Balancing in the Baltic region
Current state, common approaches and differences.
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Executive summary

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

Also when creating a new Baltic price-area with the Estlink cable, the principles of one uniform Baltic balance management system would be easier to harmonize with the corresponding Nordel system than trying to match three different systems with one.

This current working paper would be the basis for a work group composed of members from the three systems’ Transmission System Operators (TSO-s) and (Electricity Market) Regulators to start developing possible models of a harmonized Balance Management System, which would in the subsequent consultation process in all three countries be viewed by other Market Participants (MP). The latter group would then have the chance to make suggestions, additions and even propositions for a totally new model if necessary.

The first step, which is described as follows, only points out the common grounds and differences between the countries and there are still a number of matters to be resolved and inevitable concessions to be made.

1. About 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.
This view recognizes that Baltic TSOs are responsible for network security and therefore should determine technical feasibility before harmonization and integration decisions are made. Such technical justifications incl. congestion management issues, should be left to regional TSO association BALTSO initiatives, so all Baltics regional specifics, especially regarding synchronous operation within UPS/IPS, can be taken into account.

Consequently the Baltic TSOs are responsible for balancing, congestion management, grid operation, network restoration, etc. With the future prospective they remain responsible and cooperate to support and enable an efficient regional Baltic balancing function within UPS/IPS synchronous area. How this cooperation is undertaken will be determined by the individual TSOs within the region. The Nordic Balancing Market shows a practical example of such cooperation that fully respects responsibilities of the Nordic TSOs. It is very important to assure balance responsibility in Baltics in a way to enable the functioning of the common Baltics market while keeping technical integrity of the system in a decentralized way.

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 unbalanced 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 the TSO to perform it’s generator/consumer balancing also. 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 power 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 is also that the TSO is to organize regulation energy and reserve capacity auctions.

Market Operator role

There is no market operator defined in the Latvian or 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
	-Balance report
	-Real-time data for balance management purposes

	-Metering read-outs
	-Energy invoices
	-Metering read-outs

	-Balance report
	
	-Balance report

	-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 is 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

	30.01.06 14:00
	28,4 EUR
	31,7 EUR
	25,1 EUR

	13.08.06 20:00
	25,1 EUR
	25,5  EUR
	24,7 EUR


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)


5. Openly available information

In the Estonian system, the TSO is obligated by law to publish the actual production and consumption figures and frequency information on its website, but in addition the TSO also publishes the production and consumption plans and information about Balance Providers. Also the website provides open information for Balance Providers (or future Balance Providers) about the necessary procedures, the electricity balance agreement and purchase-sales of balancing electricity. Currently the information for Balance Providers is in Estonian, but will be published in English by the end of October.

In Latvian system, the information on balancing energy pricing is publicly available on the Latvian TSO web site.

6. Advantages and disadvantages of methods

Estonian system

The price system urges the Balance Providers to submit more accurate balance plans, as the Market Participant does not know the balancing electricity price in advance, they hence do not have the opportunity to manipulate with the balancing electricity and it is beneficial for them to keep their balancing electricity plans as accurate a possible in their area.

Also the cost-based balancing is an advantage, because the possible profit shall be distributed and refunded to Market Participants and the possible loss shall be distributed and called in from the Market Participants that caused the loss so the System Operator never gains profit/loss in the balancing process. In addition the law enacts and regulates all price components leaving the System Operator disallowed to add any unauthorized costs to the price to gain profit. Also the Regulator supervises the balancing electricity settlement costs.

