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BALANCING IN THE BALTIC REGION
Current state, new harmonized model for future.

Executive summary

The harmonized balance management model (including pricing and administrative procedures) would benefit both market players: currently active and the ones, yet preparing to become active in the Baltic region.  To become a market player, the barrier would be lower as the rules would be clear and uniform in all three Baltic countries.

This Final Report includes the description of the current balancing models in three Baltic States, the analyses of advantages and disadvantages of Nordel model, implementing it in Baltic Systems and proposals how to go forward. 

The working group was composed of the members from the Baltic Transmission System Operators (TSO-s) and Electricity Market Regulators. 

We started with description of our current balancing systems, pointing out the common grounds and differences between the countries, finding the advantages and disadvantages. 

During the next step we agreed on pre-requisites of the new model for Baltic regional balancing market. We studied the possibilities to start the harmonization with following topics:

· reserve cost allocation (between balancing energy price and grid tariff)

· gate closure time harmonization

· balancing energy price calculation

· balance settlement (two balances vs. one balance)

We will continue to study the need and possibility to create common reserve and regulating (balancing) market in Baltic’s. We will follow the final report “Study of the interactions and dependencies of Balancing Markets, Intraday trade and automatically activated reserves”, released by European Commission (DG TREN) with the purpose to derive practical recommendations on the optimal design and effective implementation of cross-border balancing or real-time markets.

DESCRIPTION OF THE CURRENT SYSTEMS

1. Balance management

Purposes and Principles

In both the Estonian and Latvian system the main purpose of balancing is to ensure the balance between generation and consumption at all times and to provide security of supply to the systems and reliability.
Balance settlement in the Estonian and Latvian system means the settlement of electricity trades, which have taken place during a specific hour. The energy balance of each electricity market party in the system is obtained as a result of that procedure. In both the systems, balancing interval is one hour and balance settlement period is one calendar month. In the Estonian system it is forbidden for the Balance Provider to plan and use balance energy for other reasons than to cover unforeseeable deviations in their area.

The number of final balance settlements in the Estonian system is 1, as generation and consumption are viewed together. In the Latvian system, if the generator and consumer are under one Trader, they are also viewed as 1 in the settlement.

In Lithuania, the volumes and prices of balancing energy are estimated by the Market Operator as a part of Balance Settlement.

At the moment there are 3 Balance Providers in Estonia and 1 in Latvia.

Rules

In the Estonian, Lithuanian and Latvian system every party is balance responsible (i.e. every party must cover their own energy use and deliveries). Every party also is supposed to have one and only one “open supplier” to deliver the balancing energy. In the Latvian system the DSO (Distribution System Operator) is responsible for their own area and generators and consumers who are market participants for their respectable areas, but the generator/consumer can delegate a trader to perform the balance settlement procedures with the TSO (in case they have common connection points) or with the DSO (in case they are interconnected with each other). As the TSO performs the DSO’s balance settlement in Latvia, the DSO can delegate to perform it’s generator/consumer balancing also to the TSO. In Latvia the one (trader) delegated to provide the balancing service becomes the Balance Provider to that particular customer.

In Lithuania the suppliers have a signed agreement with the TSO or their respectable Balance Provider for purchasing and sale of balancing energy. 

Definitions

National balancing function – in all three systems it means the process of ensuring balance between electricity demand (consumption) and generation in the power system for each momentum. Also taking into account the criteria of system reliability and quality of supplies on the system level.

Balancing electricity (energy) – in both the Latvian and Estonian systems it means the electricity, which is purchased or sold by the System Operator in order to maintain its energy balance in a trading interval. The Transmission System Operator sells energy to compensate the Balance Provider’s deficit or purchases it in order to compensate the Balance Provider’s energy excess. In Lithuania it just means the electricity consumed/not consumed by consumers or generated/not generated by generators in derogation from the quantities of electricity planned in the schedules drawn up adhering to the official laws.

Among the Latvian and Estonian system there are a few differences in the regulating energy and reserve capacity definitions. 
Regulating energy – in Estonia it means the capacity (which when consumed during a time period becomes energy) purchased by the System Operator to use for increasing or reducing generation and consumption. In Lithuania – the electricity purchased and/or sold by order of the TSO’s dispatch centre, which is needed to provide the national balancing function.

Reserve capacity – in Estonia and Lithuania that means the electricity generating capacities to be used for regulating the balance of frequency and energy flows in the system and also for generating electricity for balance deviations elimination in emergency situations.  
2. The roles of market players

TSO role

In the Latvian and Estonian systems, the TSO is responsible for national balance settlement. In both the systems, it must have an open balance agreement with an “open supplier” to provide balancing in their responsibility area. The TSO in both systems has to perform balance settlement for the market participants connected directly to the grid. In Estonia the TSO settles balance energy between TSO and balance providers and TSO and other neighboring countries. Similarly in Lithuania the TSO settles balancing energy between TSO and other neighboring countries, but in addition also the regulation energy.  Then in Latvia the TSO is responsible for performing the balance settlement for the traders who have been delegated by the generators/consumers or to the generators/consumers of DSO, which the DSO has delegated to the TSO to settle balance for. In addition in the Latvian system the TSO also performs balance settlement for the DSO, which in their respective area provides balance service.

In the Lithuanian system the TSO is responsible of carrying out the national balancing function as the TSO is the balancing energy provider for all market players and other power systems’ TSO’s. The TSO is to provide uniform, non-discriminatory and competitive conditions for all market participants. Unique to Lithuania the TSO is responsible to organize regulation energy and reserve capacity auctions.

Market Operator role

There is no market operator defined in the Latvian or in the Estonian system, as it is mainly inherent to the Lithuanian system, but in the Latvian system it is quite sure to say that at present the TSO executes the Market Operator’s role.

In the Lithuanian system the Market Operator is supposed to perform the national balance settlement, to administer the market and to report market results.

2.1.
Reporting between the participants

	In the Estonian system
	In the Lithuanian system
	In the Latvian system

	The Balance provider ( TSO
	The Balance provider ( TSO
	Generator/Consumer (or Trader, if delegated to do so) (TSO

	What is reported

	-Plan details (consumption/generation)
	-Delivery/consumption plans
	-Plan details (consumption/generation)

	-Fixed trades schedules
	-Actual hourly data for balance management
	-Fixed trades schedules

	-Metering read-outs (of the metering points not part of the TSO’s grid)
	-Fixed trades
	

	-Energy invoices
	-Energy invoices
	

	
	DSO ( TSO

	
	Metering read-outs (of the generators/consumers connected to the DSO grid)

	TSO ( Balance Provider
	TSO ( “Open” balancing energy supplier and balance provider
	TSO ( Balance Provider

	-Real-time data for balance management purposes
	
	-Real-time data for balance management purposes

	-Metering read-outs
	
	-Metering read-outs

	-Balance report
	-Balance report
	-Balance report

	-Energy invoices
	-Energy invoices
	-Energy invoices (to all relevant parties)

	
	“Open” balancing energy supplier ( TSO
	

	
	-Volumes and limits for balancing capabilities, technical restrictions/limitations.
	

	
	-Balancing energy prices
	

	
	-Energy invoices
	

	
	-Metering read-outs (of generators/consumers connected to DSO grid)
	

	
	TSO( Market operator
	

	
	-Metering read-outs
	

	
	-Balance report
	

	
	Market operator ( Balance provider and all Market players
	

	
	-Market report after actual month
	


Balance report

In the Latvian, Estonian and Lithuanian system the Balance report has to include the amount of balance energy for every trading hour, the purchase and selling price of balance energy for every hour. In Estonia they also add the cost of balance energy and in Latvia they add the settlement of energy purchased, sold and the resulting settlement (due to the accountancy requirements in Latvia).

3. The Pricing system

In the Latvian and Estonian systems, the reference price of balance energy is the selling or purchasing price with the system’s open supplier. In the Lithuanian system it’s quite similar - the reference price is the selling or purchase price of balance energy with the open supplier or/and the regulation energy auction price.

Here is where the systems differ quite a lot.

In Estonia, the price of balance energy in the system has to cover the justified expenses of TSO (the justified expenses incurring in the purchase of regulating capacity, in connection with balance determination and in connection with the purchase and sale of balancing energy and also to ensure the TSO’s justified profitability). But in the Latvian system, the coefficients for the balance energy purchase and delivery for Market Participants are fixed and published quarterly on the Latvenergo’s website and the price is supposed to correspond 1:1 to the energy price purchased/sold from TSO’s open balance provider.

The settlement costs in the Latvian system are charged separately, because the activities of the open market participants should not affect other customers.
On the other hand in the Lithuanian system, the balancing energy price is market-based price.

Altogether in both the Estonian and Latvian system, there is a 2-price system and there are no differences in the pricing either for a generator or a consumer.

Also no additional fees are paid to the System Operator.

Costs of reserves

In the Estonian system, the grid tariff includes keeping (holding) the emergency capacity and the price of balancing electricity includes activating the aforementioned emergency capacity and keeping/activating the regulating capacity. 

In the Latvian system on the other hand the grid tariff covers emergency reserves capacity and energy and regulating capacity. The regulating energy is compensated to the generator at that time.

Examples of imbalance pricing

Estonian system:

	Time
	Reference price with system open supplier
	TSO-s selling price in system
	TSO-s purchase price in system

	30.03.09 13:00
	18,0 EUR/MWh
	18,4 EUR/MWh
	17,6 EUR/MWh

	13.09.09 20:00
	73,0 EUR/MWh
	73,8  EUR/MWh
	72,2 EUR/MWh


Latvian system:

	Time
	TSO sells (working days)
	TSO sells (weekends and national holidays)
	TSO buys (working days)
	TSO sells (weekends and national holidays)

	September 2007 06:00-07:00
	17.30 (Ls/MWh)
	17.30
	11.53
	11.53

	September 2007 07:00-08:00
	24.71
	17.30
	16.47
	11.53

	September 2007 18:00-19:00
	32.12
	17.30
	21.41
	11.53


4. Gate closure times

	
	Estonian system
	Latvian system

	
	Balance provider ( TSO
	Balance responsible party ( TSO

	For a basic plan day
	14:40 D-1 (the previous day)
	13:00 D-2 (two working days before)

	An adjusted intra-day
	1 hour before trading period
	12:00 D-1 (one working day before)

	
	Power plant ( TSO
	

	Submission of bids for regulation
	45 minutes before trading period
	No regulation market (the reserve is purchased annually)


NEW MODEL FOR BALTIC BALANCE MANAGEMENT

WG members agreed to adopt the Nordic new balancing model for Baltic countries.

Nordic countries have identified issues, which will need the further examination and improvement in order to enhance the efficient elec​tricity market. One of the tasks, identified by Nordel, was the harmonization of the balance man​agement (i.e. balance control and settlement). Nordel stated, that the main focus will be on harmonizing the principles for cost allocation between balance and grid services as well as on finding a harmonized Nordic model for calculation of imbalances and the pricing of balance power. The harmonization of balance management has been addressed as one of the pre​conditions for a future Nordic retail market. Harmonized pricing and administrative proce​dures would benefit market players who already are, or wish to become, active Nordic wide. The barrier for a local market player to become a Nordic player would be lower, which could enhance competition in Nordic Market. The third issue , which was discussed was the different conditions for intra-day trading. Regarding this Nordel proposed to introduce Elbas market in Western Denmark and in Norway and define the gate-closure to be applied for all plans and trades that have implications to the TSOs.
1. Reserve cost allocation

1.1
Nordic new model:

The Nordel WG concluded that the most logical reserve cost allocation would be to place 100 % of the FCNOR to the balance management since the purpose of the reserve is to maintain the balance and is activated due the small deviations in frequency. Regards to other reserves, the same share from the FADR and FCDR should be applied to the costs covered by the grid service and reminder to the balance management.  

The main reserves that are discussed for the common market solutions are listed below:
· Frequency controlled normal operation reserve

· Frequency controlled disturbance reserve

Automatic
· Voltage controlled disturbance reserve

· Fast activated forecast reserve

· Fast activated disturbance reserve


Manual
· Slow activated disturbance reserve
Nordel WG proposed the following way forward: concerning the level of variable y, it is recommended, in an initial phase, to define it as an interval. The group suggests that this interval should be allowed to vary between 10% and 33%. Figure 1 shows the proposal for the cost allocation of the reserves during the initial phase.
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Figure 1. The figure shows the proposed reserve cost allocation during transitional period.

Total reserve costs that need to be allocated to balance management are presented in table 1. Calculations have been made for shares of 10 % and 33 % as they are the minimum and maximum boundaries.

	RESERVE COSTS ALLOCATED TO BAL. MANAGEMENT
	FINGRID

M€
	STATNET T

M€
	ENERGINET.D K

M€
	SVK M€

	Total reserve costs (y=10%)
	5,9
	4,0
	12,7
	8,1

	Total reserve costs (y=33 %)
	9,7
	6,7
	27,7
	12,9


Table 1. The table shows the reserve costs (data for 2004) that need to be allocated to the balance management in this proposal.

TSOs will decide which cost allocation level to apply during the initial period, but it is likely, that Svenska Kraftnàt would apply 33 % while Fingrid, Statnett and Energinet would apply 10% level.
1.2
BALTIC current situation
Russia carries out the frequency control in the common energy system consisting of Estonia, Latvia, Lithuania, Belarus, and Russia. Baltic TSOs do not control the frequency. 

Power reserves are maintained in a system in case there are problems assuring the power balance: whether it is due to emergency reduction in generation, emergencies in the grid or unexpected changes in power consumption. 

Generally the principle for keeping the power reserve originates from the fact that the obligation to maintain the needed capacity to eliminate the consequences of breakdowns in both the grid and power plant facilities is borne by the TSO and the relevant costs shall be enveloped in the transmission rates. 

In Estonian System Power reserved for covering inaccuracies in consumption is kept by the Balance Provider (although the supervision over providing the given capacity is carried out by TSO). The relevant costs are also borne by the Balance Providers. 

If Estonian TSO activates the emergence reserve, than the cost of the activated electricity is added to the balancing electricity price.

We do not have in Estonia the Regulating Power Market; TSO has a bilateral Regulating Agreement with Narva PP, with Latvenergo and with Fingrid (via Estlink cable).

All costs made for balancing is covered by balancing electricity prices.

In the Latvian system on the other hand the grid tariff covers emergency reserves capacity and energy and regulating capacity. The regulating energy is compensated to the generator at that time.

1.3
Future design for Baltic Market

In a view of safeguarding system security, TSOs are entrusted with the task to maintain a constant balance between power generated and power consumed. To achieve a balance, TSOs accordingly procure balancing services in the real-time. 

Real-time markets should be designed such way that the resulting real-time energy prices are correct and cost-reflective or, in other words, take into account all procurement expenses incurred by the TSO to solve BRP imbalances in the settlement period concerned.

Typically, several types of balancing services are distinguished, which mainly differ in terms of activation method and response speed. The reason for that consists in the technical limitations of most generating units, entailing a trade-off between fastness (dynamics) and sustainability of response (steady state efficiency).

In Estonia we don’t have the fast acting hydro plant, for keeping agreed disturbance reserve (FADR) we have three bilateral agreements: with Narva PP, with Latvenergo and with Lietuvos Energija. 

To ensure a continuous and sufficient availability of this service, we make the reservation of capacities on the previous day, during day-ahead planning process. The cost of procurement the disturbance reserve capacity is included in our grid tariffs. 

To analyze the possible allocation of costs we have to classify the existing balancing services into two groups: services, which are needed for system security insurance and services, which are needed for real-time balancing. Procurement and cost allocation should be consistent with their use.

In the following table has done an overview of the main features of both categories and classification of the services currently in use within UCTE and Nordel.

Table 2. Classification of existing balancing services within UCTE and Nordel 
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Settlement

·

Costs attributed to BPRs

·

Cost socialised

Procurement

·

Immediate reaction

·

Provided by stand-by resources

·

Delivering mainly capacity

·

Typically automatically activated

Technical characteristics

·

No immediate reaction

·

Not necessarily provided by 

stand-by resources

·

Delivering substantial amounts 

of real-time energy

·

Can also be manually activated

·

Preferably only energy payment, 

but capacity payment can be 

justified in case of high price 

volatility, reservation price, non-

convex costs, etc.

·

Capacity payment

Classification of existing 

services

UCTE –primary control service

Nordel –frequency controlled 

normal operation and 

disturbance services

UCTE –tertiary control service

UCTE–secondary control service

Nordel –fast ja slow acting 

disturbance services


 As in Estonia the disturbance reserve capacity is foreseen for reliability of the whole system, the cost is socialized. The cost of procurement the disturbance reserve capacity is included into the grid tariff.

If TSO has to activate the disturbance reserve, the cost is attributed to imbalanced BRPs. Then the cost is one part of balancing energy price.

If the activated disturbance reserve is ordered by an other TSO in BRELL synchronous zone, the cost of activated reserve is paid by the relevant TSO. 

Inversely to capacity procurement, balancing services used for real-time energy delivery should ideally be procured by means of energy payments only. 

Real-time energy prices should be cost-reflective and take into account all procurement expenses incurred by the TSO to solve BRP imbalances in the settlement period concerned.

Such cost allocation would give BRPs a strong incentive to keep their planned balance.

Summing-up the preceding paragraph we do not see the need for changing the present system of cost allocation covered by balance management and grid services.
2. Settlement and balancing energy price 

2.1 Nordic new model

Nordel new model is a compromise between previous national models implemented in Nordic countries.

Production balance with two prices motivates producers to give more exact plans; consumption balance with one price reduces the risks and motivates and makes it easier for consumers to be a balance responsible market players.

Nordic model includes two balances:

1. Consumption balance = planned production + actual trade + actual consumption (one-price settlement)

2. Production balance = actual production - planned production (two-price settlement)

The consumption balance is a comparison of planned consumption and ac​tual consumption. However, since consumption forecasts are not reported in all countries, the planned production and trade is used instead, since these should equal the forecasted consumption.

The new model has the features that imbalances in the wrong direction are punished economically and that there is an economic incentive for the producers to stick to their pro​duction plans. In general the TSOs can make better consumption forecasts than the BRPs as they have a general overview of the system but are in need of reliable production plans as the production is not as predictable as the consumption. The TSOs need reliable information to analyze the production situation before and during the operational hour which motivates a strong incentive.

In new model one-price settlement is ap​plied for the consumption balance and two-price for the production balance. The reason for choosing two-price settlement for the production balance is that it gives a stronger incentive for the producers to keep their balances within the operational hour compared to one-price settlement.

2.2
Baltic current situation

Baltic current situation is described on the first paragraph of this document.

See pages 3-6.

2.3
Future balancing settlement design for Baltic Market

In accordance with the analyses made by WG members, we don’t see the extreme obstacles for implementation of the two-system balances or to overtake the main principles of the balancing price calculation from Nordel new system. 

Important is to have the same rules of price calculation in Baltic countries, which are implemented in Nordic countries. 

The main pricing principles are: 

· cost-based; calculated after trading hour;

· one balance price system for consumption and two balance price system for production;

· common reference price as market price and the common regulation market as well

If NPS launches into the Baltics (see paragraph of next steps), which means, that there will be the market price for every trading hour, than this price will be one of the reference prices for calculating the balancing energy price. 

Second one has to be the open supply price for Baltic’s:  as Estonian, Latvian and Lithuanian systems are one part of common synchronous energy system (together with Belarus and Russia), we have today and we will have in future the open supplier outside Baltic’s. It means, for calculating the balancing energy price we have to consider also the open supply price, not only market price of relevant hour.
For common balancing market, it is very important to follow the principle, where TSO has exclusive right to sell and purchase the balancing energy between systems. 

The ideal balance management design will be based on the next ideas: Baltic TSOs together will have one open supplier from outside of our region (probably Russian TSO or trading company). If into the contracting process are involved all three Baltic TSOs, the agreement conditions will be transparent and will be pursuant to the principles of equal treatment. 
Balance between Baltic countries should be settled on the basis of balancing energy amount, amount of system services and balancing energy prices in different Baltic systems at the relevant trading hour.

Common solution should be agreed on BRELL level.

One possible way for future contracts is explained in the next figure:
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For calculating the relevant cost-reflective market price, there is possibility to exclude the non-related components from balancing energy prices and to create the additional fee for covering the cost of settlement and other components.

First option to cover those costs is to add an imbalance fee paid by BRPs every month to TSO.

In WG we pointed out advantages and disadvantages regarding two balances and new price calculation. They are as follows:

Advantages

1. Accuracy of making production plan -  TSO will have the further details of free capacities for regulation (wind power installations in future)
2. The model would give the incentives for actively submitting bids to the regulating market for BRPs in Baltics

3. Disappearing of disadvantages of two-price settlement for smaller players (the size will have less importance) when one-price system settlement is applied for consumption imbalance. 

As unexpected costs from imbalances in the wrong direction could be evened out by income from imbalances in the right direction the total costs for imbalances would be lower for all BRPs compared to the present systems. This could enhance the competition, as smaller players would gain better possibilities to offer large customers their services at similar costs to the larger players

Disadvantages

1. Theoretically there is a risk for speculation since those market players who have a good knowledge of the system can predict, especially in certain situations, whether the system will be regulated up or down. 

2. Depends on final model and specially on reference price calculation: the need of additional financing – for example a volume fee on imbalances? If a too high volume fee would be applied the consequences could be that the BRPs hold back production.

3. There will of course be increased costs for IT-systems for the TSOs as well as the BPs but this is a natural consequence of all harmonized models since changes are then unavoidable.

4. New routines  - we need to split up the balance calculation

3. Intraday market and Gate closure 

Regarding this issue Nordel proposed to introduce Elbas market in Western Denmark and in Norway and define the gate-closure to be applied for all plans and trades that have implications to the TSOs.
Nordel proposed a gate closure of 1 hour before operating hour.
Baltic countries will follow the same rule. Already today in Estonia and in Latvia the gate closure time is the same.

CONCLUSIONS; NEXT STEPS

Decisions made by Baltic Balancing Market Harmonization WG are as follows:

to follow in harmonization process the Nordic new model for balancing; 

to stop the WG work and to deliver the “Final Report of the Balancing in the Baltic Region” to Baltic Regulators after all WG members have agreed on the content of this report.

· after Regulators of three countries approved Final Report and the market opening requirements are fulfilled (see next paragraph “Market rules – harmonization on the relevant level”), to start the harmonization process, where 

· TSOs are responsible for elaborating proposals how to implement the new agreed system and needed methodologies. 

· Regulators have to approve the relevant procedures and methodologies.

We announced, that there is a need for the WG for studying and further implementation of the common regulating (and reserve) market principles. 

We propose to create a Congestion Management WG for finding common solutions regarding congestion issues. WG will be governed by Lithuanian TSO.  

Next steps

Although the WG work will be stopped, there are several issues we have to work on this time onward.

Those issues are as follows:

· Market rules harmonization under NP principles (Baltic Interconnection Plan results)

· Creation of the PEX in Baltic’s (market price for electricity)

· Common regulation (and reserve) market in Baltic region.

· In the following paragraphs you can find some ideas for future.

1. Market rules – harmonization on the relevant level

In the Baltic region the long-term underlying objective is to integrate the energy markets of all the countries surrounding the Baltic Sea. The time horizon envisaged by the European Commission for such market integration is around the year 2015, one of the interim milestones being the creation and integration of the three Baltic States' market. For this purpose, the project: Baltic Interconnection Plan (BIP) was launched. 

At the High Level Meeting of this project, held in Brussels on 20th of November 2008, a decision was made to set up a working group on market issues (EMI).

The main tasks of this working group includes:

· Assessment of the electricity market situation in the Baltic Sea Region;

· Definition of short- and medium-term milestones;

· Definition of actions/steps to be taken in order to reach objective;

· Assignment of roles and responsibilities.

During this project, EMI had four WG meeting in Brussels and additional sub-group meetings in Riga and in Helsinki. The aim of the meeting was to create common understanding of the issues hindering the introduction of single Baltic energy market, possibly create common vision for the creation of the market and develop a plan how to address these issues (Roadmap to the Market).

Till now EMI WG has pointed out today’s status of Legal and Regulatory Framework in place in the Baltic Member States. The analysis has been carried out with the aim of highlighting the still existing gaps between the existing situation and the provisions of the European Directives 2003/54/EC, 2005/89/EC, the Regulation EC no 1228/2003 and the related Commission Decision n° 2006/770/EC. The analysis has been performed by the representatives of TSOs, Regulatory Authorities and Ministry representatives of the concerned countries and its outcomes served as a basis for outlining the roadmap towards the implementation of the common power market.

(see Annex 1. Existing Legal and Regulatory Framework)

EMI WG is preparing now the Roadmap to the Market and possible future market design for common Baltic market.

The Roadmap includes the political and business decisions, which are as the pre-requisites for further market development. The goal is to begin with Baltic market integration in summer 2009.

Decisions mentioned previously are as follows:

Political decisions
· Approval of the Baltic Interconnection Plan HLG work by Baltic Prime Ministers.

· Estonian and Lithuanian governments make political decision to change legislation to abolish the regulated tariffs for eligible customers (excluding household and SME customers) at wholesale market.

Business decisions

· Decision by Nord Pool Spot supported by Finnish and Estonian TSO to start NPS Baltic preparation for opening of Estlink price area. Latvian and Lithuanian TSOs will be invited as observers.

· Decision by Estlink Shareholders to change Capacity Purchase Agreement and Shareholders Agreement for implicit auction.

Roadmap includes also the actions, what must be completed by DAY 1 – fulfillment of market opening requirements (Q1, 2010); the next steps: how to continue the process, 1-3 years, as market functioning fine tuning and how to finalize the market, 3-5 years – fully functioning market integrated with Nordic market.

From the balancing market harmonization point of view, there are two important issues for us:
· Common reserves and balancing power market
· Harmonized imbalance settlement and imbalance pricing
Timetable for those issues is: 1-3 years after fulfillment of market opening requirements in first quarter 2010. 

2. Reference price – market based price

Despite of opening rules, all eligible customers in Estonia have the right to buy electricity under regulated tariffs. As a result, we do not have the sc. market price.

Latvian and Lithuanian markets have to be open since the 1st of July 2007. The real market opening today in Latvia is approximately 55% of the total end consumption and in Lithuania the situation is the same as in Estonia: all market participants can buy electricity with regulated prices. 

The first suitable solution for that will be after the creation of price area Estlink.

The power exchange Nord Pool Spot (NP) started a project with representatives from Baltic energy companies and market participants from Finland to launch NP in Baltic region.

NPS Baltic project began its work on the 16th of November 2007 as the first meeting of the NPS Baltic project Steering Committee was held.
The final goal of the joint project is to create trustworthy reference price for Baltic electricity markets. This could be done by using the Nordic electricity power model - NPS day-ahead market Elspot and Elbas intra-day market. 

NPS Baltic is a stepwise project in which first phase includes formation of the price area Estlink to the southern end of the cable as well as implicit auction covering at least a part of the Estlink cable total capacities. The estimated end of the first phase is September 2008. The estimated time for starting the trade is July 2009. The estimated timeline for the final target is 1,5-2 years after the end of the first phase.

The successful introduction of implicit auction for the participants of the Estlink capacity would create a win-win situation – both for the cable owners via better utilization of cross border capacity (full trading capacity will be utilized during every hour of operation) and for the Baltic and Nordic market by increasing the competition in the power market and right directional power flows (always from low price area to high price area).  

For successful results of the project, more market-oriented methods in capacity allocation transparency and fairness of price formation are crucial. The NPS Baltic project is facing some obstacles that should be solved before the Estlink price area could be launched. The main of them are:

· The question of the sufficient liquidity on the market

· High market concentration

· Regulated tariffs for eligible customers in Estonia and Lithuania

· Non-EU import influence

NP stopped the project at the end of 2008 and promised to restart it again, if changes to the Estonian Electricity Market Act have amended. Required amendments are related to the treatment of eligible customers, import license issues and removal of cross-border tariffs on the Finnish-Estonian border.

3. Regulating market and intra-day market 

It would be the relieving factor for price calculation. Today we definitely have a lack of ordered regulating power in Estonia. 

Transmission capacity of export-import of Estonian networks depends on transmission capacity of the networks of neighbouring countries. Instantaneous power exchange in Estonia is usually in the range of +/- 200 MW, but in some special circumstances it has reached even 600 MW. 

Considering the foreseen large wind production penetration level in Estonian PS it must be recognized that Estonian TSO (OÜ Põhivõrk) does not currently have any fast (secondary) reserve contracts (due to non-existent regulation market) nor any centralized wind power forecast model to cope with large wind production day-ahead forecast error compensation and possible large intra-hour unexpected wind variations in real-time operation, so TSO (system provider) is forced to rely greatly on neighbouring power systems and on skills of local market participant(s) wind production forecast accuracy. 

As mentioned before, from any operational point of view the reserve power for balancing will   depend on market system and correspondingly planning horizon (one hour ahead up to a day ahead), so any numbers for the amount of regulation power are dependent on wind power forecast horizon. 

Preliminary results show that if wind penetration level in Estonia PS will be about 13-15% of domestic consumption, the maximum of required additional regulation power is estimated to be about 200-250MW (30-40% of installed wind capacity), if wind power standard deviation of day-ahead forecast (24-48h) is assumed to be around 10% (typical day-ahead wind power forecast error is 9-10% if aggregated wind power forecast model is used, as ISET model in German TSO-s).  

For comparison, in the same penetration level, 1-2 hour’s horizon wind power forecast could give much better results: maximum reserve requirement could be only around 20-50MW. 

One possible way to create the common reserve and balancing market is to follow the outcomes from project: Baltic Reserve and tertiary regulation market, made by Fingrid Oy in February 2003.

Following is pointed out the Summary and basic principles of Fingrid’s final Report.

Executive summary

The project for developing a common reserve and tertiary regulation market for the Baltic countries was launched by Eesti Energia, Latvenergo, Lietuvos Energija (hereinafter called as TSOs) and DC Baltija in June 2002. Fingrid was chosen as a consultant. 

The model described in the report recommends voluntary market participation by the market parties. Since the market parties are few in number, the volatility of prices may be high. To stabilise the market price a flexible participation of the various parties is essential. The risks connected with the price volatility can be reduced by bilateral agreements.

An independent market operator (MO), who will handle the bids, manage the market and settle the transactions made, would run the market. The market operator will work in close co-operation with the TSOs. 

The operation of a market operator has to be independent from any power resources bidden to the market. 

The operations of the market operator must be neutral and transparent. The market operator must have the necessary means to supervise that the reserves agreed are really activated for operation. The market operator and the TSOs have to agree about the co-operation and the services provided by the market operator. Clear and neutral market rules will help to ensure that the required reserves can be procured from the market. Flexibility of the rules will enable the market participation of every generating company.

The Baltic TSOs will cover their reserve requirement partly by utilising bilateral agreements and partly through the market. In practice the model would work as follows. Prior to the opening of the reserve market each TSO will agree on the bilateral trade to cover part of its emergency reserve requirement. Then, the market operator will cover the rest of total Baltic IPS emergency reserve requirement from the market. Thereafter, all the other bids can be used for the tertiary regulation. So the procurement of reserves would not depend totally on the market and the costs incurred can be for the most part anticipated in advance. The share of the bilateral agreements can not be too great. Otherwise the market will not have enough bids and it would lose its liquidity.

The cost of the reserves procured from the market by the market operator will be divided between TSOs in proportion to their need of reserves. In consequence, the market will not be based on the competitive bidding between TSOs, but on their equitable treatment. The market would be basically a day-ahead market, with the exception that the generating companies can also bid their capacity close to the operating hour. The purpose is to guarantee the number of bids in the market and provide a possibility for every generating company to participate in the market. The participation of Russian companies would essentially increase the liquidity of the market and would also enhance the system security.

The report recommends the implementation of the market in two stages. In the first stage, the emergency reserve market would be launched and in the second stage the market would be opened for tertiary regulation. The first stage would be simple for swift execution and without any major risks to participants. The first stage would be a test period during which the TSOs would make conclusions how to go on.

The implementation of the reserve and tertiary regulation market would be a significant step in the development of the electricity market in the Baltic countries. Since the market parties will learn to operate in the reserve and tertiary regulation market, it will be easier to operate in the future electricity market. However, the biggest benefits come from the more efficient operation of the Baltic power market and the better utilisation of the scarce reserves in the Baltics.

The recommended models have similarities with the Nordic regulation power market - the centralised regulation is based on the combined regulation power curve. In some cases a closer co-operation than that of Nordel is possible and recommended in the Baltic IPS. This refers especially to emergence reserve management.

Basic principles

· The implementation of the reserve and tertiary regulation market would be carried out in two stages. At the first stage the emergency reserve market would be implemented and later, at the stage two the tertiary regulation market would be started.

· Emergency reserve and tertiary regulation would be purchased from the market and by bilateral contracts (between TSOs or TSOs and generating companies). The share of the bilateral agreement purchase for each TSO individually would be limited for example to 50 per cent. The share of the bilateral agreements would be limited in order to get enough bids to the market so that it would really be active and reliable market place. 

· The participation of Russia and Belarus in the market is assumed to decrease the costs of the reserve and tertiary regulation management and increase market liquidity. 

· Market operator (Reserve and tertiary regulation Market Operator, RRMO) would operate the reserve and tertiary regulation market. 

· The day-ahead market would probably be the most suitable for purchase of emergency reserve. A weekly market would obviously be too long period, since changes in generating schedules may occur, etc. 

· The balance settlement would be prepared on an hourly basis. The settlement includes energy exchange between control areas and all realised regulations. The RRMO would prepare the settlement. Invoicing would be done on a monthly basis. 

Intra-day regulation.  

In addition to the regulating power market, where the only exploiter is TSO, the intra-day market for regulation is needed.

To continue with this topic we will follow subsequent documents:

· Study of the interactions and dependencies of Balancing Markets, Intraday trade and automatically activated reserves (DG TREN study, which was conducted by an integrated team of engineers and economists from Tractabel Engineering and the Katholieke Universiteit Leuven)

· Draft Revised ERGEG Guidelines of Good Practice for Electricity Balancing Markets Integration (GGP-EBMI)

· Reserve and tertiary regulation market and its settlement in the Baltic countries (Baltic TSOs, DC Baltija and Finnish TSO)
Referenced documents:

1. Study of the interactions and dependencies of Balancing Markets, Intraday trade and automatically activated reserves (DG TREN study, which was conducted by an integrated team of engineers and economists from Tractabel Engineering and the Katholieke Universiteit Leuven)
2. Reserve and tertiary regulation market and its settlement in the Baltic countries (Baltic TSOs, DC Baltija and Finnish TSO)
3. Balance Management: Common principles for cost allocation and settlement (Nordel 2006)
Annex 1. Existing Legal and Regulatory Framework

	1. Laws & Regulations

	
	Common features
	Local Peculiarities/ Differences

	
	
	Estonia
	Latvia
	Lithuania

	1.1.TSO independence – is TSO and Trading effectively separated and TSO is not performing trading activities beyond its regular business?
	
	Fully separated. TSO can trade with electricity only to cover transmission losses and to balance the system. All traders can make only fixed (planned) cross-border deliveries. Owner of imbalance in cross-border deliveries is TSO. 
	TSO is fully separate legal body. TSO performs trade with electricity only in order to cover transmission losses and to provide system services.
	TSO is legally separated, but not in ownership.

TSO of Lithuania has import and export permits and trades electricity to cover transmission losses, to balance the system and sells the surplus electricity of Ignalina nuclear power plant in external power markets.

All traders can make only fixed (planned) cross-border deliveries. 

Responsible to cover imbalances in cross-border deliveries is the Lithuanian TSO.



	1.2. Degree of formal market openness (consumers’ right to chose a supplier - Directive 2003/54/EC)
	
	Low, due to derogation:

35% (in 2009)

100% (in 2013)
	High

(100%)
	High

(100%)

	1.3. Degree of real market openness;

Is access to the universal service with regulated prices clearly limited to the certain customers? 


	
	None (0%)

Universal service with regulated price is available for all customers
	Medium (~55% of total end consumption)

Universal services are accessible for all households and customers with turnover less than 10 MEUR and below 50 employees. All others must purchase electricity at market prices.
	13% of consumers connected to the high voltage transmission grid have used eligibility rights. Universal service with regulated price is available for all customers.

	1.4. Generation support based on regional market principles without losing any subsidies (=generators do not lose subsidies because of sales to the market).

No limitations for producer access to regional market
	
	Generators can freely access to the regional electricity market without losing subsidies

Support to power:

- from RES (<100MW)

- from efficient cogeneration
	Yes (for RES from biomass or biogas over 1MW and efficient cogeneration over 20MW)

No (other supported generation from RES and efficient cogeneration below 20MW - if electricity is sold to free market then subsidies are lost).
	No. Generators can access regional electricity market outside the scope of subsidized electricity quotation – supported electricity cannot be sold outside of Lithuania.

Support to power:

- from RES (Wind power, biomass and small hydro power plants)

- from cogeneration (quoted generation )

-system security 

	1.5. Cross border trade restrictions / 

Export restrictions
	
	No 

(3.26 EUR/MWh grid  tariff for Estlink cable)
	No
	Yes

(tariff 9LTL/MWh is applied for exported electricity by TSO)

	1.6. Cross border trade restrictions / Import restrictions
	
	Imports allowed from energy generated in EU countries only.

Import licensing procedure for all importers
	No
	Imported electricity must be compulsoty sold at the day-ahead auction, which is organised by market operator (Lietuvos Energija). There is no right for suppliers to sell electricity directly to consumers in Lithuania


	2. Regulatory framework

	
	Common features
	Local Peculiarities/ Differences

	
	
	Estonia
	Latvia
	Lithuania

	2.1. Institutional and financing model
	
	Estonian Competition Authority 

(financed from the government’s budget)
	Public Utilities Commission (financed from contributions by licensed market participants)
	National Control Commission for Prices and Energy 

(financed by the State budget)

	2.2. Licensing
	Licensed activities:

- generation;

- transmission;

- distribution;

- supply (trading).

Exception – de minimise cases.

Territorial exclusivity for:

- TSO,

- DSOs and

- public supply.
	Licence also required for:

- transmission over cross-border DC cable;

- transmission over direct line;

- imports (except for TSO);

- termination of operations of a generating facility (over 1 MW).

Validity term of all licences – not limited.

No imports from RU or other countries with market conditions other than in EE (for up to 1 year).
	Validity term of most licences – 20 years, for trade/trading – 5 years.

Permission required for:

- construction of new or increase of existing generation capacity;

- power sales under the power purchase obligation


	Licence required for:

- public supplier (2 regional DSOs);

- market operator;

- TSO;

- DSO; 

- independent supplier.

Validity term of most licences – not limited.

Permission required for:

- generation, for an undefined period of time;

- development of generation capacity, for 3 years;

- export, for an undefined period of time;

- import, for an undefined period of time;

- construction of a direct line, for 3 years

	2.3. Tariffs for network services by TSO/DSO

(connections, power transportation etc.) 


	Tariffs paid by users

Tariffs consist of 2 elements.

Ex-ante regulation
	Tariffs set for a 3-year (in the future, 5-year) period.

Principle of equal treatment.
	Tariffs set for an unspecified time period and may become effective in 4-5 months (calculations based on 1-year period).

Tariffs consist of connected power and electricity consumption.
	Price cap for network services is set for 3-year period by Regulator, for public supply – 1 year. Two-part components for energy and power applied.

Yes, ex-ante regulation.

	2.4. Prices for balancing services provided by TSOs


	Single price for the entire national market


	Price is calculated by TSO after the respective balancing / trading period (month) on the basis of real cost for every trading hour. 

Regulator has a controlling function (ex-post regulation).


	Subsidised generators are included in the balancing area of the Public trader

Price set by TSO three days before balancing period. Balancing settlement fee is charged by TSO.

No regulation. Regulator supervises transparent process. 
	Hourly balancing price is defined. The combination of regulation power auction results and open balance supply prices sets price for the balancing electricity. 

Separate hourly balancing prices for generators and monthly balancing cost allocation mechanism for consumption are applied in Lithuania. 

Regulator sets the Methodology for the balancing energy price calculation.


	2. Regulatory framework

	
	Common features
	Local Peculiarities/ Differences

	
	
	Estonia
	Latvia
	Lithuania

	2.5. Providing and pricing of transit services


	Negotiated prices between TSOs to compensate costs.

Costs incurred by TSO as a result of hosting cross-border flows of electricity on their networks are settled among TSOs only (Market participants are not involved)

All Baltic TSOs are ETSO ITC agreement parties.
	
	The common transit mechanism is applied among Baltic countries, Belarus and Russia.

The billing and accounting is based on bilateral agreements between TSOs.  
	The common transit mechanism is applied among Baltic countries, Belarus and Russia.

The mechanism does not reflect the real transit cost allocation among TSOs because the calculation method is not based on real physical flow. 

The billing and accounting is based on bilateral agreements between TSOs.  

	2.6. Predefined (regulated) sales prices for generators
	Energy

Capacity


	Set for the Narva plants for power sold to suppliers with sales obligation for captive customers. Other electricity and all other producers can sell on market terms.


	Set for the power plants charged with the power purchase obligation.
	The price cap for the dominating market players is applied.

An internal power market participant who takes more than 25% of the electricity or reserve capacity market is regulated by the National Control Commission for Prices and Energy. 

Predefined prices for quoted cogeneration and RES are set by the National Control Commission for Prices and Energy.

Quotation is under responsibility of Ministry of Economy. 

	2.7. Congestion management between Baltic Countries


	EU congestion management rules not implemented, not agreed
	
	
	


	3. Procedures

	
	Common features
	Local Peculiarities/ Differences

	
	
	Estonia
	Latvia
	Lithuania

	3.1. Gate closure (cut-off time for submission to TSO of power balance data) 
	
	1h before
	1h before
	The day ahead (D-1) auction is organized in Lithuania. 13:00 is the gate closure of the auction. 

The adjustment of bilateral trade is allowed 2 hours before operating hour.

	3.2. Balancing horizon


	
	Hourly
	Hourly
	Hourly horizon for producers  and monthly balancing cost allocation method is applied for consumers

	3.3. Aggregation of imbalance [of individual consumers]


	
	Yes
	Yes
	Aggregation of imbalances is not allowed between generation and consumption. 

Separate settlement for producers and consumers. The separate aggregated cost allocation of imbalances is applied for 3 distribution companies and eligible customers who are connected to high voltage grid.


	4. Market Organisations

	
	Common features
	Local Peculiarities/ Differences

	
	
	Estonia
	Latvia
	Lithuania

	4.1 Generals
	Bilateral trade market over Baltic on wholesale level Agreement on synchronous operation of the Baltic TSOs; cooperation in:

· system services;

· 24h operations management;

· planning;

· common transit compensation mechanism;

· relationship with neighbour TSOs (RU, BY)

Common interest in integration into the EU power systems
	·  4 balance operators

·  50 independent generators;

· 40 independent DSOs (e.g., VKG, Fortum) account for ~15% of the market volume


	· Over 80 licences issued to various market participants;

· TSO is only physical balance provider

· End users can delegate traders to perform balance settlement with TSO and can pool together it’s customers
	20 independent suppliers

1 TSO

1 Market operator

3 public suppliers (7 – including local PS),

3 DSOs (7 – including local DSOs).

The day ahead auction is organized in Lithuania. 

Generators with more than 5MWh of installed capacity must present the regulation power bids for TSO for regulation power auction.

The regulation power auction takes place during the operation hour.

	4.2 Market transparency

Market information
	Limited market information in all Baltic countries
	The market information (transfer capacities, generation, consumption, limitations, etc.) is available for everyone.
	Transfer capacities and balancing prices available on TSO website. 
	The market information is available only for market participants.

Transfer capacities, generation, consumption and other related data are available on TSO website.


	5. Technical Characteristics

	
	Common features
	Local Peculiarities/ Differences

	
	
	Estonia
	Latvia
	Lithuania

	5.1. Generals
	Existing interconnectors:

- to RU: eight 330kV and five 110kV; 

- to FI: DC cable;

- to BY: five 330kV and eight 110kV.

Slow (>30 min) and very fast (<3 min) and effective system service provision power capacities in TPP, HPP, HPSPP.


	Existing interconnectors:

- to LV: two 330kV and two 110kV;

- to RU: three 330kV 

- to Finland: 350 kV HVDC cable:

Long time system service provision power capacities.
	Existing interconnectors:

- to LT: four 330kV and three 110kV;

- to EE: two 330kV and two 110kV;

- to RU: one 330kV;

- to BY: one 110kV.

Fast emergency power reserves (1600MW of  HPP)


	Existing interconnectors:

- to LV: four 330kV and three 110kV;

- to BY: five 330kV and seven 110kV;

- to RU: three 330kV and three 110kV.

Lithuanian power system has possibility to withhold fast reserve capacity of 900MW in Kruonio hydro pumped storage power plant and 1100MW of cold reserve in Lithuanian condensing power plant.

	5.2. Limitations
	Limited transmission capacity between the Baltic and RU/BY grid.
	No efficient capacity to balance the power produced from wind, therefore, the excess power to be sold to another system as balance power.

	In some cases limited transfer capacity between EE and LV and LV western part and LT western part.
	Of the transmission and distribution equipment, ~60% is 20+ years old and ~25% -- 30+ years old.



	5.3. Plans/ priorities
	Synchronous work of the 3 TSOs as precondition for: 

- security of supply,

- operational security,

- generation adequacy,

- provision of conditions for power markets. 


	To increase the capacity of the existing interconnector between EE and LV by 400 MW


	To create 330kV transmission ring in western part of Latvia in order to improve security of supply, and to accommodate large amount of wind power and to create infrastructure for 400MW power plant as well to create the backbone for possible interconnections with EE and SE.

To finalise a feasibility study of cable LV-SE. 
	Anticipated interconnection projects:

- from Alytus (LT) to Elk (PL) to be finished in 2012, SPC established in PL in 2008;

- cable to SE to be finished in 2012;

- Integration into UCTE system.
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Technical characteristics


No immediate reaction
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Baltic TSOs common Balancing Agreement 


Open supply: amount of energ calculated as difference between measured and fixed trade
Baltic balancing area is defined as sum of all measuring points between Baltic countries and third countries
Trading period: one hour
Price calculation principles are defined in Agreement


Principles:

Balancing energy amount is calculated as difference between measured and fixed trade of one system
System balancing area is defined as sum of all measuring points of cross-border lines of relevant system
Trading period: one hour
Price calculation principles are agreed between TSOs on the basis of balancing energy prices in systems


Balance calculation Agreement between Baltic TSOs
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