. Therefore, while making no difference to the market users 
but potentially helping to provide a true and fair view on the project from the regulatory side 
- the Maltese TSO selects a 100/0 rather than a base 50/50 entry / exit split outlined in the 
NC TAR. 

 

 

5. Non-transmission services 

(61) The MT gas TSO does not plan to provide non-transmission services and therefore does not 
intend to charge non-transmission tariffs.  

 

  

 
11 Held as part of the Incremental Capacity procedure described in the NC CAM 
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Appendix – key numerical assumptions taken in the course 
of calculating the MT gas transmission tariffs 

This appendix presents the key numerical assumptions underlying the indicative tariff calculations 
presented in this document. 

No. Name  Unit Value 

1. MTGP total CAPEX EURm 382.0 

2. MTGP CAPEX eligible for CEF co-funding EURm 366.0 

3. Avg. MTGP OPEX (2026-2040) EURm / y 5.1 

4. MTGP asset depreciation period assumed years 35 

5. MTGP RAB depreciation period assumed years 35 

6. CAPEX funding structure  debt % / equity % 70% / 30% 

7. Debt tenure12  years 20 

8. Cost of equity % 5.5% 

9. Risk-free rate % 2.4% 

10. Margin on investment debt % 0.6% 

11. MTGP operational transmission capacity TWh / y 12.0 

12. Forecast entry capacity bookings in the MT system TWh / y 10.8 

13. Forecast exit capacity bookings in the MT system TWh / y 10.8 

14. First full gas year of MTGP operation year 2026 

 

 

 

 
12 20 years is the debt tenure reckoned to commence from the commissioning year 


