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Introduction

The hydrogen core network will represent a new energy infrastructure for Germany. The core network will be
a country-wide transport network connecting what are expected to be the major consumption and generation
regions - such as large industrial centres, storage facilities, power plants and import corridors — with each
other. Setting up the network will inevitably be very costly. However, while ramp-up costs will be high,
demand especially in the initial phase will be low. If network operators had to recover their annual costs
immediately - as foreseen under the current regulatory framework - they would have to charge prohibitively
high tariffs. This would cut off structurally existing demand for hydrogen transport, which in turn would stop

any investment activity in the hydrogen market.

In the consultation draft of the WANDA determination, the Bundesnetzagentur is proposing an intertemporal
cost allocation mechanism to solve this proverbial "chicken and egg" problem. The mechanism would allow
network operators to spread the costs they incur during market ramp-up and pass these on by means of
network tariffs at a later stage when there will be more demand for hydrogen transport. The WANDA
determination describes the basic regulatory framework for financing the hydrogen core network; details
such as the exact network tariffs or individual capacity products will be the subject of separate determination

proceedings.

The proposed model is breaking new regulatory ground. This is possible thanks to the second amendment to
the Energy Industry Act (EnWG), which came into force at the end of 2023 and for the first time allows an
intertemporal cost allocation mechanism, as well as the European Union's gas market package, which
provides the European legal basis for Germany's legislation. The Federal Government's third amendment to
the Energy Industry Act will include additional arrangements for financing the hydrogen core network. A
special feature of the WANDA determination is that it anticipates German and European legal provisions that
are not yet in force at the start of this consultation but that are known to be coming into force. This proactive
approach is essential to guarantee that the proceedings can be completed swiftly, so as to give the market
sufficient certainty about the design of the future regulatory framework. If proceedings were not launched
until all the relevant legal provisions came into force, it would be much more difficult to create a reliable

regulatory basis for the necessary investment decisions in good time.
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Hydrogen core network

The starting point for the WANDA determination is the hydrogen core network. The network is expected to
be approved by the Bundesnetzagentur in separate proceedings in summer 2024 and is scheduled to go into
full operation in the 2030s. In the meantime, the Bundesnetzagentur will assess the pipelines that are not due
to come into operation until after 2027 as part of the network development planning process. If it emerges
during this process that an individual project is not necessary, it will not form part of the core network.
Likewise, if it emerges that an individual pipeline is not necessary until a later point in time, the
implementation date for the pipeline will be put back. While it will be possible to reduce the number of
individual pipelines in the core network and delay implementation dates, it will not be possible to include
additional pipelines at a later stage; the approval decision in 2024 will therefore place an upper limit on the
pipelines in the subsequent core network. This does not mean that there are not to be any other hydrogen
pipelines in Germany. It just means that they will not be part of the core network, but will be downstream
pipelines. These pipelines would not be covered by the WANDA determination or the proposed arrangements.

Intertemporal cost allocation mechanism

The hydrogen core network will be financed through an intertemporal cost allocation mechanism. All
network operators will charge the same ramp-up tariff as from 1 January 2025 at all entry and exit points of
the core network across the country. The Bundesnetzagentur will set the exact ramp-up tariff in a separate
determination later on. To ensure that the tariff is both marketable and reliable, it should remain as stable as
possible throughout the ramp-up and refinancing period, although it will be possible to make changes in line
with general inflation. During the initial phase, the revenue that network operators will be able to generate
from tariffs will be considerably lower than their costs. These deficits in revenue will be recorded in an
intertemporal cost allocation account and will accumulate until there is sufficient demand in the market and
the annual revenue that operators generate is higher than their costs. This will mark the beginning of the
phase when the surpluses in revenue are used to reduce the account balance. The payback period will end and
regulation will change to a system with tariffs covering annual costs when the account balance is back to zero.

The Bundesnetzagentur believes that enabling costs to be recovered at a later point in time is a rational and
cost-reflective approach, since the hydrogen core network will primarily be sized to accommodate an
expected future customer base. If future customers were not anticipated from the beginning, the network as a
whole would not be economically feasible and would therefore not be built in the first place. The
intertemporal cost allocation mechanism is a suitable way of enabling the costs incurred in the present to be
passed on to future customers as well, who, as explained above, are also key drivers of these costs.

Scope for adjustments

The aim is for the initial network costs to have been recovered by 31 December 2055. This means that the
intertemporal cost allocation account must be balanced by that date. It is therefore necessary at this stage to
make assumptions about future developments over the next 30 years, in particular about the supply of and
demand for hydrogen and the costs of building and operating the pipeline infrastructure.
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However, there may be unforeseeable developments during this relatively long period of time. To
accommodate this possibility, the Bundesnetzagentur, as well as being able to reduce the size of the core
network during the network development planning process, will be able to make changes to the ramp-up
tariff if necessary. The Bundesnetzagentur will therefore review the tariff every three years to see if it is still
adequate to balance the intertemporal cost allocation account by 31 December 2055. If it is not, the
Bundesnetzagentur will increase the tariff as necessary. However, if increasing the tariff or keeping the tariff
unchanged is likely to result in a considerable drop in demand, the Bundesnetzagentur will be able to reduce

the tariff so as to maximise revenue.

State-secured interim financing

The network operators' gaps in financing resulting from the delay in earning sufficient revenue would be
filled in an interim period through a state-secured funding mechanism. Arrangements for this mechanism are
not part of the WANDA determination but will be set out by the legislators in the Energy Industry Act.

Amendment of the Hydrogen Network Tariffs Ordinance

In addition to the arrangements for implementation of the intertemporal cost allocation account, the
WANDA determination includes arrangements that diverge from the Hydrogen Network Tariffs Ordinance
(WasserstoffNEV), whose provisions will otherwise continue to apply.

These arrangements include changes to the deadlines for the hydrogen core network operators to submit data
on planned and actual costs, rules on imputed useful lives of fixed assets and rules on equity return for
converted natural gas pipelines capitalised before 2006. All the changes are needed to make the WANDA
determination compatible with the new provisions of the Energy Industry Act and the Hydrogen Network

Tariffs Ordinance.

Outlook

As regards the design of capacity products for the hydrogen network, the WANDA determination works on
the assumption that there will initially be just one standard product for firm capacity with a duration of one
year, although it is conceivable that there will be other products with different characteristics. It will be
necessary to discuss special arrangements for entry and exit points at storage facilities as well. A
supplementary determination with differentiated rules for possible markups and discounts on tariffs is
planned for later this year. There will also be a separate determination setting the exact ramp-up tariff.
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