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1. Foreword

This This is a document prepared by the Energy Market Authority to report to the European
Commission on the state of the Finnish electrigtyd natural gas markets as required by the
Electricity Directive (2003/54/EC) and the Natural Gas Directive (2003/55/EC). It is the fifth
report in line after the entry into force of the abawentioned directives. The documenheo

tains a description of ¢hpowers and tasks of the regulatory authority, an overview of the
regulation and performance of electricity and natural gas sectors and an update of security of
supply with regard to both gas and electricity. The Finnish Competition Authority bas pr
videdthe information on the measures to avoid abuses of dominance as required byadhe Dire
tives.

In 2008 the price of electricity was again frequently in the Finnish headlimspitBabun-

dant hydro power in 2008, the average-dagad area price for Finlamad 2008 wasEUR

51.02 per MWh compared witBUR 30.01 in 2007.This was caused mainly by three reasons:

the increase in the price of emissions rights when the new Kyoto period started in 2008, the
commissioning of the NorNed cable in May 2008, which esslhe power export to the

Net herl ands and the faults and the foll owin.
across the Oslo Fjord. The latter resulted in reduced trading capacity with Sweden higher
power prices Finland and Sweddime share oflectricity bought from the power exchange in

relation to the Finnish electricity consumption amounted t@ pér cent.

Subsequent to the rise in wholesale prices the public retail prices of electric energy rose by
17.2%. The increase in prices for thiest six months was.%% but accelerated towards the
end of the year.

The level of supplier switching activiipcreased and the growing trend continued in the first
half of 2009 as wellln 2008 the switching rate amounted to roughl¥ ger cent, andn
April, the moving 12month average switching rate reached the level of 5T3%.household
customers used actively the Interbatsed tariff calculator provided by the Energy Market
Authority to get information on alternative suppliers and to compaeptites offered by
them. The calculatonas been popular argince opening of this serviapproximately ®
million searches have been made using the IT system.

Due to economic recession and mild winter, the consumption of electricity decreased in 2008
by almost 4 per cenf.he peak hourly demarfdr electricityin 2008 was 1370 MW which

was lower than the record of previous winter of8D8 MW. The Energy Market Authority

has estimated that Finland had 13,300 MW of generation capacity available therinpter
season. The output deficit was covered with imports from the Nordic countries, Russia and
Estonia.Thedomestiageneration capacity is expected to grow significantly only after the new
Olkiluoto nuclear power plant unit has been completed, misiexpected in 2012.

One of the key regulatory tasks for the Energy Market Authority is network regulatiors cove
ing both economic and technical aspects. The second regulatory period for electricity network
regulation started with an improved regulatamgdel including incentives for efficiency and
guality improvement. A project Roadmap 2020 to prepare a vision and define the needed
strategies and actions to develop network regulation of both distribution and transmission sy
tem operators was launaheiith a deadline in summer 2010.
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Unlike the electricity market the Finnish natural gas market is less liberalised and ieompet
tive. All the natural gas needed is imported from Russia and there are no transmission conne
tions to other EU countries. Finlahas derogation from the Natural Gas Directive that allows

it not to open its natural gas market. However, a secondary gas nsarkejperation so that

the users of natural gase able tdrade with each other in the natural gas they have acquired
for their own use from the wholesale mart@adjust their purchase and use of.gas

Due to the lack of competition in the wholesale gas supply, the legislation empowers the E
ergy Market Authority to supervise the pricing of gas. In 2008, the Energy Matkkorty

issued a decision on the pricing of the natural gas sales by the single wholesale sapplier G
sum. The first ever decision on the reasonableness of pricing of gas concluded that Gasum
had violated the Natural Gas Market Act through unreasonaldiegriThe criterion for s

sessing reasonable pricing of natural gas sales was the operating margin of the gas supply.
The maximum value for the operating margin was defined to be 2.5% per year. The Energy
Market Authority ordered Gasum to revise its prgisasum appealed the decision but the
Market Court overruled the appeal. Subsequently, Gasum has made an appeal to the Supreme
Administrative Court, which is the final appeal body.

The specificity of the Finnish energy regulator is the responsibilgiesed to emissions tla

ing. As the Finnish emissions trading authority, the Energy Market Authority carried out
preparations for the fivgear Kyoto period, launched at the beginning of 2008 involving the
handling of the emission permits of nearly 600rish operators as well as the development
and maintenance of the emissions trading registry

The Energy Market Authority carried out the regulatory and supervisory tasks of electricity,
gas and emissions trading with a staff of roughly 37 employees.widismade possible
thanks to efficient processes, dedicated people and an extensive use-ofddeolT systems

that the Authority has developed together with the service providers for all the major areas of
regulation and supervision.

Asta SihvonefPunkka
Director General
Energy Market Authority
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2. Major Developments in the electricity = and gas markets
2.1 The electricity m arket

2.1.1 Wholesale market

Market structure

The electricity wholesale market is not national in scope but Ndfdicmore than a deda,
Finland has formedan integrated wholesale electricity market with Denmark, Norway and
Sweden.

In 2008, there were no significant changes in the structure of the Finnish wholesale electricity
market and in the development of market concentraiitve. Finnish electricity generation
sector is characterized by a large number of actors. The total number of companies producing
electricity stayed asome 120 and the number of production plavdscirca 550. The share

of the three biggest companies of thtat installed capacity was estimated to be in the range

of 45- 50 per cent.

Market integration

Finland is an integral part of the Nordic electricity marked in addition to interconnections
to Sweden and Norway it has interconnections to Russia stwhi&. In 2008 the Finnish
electricity consumption amounted approximately87 TWh, of which net imports accounted
for 15 per cengrowing by some three per cefitom the previous yeailNet imports from
Sweden and Norway fell, whereas imports from Ruasid Estonia increased considerably.

The Estlink cable between Finland and Estonia, commissioned at the end oh20dbiced

the oppotunity for power imports from Estonia. Estonia is also able to buy electricity from
Finland via the Estlink cabléApprox. 2.3 TWhof electricitywas imported from Estonii
2008

The Nordic market has taken steps to better integrate with the markets of the continental
Europe and the Baltic states. In May 2008, the NorNed cable connecting Norway and the
Netherlands wasommissioned. The project to couple the Nordic and the German electricity
markets was underway in 2008 and still continues in the context of the European Market
Coupling Company (EMCC). Additionally, a project to better integrate the Nordic and the
Baltic markets was carried out with an intended interim deadline in spring 2010.

The allocation of crosborder capacity and the management of congestions between Finland
and the other Nordic countri@semanaged by implicit auctions (market splitting) in theer

ahead market of the Nordic power exchangee pricedifferentials emerge as a function of
insufficient transfer capacityver the national boundarids. year 208, about 975 percent of

the time Finland and Sweden belonged to the same pricé areacrease of 5% compared

with the previous year. For®% of the time the daghead price in the whole Nordic market
was the sameepresenting wholesale marketf 396 TWh.
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The average daghead area price for Finlamad 2008in Nord Pool Spot was EUR1.02 per

MWh whereas the price in 2007 had been substantially lower on EWR 3& MWh and

for 2006 EUR 4&7 per MWh. Thaverageday-ahead system prices amounted to EUR 34

for 2008, 203 in 2007 and 489 in 2006 The price difference betweenetlyears 2008 and

2007 is due to a number of factors including the price of emissions rights, the amoynt of h
dro power and the availability of interconnection capacity in the Nordic market. The higher
area price for Finland in 2008 compared to 2007 redwateong others from the fact that in
2007 the price of emissions rights decreased nearly to zero towards the end of the year
whereas the year 2008 marked the start of the Kyoto period with a higher emissions right
price. Additionally, in 2008 the Nordic meet suffered from outages on some of its intarco
nectors conneimg Norway and Sweden, and also Norway and Denmark. Furthermore, the
increased export opportunities for Norway through the NorNed cable contributed to a higher
price level.

Development ahe power exchanges

Physical dayahead and intrday trading takes place in the Nordic power exchange Nord Pool
Spot.In 2008traded volumes through Nord Pool Spobhounted to 298. TWh inthe day
ahead markeElspot (290.6 TWh in 2007) and8lTWh inintra-day marketElbas (16 TWh

in 2007) Thisamounts tanore than 7@er centof the total consumption of electricity in the
Nordic countriesThe share of electricity consumed in Finland and sourced througtisihet
exceeded for the first time the 50 pentmark.

The geographical extension of the intlay maket increased in March 20085 Elbascon-
tinuous trading platformvasintroduced in Naway. With Norwayincluded, the same oppo
tunities to balance supply ami@mand until one hour before delivaane available in all the
Nordic countriesA significant increase in the Elbaslumes is expectefllowing this into-
duction.

There is currently a project underway to extend the Nord Pool Spot to Estonia. The plan is to
establish a new price area Edtlstarting in spring 2010. A prerequisite for thishat owners

of theEstlink cable are able to allocatt least someapacity that is at their disposal to public

use through Nord Pool Spot. In practice this would inthly partial opening up of thexe
empted merchant line Estlink to third party acdastay-ahead timeframe

2.1.2 Retail market

Market structure

In 2008, there were no major changes in the number of retail suppliers. ser ve Fi nl &
circa 31 million electricity customers, there are @mly more than 7Qetail suppliers of

which approximatelynethird aremarketng electricity actively outside their traditional su

ply area.However, the market was electrified by the market entry of a new active supplier

that is a subsidiary of a Sweldiand originally Norwegian based electricity company.

In the Finnish electricity retail markdtdre are about electricity retailers witha largerthan

5 per centshare of markefThe exact market shares of individual retailers are not available.
The merket share ofhethree largessuppliersn the retail market fosmallandmediumsized
customers rabeen 3540 per cent
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Only a few electricity retailers are ownership unbundled from electddstyibutionnetwork
activities.Many of the electricit retailers are part of companies involved in the network bus
ness. On July®} 2000 there were 32 electricity retailers who had the obligation to supply and
who were legally unbundled from electricity network activities.

Supplier switching

In 2008, he number of customers that switched their supplier increased by about 12,000.
Even though the quantitative increase was big, ahbyut 4.4 % of all the customers switched
supplier.In the year before, the share of those who switched their supplier was4aber

cent, which means that the figure is on the incre@ke.information from the first third of

2009 indicates that switching activity continues to be on incrdaseng January April

2009 some 8B00 customerg2.8%) changed their supplieDuring the lastl2 months some

5.3% of customers had switched suppli&he larger consumers, like enterprises and &ous
holds with electric heating have been more active in switching than smaller ones. Obviously
the cost optimization potential increases vifitreased consumption level.

Developmendf retail electricity prices

The retail price are not regulated in Finland. 2008the averagerice of electrical energy

for a residential customer rose by 1%2The increase in prices for the first six mtles was

7.5% and subsequently accelerated towards the end of the year. For small houses with electric
heating the increase was even sharper.

Complaints

The number otomplaintsrelated to electricity that thEnergyMarket Authorityreceived in
2008 wa 259 Roughly100 of themaddressedhe pricing of distribution services. The ave
age processing time was8ImonthsThe complaints submitte@f into the following categ-
ries: connection chargethe networkaccesshargesquality of supply inconsiséencies in m-
voicingand gneral complaints regarding practices of the supplier

Promotion ofretail competition

To promote competition in the electricity retail market the Energy Market Authoritg-mai
tains since 2006 a tariff calculator designated wlifate price comparisons and supplier
switching. All retail suppliers are obligated to maintaintojulate information on their public
electricity price offers on this website. Since the opening of the tariff calculator, about 5,9
million price comparisos have been made within the IT system, which means that several
hundreds of thousands of people have visited the website.

To enhance the retail market functioning and smooth the supplier switching processes new
legally binding rules on the informatiox@ange between the electricity market parties was
issued by the Ministry. According to the new regulation, it is for example required that during
the supplier switching process the market actors shall send necessary information to other
market actors inartain timetable and ensure before taking into use that their information e
change systems are able to send and receive standard protocol messages.
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2.1.3 Infrastr ucture

Development imetworktariffs

Electricity distribution prices havbeenrelatively stablefor several yeardAt the end 02008
distribution prices excluding tax were on an averagep&r cent higher compared to the
situation a year earlie.he regulation of distribution prices is based eyear regulatory @-

riods for which an income framsontaining a general and firgpecific efficiency improg-

ment requirement is confirme@iransmission prices rose by approximately 5 per cent in 2008.
Similarly a four year regulatory period with an income frame including efficiency and quality
incentives $ goplied to the transmission network activity.

The firstregulatoryperiod terminatedat theend of 2007 and the Energy Market Authority
confirmed in 2008for each network operatdhe amount of earnings accrued durR@P5
2007that has exceeded or fafl below an earnings level that is considered reasor@blg.

11 network operators of 102 had set the distribution rates higher leading into amount of ear
ings exceeding the maximum allowed. These companies have to return the excess, corr
sponding toEUR 11.7 million by loweing tariffs during the now ongoing regulatory period

of 2008- 2011.

Transmissionrnivestments

To decrease congestion on interconnectors between Finland and Sweden the TSOs have
launched an investment project to build a new DC aamenection Fenn&kan 2 between
Finland and Swedem.he construction started in 200Bhe investment decision is part of the

five prioritised Nordic crossection reinforcements agreed by the Nordic TSOs in June 2004.
The capacity of the interconnectionlvae 800 MW and itexpected tdoe commissionedt

the end othe year 2011. The new interconnection will improve the interconnection capacity
between Finland and Sweden bypH) centresulting in tighter integration of the Nordic ma

ket.

In March 2008 the Nordic TSOs agreed onsacondNordic Grid Master Plan identifying
new Nordic grid enforcements to be implemented by 202& Planproposes to initiate
planning process to reinforce three internal Nordic grid areas.

Besides the Nordic grid investmtefeasibility studiesa NordicBaltic study was conducted

jointly by the Nordic and Baltic TSO#ccording to thestudy, a connection between Finland

and Estonia (Estlink 2) together with a connection between Sweden and the Baltic area would
yield the best socioceconomic benefitsThe study was also utilised in the Commission

| aunched project ABal tic Ewhehridentifiedthercknstiu | nt er
tion of the secon®C line between Finland and Estoris one of the most urgent infrastru

ture projects to allow for effective integration of the Baltic and the Nordic power markets.

The multiregional planning eoperation with the Baltic TSOs and with the continental TSOs
to investigate further HVDC interconnections betwd&rdic and those r@asare foreseen
within the newly established ENTSB organisation
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Allocation of capacity

Finland belongs to the Nordic electricity market and congestions across the bordera-are ma
aged by implicit auctions in the dahead market in power exchangertl PoolSpot This

fulfils the requirements set in the Congestion Management Guidelimexed to the Reqas

tion (EC) No 1228/2003 Remaining transmission capacity after -@énead allocation is set

for intraday marketand balancing. Finland is considéras a single price area within Nordic
market and congestions within Finland and afterdayahead market closure are managed
by countettrade.

To facilitate an efficient wholesale market and to manage the existing problems of congestion
management arpcess has been initiated by tNerdic Member StatesThe Nordic energy
ministers requested in September 2008 the Nordic TSOs to analyse what kind of effects the
division of the current Nord Pool Spot area into a larger number of price or bidding areas
would imply. The most significant consequences would be caused to Finland and Sweden,
which currently form one price area each. Tingt results of the analysis are due by the end

of October 2009.

2.1.4 Regulation/ Unbundling

Competences of NRAOSs

There were ne@hanges with regard to the competences of the Energy Market Autharity co
pared to the previous yehr.

As per July 2009, the total number of staff in Energy Market Authority amounted tf 37.
this number, 19 were occupied with the electricity and gasehasues and 9 with emissions
trading issues. The remaini®gstaff members were involved in all of these three areas pr
viding assistance for IT, general administration and secretarial seriieetotal expenses for
2008 were EUR 3.1 million of which EUR 1.1 million were used for the activities related to
emissions trade.

Sanctions

On the basis of the Electricity Market Act and grevisions under it, and also the Regulation
(EC)No 1228/2003 of the European Parliament and of the Council on coisditioaccess to

the system for crodsorder exchanges in electricithe Energy Market Authority is emye

ered to obligean electricity network operatar aretail suppler to correct his mistake or
omission. It may be ordered in the obliging decision liogvmistake or omission should be
mended. The obliging decision may also order a refund to a customer of a fee incorrectly
charged from him. The Authority may impose a conditional fine to make a decision effective.
There are not any administrative fines the norcompliance with the electricity markeigle
islation.

! See the Annual Report to the European Commission 2008 for a description of the competences and duties.

2 Source NordPool Spot

*Document APridredieplmé ;i hg the transfer capacity in th
2008, available at www.nordel.org

“ The Net Transfer Capacity NTC (trading capacity) is defined as: NTCSTTRM, where NTC is the max
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Network reqgulation

In the field of electricity, the Energy Market Authority is responsible for regulating 88-distr
bution network operators, 13 regional network operators and one tramsnsystem opear
tor.

Since the end of 2004, Finland has applied tharde regulation of network pricing as-r
quired by the current Electricity Directiv&éhe firstregulatoryperiod conforming to the new
regulation model commenced at the beginning@d5 and expired at the end of 2007. Uk a

tumn 2008, the Energy Market Authority confirm&dh its decisionghe realised returns that

have accrued to each electricity system operator dthmggeriod 2005 2007, along with a
reasonable rate of returRor thenetwork operatorsvho had accrued surplus during theep

riod, the Energy Market Authority issued an obligation for the company to return is{o cu
tomers in the form of lower distributiaretwork chargem the course of the regulatory period
20081 2011.There were, however, eleven companies that had set the distribution rates higher
leading into rate of return exceeding the maximum allowed by the Energy Market Authority.
These companies have to return the excess, corresponding to 11.7 millioto EhHRc$-

tomer base during the now ongoing observation period of 2&IB.1. This excess c@+
sponds to about 4 % of the total annual net sales of the mentioned companies. The companies
that have not set the rates to the maximum allowed could increasbdiges during thene

going observation period by a total of 340 million EUR. In case all companies would set the
rates to the maximum, the rates would increase by 7% on an average.

The secondegulatoryperiod of price regulation in electricity netwoaoperation covers the
years 2008 2011. The Energy Market Authority confirmed in December 2007 the methods
concerning the rate of return in electricity network operation to be followed in the next-regul
tory period. The network operators are encouragadd@ase the efficiency of their oper
tions and to maintain a high security of electricity supply.

In the first regulatory period, the Energy Market Authority set an efficiimpyovement te

get for the operative costs of the operators of electriggiyildution and regional networks,

which did not, however, take into account any comgspgcific differences in efficiency.

The general efficieney mpr ovement target was based on im
ductivity. As of 2008, compangpecific effciency differences have also been taken into- co
sideration, which means that the requirements set for efficient system operators are lighter
than those set for inefficient operators. The comgapecific efficiency goals are based on

the benchmarking of 8Os by using both the DEA&odel and the SFAnodel. The confirmed
methodology includes incentives to improve the cost efficiency also for the regional and
transmission system operators.

In addition to the pricequality of supplyis also important to eléucity users. The regulation

model encourages system operators also to improve the quality of electricity in two ways: by
taking into account network investments in the capital base and by treating the losses caused
to customers by interruptions as iteamsnparable with costs.

Ever since the first regulatory period, the Energy Market Authority has encouraged system
operators to make investments in the electricity network. In the regulation model, al inves
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ments in the network will annually be taken iatocount in the capital base which is used to
determine the reasonable rate of return.

A total of 91 electricitynetwork operators filed appeals with the Market Court in January
2008 against the methods for the second regulatory period confirmed by tiyy Eragket
Authority. The Market Court issued decisions on the appedlsecember 2008The Market

Court made some changes to the methods confirmed by the Energy Market Authority. The
Energy Market Authority and 11 electricity distribution network opesalmve made arpa

peal to the Supreme Administrative Court against the decisions of the Market Court.

By virtue of the amendment to the Act, the Energy Market Authority confirmed in 2005 also
the principles to be followed in the pricing of connectionsléxtrical distribution networks,

as well as the revised terms and conditions of network services and connection to the network.
The Energy Market Authority confirmed updatedethods for determining connection
chargesn February 2008. Because timethodswere confirmed, the pricing of connections to
electricity distribution networks were clarified, and the pricing principles of the differesit ele
tricity network operators are now more uniform than before.

Development of unbundling

Fingrid was establisliein November 1996 by joining two previously existing transmission
network operators. It started its operations in September 1997. Fingrid owns the Finnish main
grid and all significant crossorder connections. The ownership structure was created at the
setup of the company. It is Jier cent owned by the State of Finland,p2% cent by Fortum
Power and HeaDy, 25 per @nt by Pohjolan Visna Oy and 38 per cent by insurance cor

nies. Both Fortum Power and H&ay and Pohjolan Voim®y are major Finnish eltricity
generators.

The 3" packagerequires that electricity transmission netwankeratorsare separated from
production and supply activitie$he holdings of Fortum and Pohjolan Voima in Finged r

quire that Finland takes steps to implement tharsdjon obligation. On 28 April 2009, Fo

tum and Pohjolan Voima announced their decision to launch preliminary studies of the sale of
their Fingrid shares.

In its meeting on 16 June 2009, the Cabinet Committee on Economic Policy discusased the
bundling dternatives for FingridThe Committee approved guidelines as government-obje
tives stating thaFingrid will be transformed into a transmission network company factually
unbundled from electricity production, operating in compliance with the InternalriEic

Market Directive In the long term, the state will secure the strategic interests and security of
supply in the electricity system and transmission network by acquiring the majority of Fingrid
shares and the majority of votes in the annual gensating (minimum of 50,1%). The aim

is to execute the change of ownership via voluntary deals with Fortum and Pohjolan Voima.
The state is also positively inclined towards such an alternative that shareholders of Pohjolan
Voima, which are for the major plausers of electricitypr a company established by them
fulfilling the requirements of the Directive

According to the Electricity Market Act, electricity network operations must be legally u

bundled from elecirity trade operations and electricity generation if the annual quantity of
electricity transmitted to the customers th
network has been 200 GWh or more during three consecutive calendar years. The arrang
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ment were to be implemented no later than the beginning of 2007. Also some distribution
system operators under this threshold value have legally unbundled network activities. In June
2000 a total of50 distribution system operators of 88 operators were kegaibundled in
Finland.

2.1.5 Security of Electricity Supply

After thenew record peak load in total electricity consumption in February 2007,808.4
MW the peak in 2008 was only 30 MW. This was followed byeak load measured on the
16™ of January 2009which amounted to 13,25MW. During the 2009 peak, power gemer
tion in Finland was about 11,070 MW and import to Finland 2,180 MW.

The Energy Market Authority has estimated that Finland had approximately 1A\800f
generation capacitgvailable in witer seasonAt the end of 2008, the installed nominalc
pacity of power plants was 16,908 MW. A total of approx. 2,250 MW of new power @lant ¢
pacity will be completed in 20092012. At the same time, a few old power plants will be d
commissioned.

In the years 2009 2012, domestic electricity generation capaeityf not be sufficient to
cover the electricity consumption during peak consumption periods. Depermemtyports

will significantly decrease once threew Olkiluoto nuclear power plant unit hbsen con-
pleted in 20120riginally the new unit should have been commissioned by the end of 2009,
but the present estimate of commissioning the plant is 2012.

To secure balance between supply and demand during peakhegnporary power reserve
arrargemens were renewedIn this arrangement condensing power plants having prierequ
sites defined in legislation can be part of the arrangement and get compensation maintaining
fast start up time (within 12 hours) during wintertime.

Terms and conditions fdendering the peak reserves and their financing by TSO are subject
to exante approval by the Energy Market Authorigar the first time Finland and Sweden

have introduced common bidding routines for peak les@rvesn the Elspot market. These
resouces will be activated after all commercial Elspot bids have been activated. This means
that the activation of peak load power does not unnecessarily disturb the functioning of the
electricity market. Commercial Elspot bids will set the market price evesait load power

has been activateBased on the decision made by the Authority, the costs of peak load power
are allocated to Finnish electricity consumption from 1 January 2009 to 28 February 2011.

2.2 The gas market

2.2.1 Wholesale gas market

The natural gas arket in Finland is relatively isolated and small. In 2008, natural gas co
sumption in Finland totalled. 2 bcm, which was imported from Russia by Gagbynacting

as the sole wholesale supplier in Finland. Pricing of the natural gas is based on cénatice,
additionally, the price on coal and domestic market energy prices. The wholesale supply of
natural gas to the Finnish enders and retailers is for the majority of the users basedlBn pu
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lic tariff. However, there are few wholesale customers whoiitinue to buy natural gas
based on fixederm contracts they entered into before the Natural Gas Market Act.

Large users account for the bulk of natural gas consumption in Finland. Energy and power
companies, which use natural gas tegemerate heat dnpower, use over 50 per cent and
pulp and paper companies over 30 per cent o
accounts for approximately 11 per cent of Fi

The natural gas market is characterized by veriig@gration. The wholesale supplier of
natural gag§ GasumOy 1 is the sole importer and operator of the transmission system. Fu
thermore, it is downward vertically integrated into retail supply and distribution netyerk o
eration. The undertakings operafim the retail market are active both in retail supply and
distribution network operation.

Finland has availed itself of the possibility of an exemption allowed by the current and the
previous Natural Gas Directive. According to the exemption thereitilen legal nor oper

tional unbundling of the natural gas transmission system operator. Furthermore, on-the Fi
nish natural gas market, only natural gas users with a consumption of more than 5 million c
bic metres and with remote metering can trade irsft®ndary market with the gas that they
have acquired for their own use or retalil

The natural gas prices for large industrial users rose by about 30% in the year 2008, as co
pared to the previous year. For residential customers the price informaimraigailable.

2.2.2 Gas Infrastructure

At the end of 2008, the maximum transmission capacity of the natural gas transmission pip
line was 8000 MW and the total length of the transmission network amounted to &pprox
mately 1140 kilometres. Total of 4 km pdiel new gas transmission pipeline was completed
in 2008.

The TSO, Gasumy, is planning to expand its natural gas transmission pipeline to thie wes
ern part of Finland where there currently does not exist any gas pipeline. A letter of intent was
signed &the beginning of 2008 and the final decision on the investmasforeseen in the
autumn of 2008The project scheme was, however, postponed due to changes in the demand
base for the new expanded pipelifilae main target for the use of gashe new seawould

be to replace coal in the production of power and district heat.

For natural gas the capacity allocation is done by Gasum.

2.2.3 Natural gas retail market

The retail supply of natural gas covers only about 5 per cent of the total consumption. The
share of the top three retail suppliers is about 50 per cent of the total volume.
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2.2.4 Regulation/unbundling

At the start of 2008, the Energy Market Authority was responsible for regulating 31 natural
gas distribution network operators and one naturakrgasmission network operator. Aedd
tionally, the Energy Market Authority supervised the wholesale and retail supply activities of
the operators as well.

In 2008 the regulation of natural gas network operations continued in the established ma
ner.It wasthe second year of theygar regulatory periodthe Energy Market Authority had

issued the network operatspecific confirmation decisions on the methodology for the- pri

ing of natural gas network services in May and June 2005. The firsydanregultory pe-

riod commenced at the beginning of 2006 and will come to an end at the end of 2009. None of
the natural gas network operators made an appeal to the Market Court to amend the decisions.

With regard to the supervision of the pricing of natural gasdecision made by the Energy

Market Authority in March 2008 was a landmark. In March 2008 the Energy MarketrAutho

ity made a decision on whether the pricing of wholesale supply of natural gas hadaeen re
sonable. The decision dealt with the pricing dgriinancial years 2006 and 2007. According

to the decision the pricingof Gasuoyd s gas supply was not at th
these years and Gasum was ordered to change their pricing policy starting from financial year
2008. Gasun®Dy has appeatkthe decision to the Market Court. The final stage of appeal is

the Supreme Administrative Court.

Due to the fact that the gas supply business is not capital intensive but resembles any other
trading business, the Energy Market Authority opted for utiieggas supply margin as the
measure for assessing the reasonable level of pricing.-&B(@arnings before tax and inte

ests %) was selected as an indicator of reasonable pricing and the reasonable level (2.5 %)
was entered at by using benchmarking studiehe field.

2.2.5 Security of Supply

All natural gas supplied in Finland is imported from Russia. There are no natural gas produ
tion or storage facilities in Finland. The natugak consumptiom 2008 was 4.bcm Based

on estimates given by the Minigtof Employment and the Economy natural gas consumption
will increase to 2 bcm in year 2010 and®bcm in year 2017. The currently availabie i

port capacity from Russia is about080 MW. Natural gas supply contract with Gazprom is
valid until the end ©2025. Annual contract volume is up to about 6 bcm.

In 2008 there were no interruptions in gas suppliyinland A substantial part of the gasrco
sumption can be substituted with alternative types of energy or by taking into use replacing
fuels in casehere is an interruption in the supply of gas. The corner stone of preparedness in
the case of an interruption is stockpiling oil. This is partly done by the state through its stocks
and additionally, the importer of gas and certain users of gas aredtdigtockpile replacing

fuel.
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2.3 General c onclusions

2.3.1 The present legal framework

The electricity market legislation has been constantly updated in Finland since thecintrodu
tion of competition and sectapecific supervision in 1995 to meet the requiat of the
developing competition and to improve the functioning of the market.

There were two important developments to the electricity market legislation that took effect in
December 2008 and March 2009 respectivAlynew ministerial degree containirmnding

legal rules on exchange of information came into effect in December 2008. Network operators
and electricity retailers must now provide the data required for customer switchingray an i
posed date and in a prescribed form. The decree will promatpetiion in the electricity

retail supply and ensure smooth and speedy supplier switching. In addition to domestic needs,
the decree also incorporates the Nordic energy regulators work to increase harmonisation of
the Nordic enelser market. The Energy Met Authority was closely and actively participa

ing in the preparation of the new Decree.

In accordance with a Governmental Decree that came into force in March 2009, at least 80 per
cent of the places of electricity use in the area of operation ofdestcifbution system oper

tor must be equipped with a remote meter reader by the end of 2013. It is possible to depart
from this requirement only in small places of electricity use, where electricity is supplied by a
local electricity supplier with the aiglation to deliver. Even in these consumption points the
billing will be changed by shortening the intervals for meter reading. This enables to develop
billing through giving more up to date and accurate information on the consumption.

Owing to the new maote meter readers, electricity users can in future become aware of their
electricity consumption on the following day, and if desired, in real time, directly ondhe m
ter. This will help consumers to control their electricity consumption and energy Alustg.

with the new remote meter readérwill also be possible to substitute billing based on real
consumption for billing according to estimation.

The total costs of changing over to remote reading are estimated to be around EAfR®G65
million. In the long term, improved energy efficiency and the operational reliability of the
power system will bring cost savings to the users, producers and retailers of electricity as well
as to distribution system operato@urrently in Finland, 10 distribution tveork operators

from the total numberfd8 already fulfil the requirement set in the Decree to have at least 80
per cent of the consumption sites equipped with a remote meter reader. To meet the target,
the annual investment rate is estimated to amopiib 500,000 meters per year until the end

of 2013.

2.3.2 Related to 3rd package

The 3% packageand its implementatiomill imply certain needs for changes in the Finnish
electricity and gasarket legislation. These relate to the unbundling of the TSOhaensks
and the independence of the national regulatory authority.
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The 3" packagerequires that electricity transmission netwapkeratorsare separated from
production and supply activitie¥hefact that two generating companieésrtum and Polo-
lan Vama are shareholders &fingrid requires that Finland takes steps to implement riesv
unbundling requirementdhe companies have alreadypnounced their decision to launch
preliminary studies of the sale of their Fingrid shares.

The Finnish Governmeritas stated thagingrid will be transformed into a transmissiornt-ne
work company factually unbundled from electricity production, operating in compliance with
the Internal Electricity Market Directivén the long term, the state will secure the strategic
interests and security of supply in the electricity system and transmission network byy acqui
ing the majority of Fingrid.

Both the amended electricity and gas directives introduce some general objectives as well as
such duties and powers for the regulatauyhority that currently are not included in the-Fi

nish legislation. This requires the clarification of the roles and responsibilities of the Energy
Market Authority visavis other authorities likehe competition and consumer authorities.

The 3¢ packaye also contains new monitoring duties related to markets and competition. So
far the Energy Market Authority or any other authority has not had an explicit andeslear r
quirement to monitor the electricity and gas markets and to collect information &umthe

tioning of the markets.

The 3% package will also introduce changes in the sanction regime of electricity and gas ma
ket legislation. The current regime with decisions boosted with conditional fines where
needed, needs to undergo a change to enablesthof administrative fines.

To ensure the independenaiethe regulatory authority the members of the board or the reg

|l atory authorityés top management are restr.i
seven years and renewable once. €ty there are no limitations on the term of the top
management of the Finnish regulatory authority and the appointment is for an indefinite p

riod of time, which is a common practice in the Finnish public administration.
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3. Regulation and Performance of t he Electricity Market

3.1 Regulatory Issues

3.1.1 General

In 1995 the Electricity Market Acintroducedcompetitionin the electricity marketProduc-

tion, import, export and supply of electricity were opened for competition. As to the supply of
electricity, marlet opening took place gradually. At the first stage the users vptwarre-
quirement of at least 500 kW (cir@0D00 users) were able to choose their supplier. Atéle b
ginning of 1997 smallscale users of electricity gained access to the open marketidA

ingly, Finlandopenedully its electricity market in 199@ndsince therall electricity custm-
ers(100per cenbf customershave beemble to choose their supplier.

In 1998 the position of smalscale users of electricity was improved by creat balance
clearing system based on leprbfiling, thus making it possible for them to change thew-su
plier without the requirement of hourly metering. Since then the ordinary consumers have
been also in practice free to change the supplier.

Accordingto the Electricity Market Actconsumption places that are equipped with main
fuses of over 3 x 63 amperes must have metering based on hourly metering. However, if an
electricity user does not want, the hourly metering is not required for those consumptio
places to which electricity is boughta- with
tion to supply, if a service (connection) contract applied to a consumption place has been
agreed before the®Iof January 2005 or if consumption in a consumptplace is no more

than 5000 kWh per year.

Table 1 shows the development dfie openingup of the Finnishelectricity market since
1995

Table 1. Development of market opening.

% Market

Open (by vd-
Year Threshold ume)
1995 500 kW about 5660
1997 No 100
1999 No 100
2001 No 100
2003 No 100
2005 No 100
2007 No 100
2008 No 100

Annual Report 2009 i Energy Market Authority, Finland 18

1



3.1.2 Management and allocation of interconnection capacity and
mechanisms to deal with congestion

Congestion managemein

Finland is a part of synchronously operated Nordic power system. It has 400 kV akd 220
AC interconnectors to Sweden aade 220 kV AC interconnector to Norway. Furthermore
there exists FennaBkan DC line between Finland and Sweden. Finland hasrdi@onne-
tors to Russia (baeto-back DCconverterstation at Vyborg and 400 kV andtwo 110 kV
AC interconnectors synchronised to Finnish power systerd)Estonia350 MW DC inte-
connector Estlink Transmission capacities on interconnectors withinddopower system
arepresented ifrigurel.

Figure 1. Transmission capacities ornthe interconnectors of the Nordic countries year in 2008 (Source:
Fingrid Oyj).
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Finland belongs to th&lordic electricity market and congestions across the borders (from
Finland to Sweden and Norway) are managed by implicit auctions (market splitting) in the
day-ahead market (spot market) in power exchange Nord Pool. Implicit auctions imply that
marketbased methods are applied in capacity allocgteomdthus congestion management is
wholly integrated to the functioning tfie Nordic wholesale market. Finland is considered as

a singlebidding areawithin Nordic market and congestions within Finlaadd afer spot
market closur@are managed by countzade.

There exist no priority transmission rights for crbssder trade from Finland to Sweden and
from Finland to Norway or vice verseowever, priority transmission rights are used to-all
cate capacity é&ween Finland and Russia. Actors can buytsigi auctions arranged by TSO
for one or more yearg.urthermore, interconnection between Finland and Estonia hapexem
tion according to the Article 7 of the Regulation, where owners of the interconnectien hav
priority transmission rights until dayead market has been cleared. Transmission capacity on
this interconnector is available through auctions to all market participants only culagtra
timeframe.

In implicit auctions (market splitting) price @® exist when there is not enough capacity b
tween these areas and the price of electricity will vary between these areas depending on the
amount of congestions. When no congestions exist prices are equal within the price areas.

The Nordic market is nor@ly split into sixprice areas: Finland (Helsinki), Sweden (Stec
holm), West Denmark (Jutland), East Denmark (Zealand), South Norway (Oslo) and North
Norway (Trom®). Moreover, Norway can sometimes be split into more than two price areas.
Figure2 presentamount of hours in percent during the y2@@B8 whensame dayahead area
price existed.Finland and Sweden had most of the tim&%%) same dawhead market
price, whereas the whole Nordic market had sameatiepd price only.9 percent of time in

year 20@. Figure2 shows that most severe congestions exist in the southern part ofrthe No
dic market.
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97,5% 60 %

Market Size
268 TWh

Market Size
231 TWh

13,8% 9,5%

Market Size
396 TWh

Market Size
373 TWh

Figure 2. Time in per centin year 208 describing when the same dayahead price hasexistedin the vari-
ous price areas of theNordic Market (Source: Fingrid Oyj, Nordel).

Finlandmayform own price area, especialijring relatively dry water years in other Nordic
countries. This leads to increased export from Finland to dibetic countries, (e.gn years

2000 and 2003). Finland may form a common price area with Sweden especially when hydro
power is abundant in other Nordic countries.

Counter trade is used to relielseth nationaland intefregionalcongestions during thaaily
network operation. Costs of counter trade are paith®ySO. Table2 shows the costs e
counter trade paid ke FinnishTSOduring the years 20002008.

Table 2. Costs of counter trade inFinland during the years 2000- 2008 in million Euros.

2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
Costs 1.0 0.8 14 0.3 0.07 0.86 048 | 0.244 | 0.127
Source Nordel, Fingrid Oyj.

Annual Report 2009 i Energy Market Authority, Finland 21



To decrease the congestions on interconnectors between Finland and Swdd&Os (Fn-

grid and Svenska Kraftnat) have launched an investment project to build the DC interconne
tion FenneSkan 2 between Finland and Swed€he investment decision is part of the five
prioritised Nordic crossection reinforcements set by NordelJune 2004The capacity of

the interconnection will be 800 MW and it will be commissioned in the yedr. 201

As the transmission investments are resource demanding and lead times are long, it has been
considered important to look ways to develop cstiga management methoitisthe existing

grid. In 2008 a study commissioned by the Member States evaluated the \zgopoacks

towards congestion managemevds finalised. Based on ihé¢ Nordic energy ministerg+

quested in September 2008 the NordidOES0 analyse what kind of effects the division of

the current Nord Pool Spot area into a larger number of price or bidding areas would imply.
The most significant consequences would be caused to Finland and Sweden, which currently
form one price area eachhe results of the analysis are due by the end of October 2009.

Implementation of the Regulation 1228/20038nd CongestionM anagementGuidelines

The amendmadrto the Electricity Market Act, which was enacted at the end of the year 2004,
implemented e Regulation 1228/2003 through mandating the Energy Market Authority to
act as the regulatory authority mentioned in the Regulation and to supervise the compliance
with the Regulation in Finlan@Section 38 of the Electricity Market Act). The supervisory
powers of the Energy Market Authoritye expost by their nature as stated in the Section 39

of the Electricity Market Act. Furthermore, according to the Section 38a of the said Act, the
Energy Market Authority shall take the Regulation into account wédeing the confirma-

tion decisions oithe network pricing methodology tbe network operators

Congestion management guidelines uniher Regulation 1228/2008hereafter CM guié-
lines) were amended frorthe 1% of December 2006. These CHuidelines setip requie-
ments for TSOs on managing congestionspibnation, transparency and use of congestion
income. Furthermore, the CM guidelinegui@e that competent regulatory authoritie®rsee
TSOPactions. Obligations to market participants are alstlud®zl in topics having relevance
to congestion management.

Congestion management method applied to allocate all interconnector capacity in Nordic
market, i.e. implicit auction, fulfils the requirements set in the CM guidelines. Remaining
transmission apacity after dasphead allocation is set for intday marketand crossborder
balancing.

Nordic TSOs publish information either on their own websitg.(vww.fingrid.fi) or Nod
Poolbo website (www.nordpoatom).

The regulatory authorities of the Northern Europe region published in August 2008 armonito
ing report on transparency. The objective was to review how the transparency requirements
included in the Northern Transparency Report from September 2007 havecdraplied

with. According to this report relevant information has to be published in a harmonized way
in the Northern Europe region. The majority of this information is required by the Congestion
Management Guidelines. The Transparency Report requireghtbemation on load, tras:

mission and interconnectors as well as balancing was to be published at the beginning of 2008
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on transmission system operatorsoé (ora-power
tion information was to be implemented stagtirom 1st July 2008.

The monitoring report showed that the level of transparency is high in the No&heype

region as regards load, transmission and interconnections and bald#owever there is

still need for improvement. The information on lmaliag is currently mainly not published as
requested. Information on generation is seen as the part where major improvements still have
to bemade.

Congestion management guidelines requinéer Article 6.5 h &n anfiual basis, and by

31 July each yeartthe Regulatory Authorities shall publish a report setting out the amount of
revenue collected for ihonth period up to 30 June of the same year and the use made of
these revenues in question, together with verification that this use complies witlegbatpr
Regulation and Guidelines and that the total amount of congestion income is devoted to one
or more of the three prescribed purposes.

In year 2005 Nordic TSOs decided to use congestion income to five priogtiseskection
reinforcemeninvestmens in Nordic countries. In their recent agreement TSOs have agreed
on criteria for sharing the congestion income in longer time perspective thmtind of
2011).

During the year 2(®congestion managemeimcomefor the Finnish TSO (Fingri®yj) to-
talled EUR 23.2 million? During the period 1.7 31.12.20G congestion management gev
nuesamounted td&EUR 21.3 million and during the period.17 30.6.20® congestion ma:
agement revenuestadled EUR 1.3 million respectively

Transmission capacity calclation

The Nordic TSOs havagreed on common principles for determining the transfer capacity in
the Nordic power market. These principles for determining the capacities and margies are d
scribed in the System Operation Agreement between the Nordic diszsseparate dac
ment. The Nordic TSOs use definitiofier transfer capacitywhich are in line with the dief
nitions used in the association of European Transmission System Operaiwseiso

net.org.

The TTC(Total Transfer Capacitypetween two subsystenis.g. between Finland and 8w
den)is jointly determined by the TSOs on both sides ofitierconnectionWWhen deternmi-
ing the capacity on the interconnection between two subsystems, the capeaitylatedy
the TSOs on each side of the connection by using computer programsohassardinated
network models. If the values differ, the lowest value is used.

The objective is to give the market as high capacity for energy trade as possible taking int
account outages and faults in the netwadere the security criterion-h shall be applied.

The ability to transmit power shall be calculated for each sfat@eration. This applies both
to transmissions within each subsystem and to exchanges betweesteaulsyMostre-

2 Source NordPool Spot
*Document APridredieplmé ;i hg the transfer capacity in th
2008, available at www.nordel.org
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quently, this is achieved by means of a transmission corridor being defined, and static and
dynamic simulations determine how much power can be transmitted in any ditactiogh

the corridor before thermal overloads, voltage collapséoamstability arisefollowing a d-
mensioning fault. In the corridor, an arbitrary number of lines on diffdesels of voltage

can be included.

The TTC is the maximum transmission of active power, which is permitted in transmission
corridors betweenhe subsystems or individual installations. If the transfer capaciy-is
ceeded, measures must be taken. The transfer capacity is set, using a certain safety margin
(stability, voltage etc), at the transmission levels, which will entail network collaptes in

event of dimensioning faults.

The NTC(Net Transfer Capacity, trading capacityplues between all the subsystems are
given to Nord Pool Spot for degheadrading (Elspot) in its entirety. The TSOs guarantee the
NTC value given for Elspot trading.he available transfer capacity (AT,Gyhich remains
avalable after dayahead tradingis used for further commercial activities, i.e. the Elbas
market and the regulation powaarket.

On the HVDGconnections, the thermal capacity (TTC) is normally usedNTC value in
bothdirections and there is no need for any margin (TRKMnsmission Reliability Marg)n

Transmission capacity to/from Finland is calculatedpractice using simulation models,
which represent typical seasonal base load flow casd®ilNordic power system (winter,
summer):

- winter day load representing high loading

- summer night load representing light loading

These base cases are defined from measurements and forecasts. The operational situation in
neighbouring countries is normalbased orthe worst case load flow scenarios. The base
cases are updated with production, loads, transmission capacity and outages when monthly,
weekly and daily capacities are calculated. In the future the real time data from SCA&DA sy
temwill be used ma effectively to build simulation cases.

The transmission capacity is estimated a year, a month (six weeks) and a week (esery Tue
day the end of week and the following week) ahead. The capacity for a year ahead-is calc
lated with the intact grid. Capa@s a month and a week ahead are calculated takinganto a
count planned outages in the system (both grid and production). The daily capacity is a
nounced a®.30(EET) in the morning for the next daks stated abovéhis capacity is bid-

ing to the TSO andh case of congestion the TSO has to coutntate to relieve congestion.

The transmission capacity is calculated with variable transmission situeti6irdand(red-
ised by modifying production and load) using a contingency list consisting of créididle

* The Net Transfer Capacity NTC (trading capacity) is defined as: NTCSTTRM, where NTC is the max

mum exchange programme between twaareompatible with security standards applicable in both areas and
taking into account the technical uncertainties on future network conditions. TRM (Transfer Reliability Margin)
is a security margin that copes with uncertainties on the computed TTC adhkieg from: a) unintended dewi

tions of physical flows during operations due to physical functioning offieapiency regulation, b) emergency
exchanges between TSOs to cope with unexpected unbalanced situations in real time, ¢) inaccuraciesae.g. ind
collection and measurements. Between Finland and Sweden TRM is 100 MW.
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and production outages with allowed consequences according to the Nordic dimensiening cr
teria.

3.1.3 The regulation of the tasks of transmission and distributionco m-
panies

According to the Electricity Market Adhe electricity network operation caligr a licence
issued by thé&energyMarket Authority (electricity network licence). The licence is granted
for the time beingr, on special grounds, for a specified pewbtime.

In the Finnish legislation thelectricity network operationhas been dé&fed asplacing the
electricity system against payment at the disposal of anyone needing trams@s similar
system services. Electricity netwodperation also includes any such design, construction,
maintenance and use of electricitgtwork connetion of customers' electric equipnieio

the network metering of power, and other measures necgsedransmission of electricity
and for similar system services

The network operators havariousobligations:
- obligation todevelop the electricity meork;
- obligation to connect; and
- obligation to transmiélectricity

The electricitynetworklicence granted to a distributioretworkoperator specifies thepem-
t o gawgraphical area of responsibiliccording to the legislatiorhé distributiometvork
operator haan exclusiveight to construct a distributionetworkwithin its area of respois
bility. A third party is entitled to construct a distributinatworkwithin the distributionnet-
work operator's area of responsibility only if:

1. the netwok to be built is an electricity consumer's service line with whichctine
sumption sités connected to the electricibetworkof the distributiometworkopesa-
tor of the area of responsibility;
2. thenetworkt o be built i s an elinewithwhicktantlgctic o ns un
ity generatingplantis connected to the electricitetworkof the distributiomnetwork
operator or othemetworkoperator of the area of responsibility;
3. thenetworkto be built is an internaletworkfor a property or, resjgéively, a group of
properties; or
4. thenetworkoperatorallowsanothemetworkoperator to constructraetwork

The Energy Market Authority has issued electricity distribution network licenses woth ge
graphical area of responsibility 83 distribution retwork operators. At the Finnish electricity
market legislation electricity distribution network have been defined as network below 110
kV level. Some of the electricity distribution network operators have also 110 kV Adds.
tionally, therewere in Jure 2009 also 13 regional network companies having only 110 kV
lines.

Fingrid Oyj, the electricity transmission system opera®responsible for the main trangmi

sion grid It owns and operatesectricity transmission linesf 400 kV and 220 k\and add
tionally some 110 kV linesBased on the Electricity Market Act, the Energy Market Autho

ity has granted the company an electricity network license, in which the Authority has ordered
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the company to be responsible for the functioning of the power sysemasibnal leve(sys-

tem responsibility)As t he transmission systemrespgner at or
bility for electricity transmission in the main gyithe development othe main transmission

grid, maintenance of instantaneous balancevbehdemand and supplpalance settlemesat

a national levehndpromoting the functioning of the electricity market.

The kength of electricity network in Finland at the end of @9 km divided into different
voltage leved is shown inTable3.

Table 3. Length of electricity network at the end of 208.°

Length of network, km
11§b‘c‘)\\fe°r 1-70 kV 0.4 kV Sum
Distribution 6 229 136085 230876 373189
Regional 1585 1585
Transmission 14 189 14189
Sum 22003 136579 230876 389 458

The electricity market legislatiodoes notrequire that the network operators shall own the
network. However, almost every network operator in Finland owns the neiinisr&pera-

ing. Many néwork operators in Finland have outsoureguhrt of their activitiesfor instance
construction and maintenance of lines.

Network Tariffs

According to theElectricity MarketAct, the network operators are able to set the actual ne
work tariffs and chargs by themselved here is no exante approval of tariffs gprices of
network services by authoritie§he network operators have to notice their customers about
the changes in charges at least one month prior to entering into force.

The Energy Market Athority confirms exante the methodology to be used in setting both
transmission and distribution network tariffs aswhnection charges. The Energy Market A
thority has to approve eantealsothe terms and conditions @fansmissiorand connection
servcesbefore the network operators are ablapplythem

The methodology of setting network tariffs wile confirmed prior toa regulatoryperiod of

four years. As an exceptipthe first regulatory periodoveerd years 2005 2007. Prior to
confirmingthe methodologythe regulator publishable guidelines orthe details of he meh-
odologyand organisea public consultation on the guidelines with the stakeholdévs.se-

ond regulatory period of price regulation in electricity network operation cdkieryears
2008- 2011. The Energy Market Authority confirmed in December 2007 the methods co
cernir;Fg the rate of return in electricity network operation to be followed in the next regulatory
period.

® Preliminary figures May/June 2009
® Unofficial English translations of thenethodology of setting network tariffis 2008-2011 will be available in
autumn 2008 on the Energy Mark Aut hor i wywesergramdrkkinavirastodi t
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Accordng tothe Section38a of the ElectricitjMarketAct, the methodology confirmed by the
regulator may includéhefollowing items:

- method for the valuation of regulated asset value

- method for determining approveate ofreturn on capital

- method for determining realised profit of network operations

- methd for settingefficiencytarges for network operations

The confirmedmethodologyfor setting network tariffgluring the year008- 2011includes
all theitems mentioned above.

The retwork will be included intahe regulated assefalueas the netpresentvalue instead of

book value.Ever since the first regulatory period, the Energy Market Authority has encou
aged system operators to make investments in the electricity network. In the regulation model,
all investments in the network will annually kekén into account in thassetbase which is

used to determine the reasonable rate of refilra.netpresentvalue ofthe network will be
updated annuallypy taking into account depreciaticend investmentsApprovedrate ofre-

turn on capital is determideusinga WACC-model (Weighted Average Cost of Capital) and

will be updated annually.

During the second regulatoperiod in 2008 2011 te network operators asdso encou-
aged to increase the efficiency of their operations and to maintain a highysetakectricity

supply.

In the first regulatory period, the Energy Market Authority set an efficiemgyovement te

get for the operative costs of the operators of electricity distribution and regional networks,
which did not, however, take into aeod any compangpecific differences in efficiency.

The general efficieney mpr ovement target was based on im
ductivity. As of 2008, compangpecific efficiency differences have also been taken inte co
sideration, which meanthat the requirements set for efficient system operators are lighter
than those set for inefficient operatoFar the second regulatory period in 2008011 the
Energy Market Authority has set both the general efficiency target and the cospeuific
efficiency goals for the DSOsThe compamspecific efficiency goals are based on the
benchmarking of DSOs by using both the DE®del (Data Envelopment Analysigind the
SFA-model (Stochastic Frontier Analysig)he confirmed methodology includes incensive
improve the cost efficiency also for the regional and transmission system operators.

In addition to the priceguality of supplyis also important to electricity users. The regulation
modelfor the second regulatory perieticourages system operatatso to improve the gla

ity of electricity in two ways: by taking into account network investments in the capital base
and by treating the losses caused to customers by interruptions as items comparable with
costs.

The losses caused to customers byngrruption in electricity supplaretaken into account

as an item comparable to costs, i.e. price tagdeveloped fodifferent type ofinterruptions.

The Energy Market Authority hasot set specific targets for electricity quality improvement.

The autturns required of system operators must be equal to the average outturns of previous
years. However, the regulation model encourages system operators to improve the quality of
electricity supply, because the fewer the interruptions, the higher the sygteenr at or 6 s r a
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return. Similarly, electricity quality impairment lowers the permitted rate of return for he sy
tem operator.

According to the Finnish regulatory model thetwork operator mayuringindividual yeas

within the regulatory period, gaearnings from itmetworkoperation that are higher than the
earnings considered reasonable in line withabefirmedmethoalogy without intervention

by the regulator. The pricing shall be reasonable when viewed over the regulatory period as a
whole.

After the regulatory period ha®me to an endhe Energy Market Authority wiltonfirmthe
earnings of each network operator in its supervision decisions for the regulatory period, and
will confirm the amount of any accrued earnings that exceed csHait of reasonable ewr

ings for the regulatory period. Where necessary, the supervision decisions will inclugle an o
ligation to return to the customers any windfall profit for the completed regulatory period
throughlower network chargefor the new regiatory period. The supervision decisions will
correspondingly confirm that the network operator may allaise network chargesr the

new regulatory periodyith the amount by which the earnings accruing to the networlaeper

tor from the previous regulatpperiod fell below the reasonable earnings level.

In autumn 2008, the Energy Market Authority confahwith its decisions the realise@-r
turns that have accrued to each electricity system operator during regulatory period 2005
2007, along with a res@nable rate of return. If a surplus has accrued to a system operator du
ing the period, the Energy Market Authority will oblige the company to return it to customers
in the form of lower distribution tariffs in the course of the regulatory period 208®BL1.
There were, however, eleven companies that had set the distribution rates in 25
higher leading into rate of return exceeding the maximum allowed by the Energy Market A
thority. These companies have to return the excess, correspondihigrtdl.7 million to the
customer base during the now ongoing observation period of-2ZD0BL. This excess c@¥
sponds to about 4% of the total annual net sales of the mentioned companies. The companies
that have not set the rates to the maximum allowed ¢oatdase the charges during the o
going observation period by a total BUR 340 million. In case all companies would set the
rates to the maximum, the rates would increase by 7% on an average.

The Energy Market Authority collects annually from the nelwoperatorsseveral kind of
information on network operations, like tariffs of network servicéisancial information,
technical and economical key figures and data assesSicigncyof network operationsChe
technical key figuresollectedamually includefor instancanformation on quality of supply.
The Energy Market Authority has also powers to ask additional information frotnattse
missionanddistribution system operatoos network operations fahe supervision purposes.

According to theElectricity Market Act, charges of transmissioand distribution services
shall be publicThe transmissioranddistribution system operatoshall have public charges
and terms and conditions for network services. The pricing of network services mus#-not p
sent any unfounded terms or restrictions obviously limiting competition within the electricity
trade. Accordingo the legislationat the request of the customer (either generator or load),
the transmission and distribution system operators shall gmfér a comprehensive and
sufficiently detailed estimate on the costs of connection.

The network operators may appeal against the methodology confirmed Bygeitg Market
Authority to the Market Court and, furthermore, both the Energy Market Authamiythe
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network operators are able to appeal against the decisions of the Market Court to the Supreme
Administrative CourtA total of 91 electricity systemoperators filed appeals with the Market
Court in Januarp008againstthe methodgor the secondregulatory periocconfirmed by the

Energy Market Authority The Market Court issued decisions on the appealBecember

2008 The Market Court made some changes to the methods confirmed by the Energy Market
Authority. The Energy Market Authority and 11 dlgty distribution network operators

have made an appeal to the Supreme Administrative Court against the decisions of the Market
Court.

Estimated nationahverage networlaccesshargesduring period 1.231.122008for differ-

entconsumption bandareshownin Table4. Prices are excluding all taxes and VAJuring

2008 distribution network access chargegathout taxesrose on averag8.7 per centand
transmission access charges by approximately 5 perAetite beginning oR008 the ele-

tricity taxes were raised by @B cent/kWh forindustrial customers and byl@d cent/kWh for
other cistomers.

Table 4. Estimated national average network chargesluring period 1.7-31.12.2008excluding taxes and
VAT.’

Approx network access

Number of charge

regulated can- | (euro/MWh)

panies Band | Band Band

le Ib Dc
Transmission 1 1.97 (average)
88 (+ 13 e-

Distribution gional) 415 | 2333 39.21

At the 1*' of February, 2008 the new amendment to the Electricity Makketcame into
force. According to this amendmerhe connection fees femallscale electricity generation
(maximum 2 MVA)may notinclude thecosts caused by strengthening the existing electricity
network but only include the direct costs of connectidimne new regulation also sets the
maximum level of the network charges for the electricity generation connected to theidistrib
tion network. The annual network charges collected from an electricity generator may not e
ceed (07 cent/kWh.

Interruptions of delivery and compensations from nordelivery

Table5 shows interruptiong transmission and distribution networks durthg yearsl999

2008 The rumbersincludeboth planned and unplanned interruptions. In Finland storms and
other circumstances caused by weattreanimals havea remarkable influence on intepu

tions because about 90 per cent of MV distribution network are overhead lines. Thus annual
variationsin interruption timesnay besignificant

" Prices are based on the new methodology by Eurostat for collecting electricity prices from 2007 onwards.
Prices are average of the 6 montsfinitions for reference custombend are:

- BandDc: household customewith annual consumption & 5005 000kWh/year,

- Bandlb: commercial customemwith annual consumption &0-500 MWh/year and

- Bandle: commercial customsmith annual consumpin of 20-70 GWh/year.
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Table 5. Interruptions in transmission and distribution networksin 1999-2008.°

Interruptions
minutes lost per customer per year
1999 | 2000| 2001 | 2002 | 2003 | 2004 | 2005| 2006 | 2007 | 2008

Transmission 6.27 | 162 | 228 | 554 | 212 | 210|202 ] 210 | 150 | 155

Distribution 167 | 114 | 256 | 136 | 123 | 103 | 180 | 145 | 103 | 129

According to theAmendment to the Electricity Markétct, which came into force in e

tember 1, 2003, the electricity network operators have to pay fixed compensations tethe cu
tomers iftheinterruption time is 12 hoursr more If the interruption time is at least 12 hours

the fixed compensation is rcentof t he customer 6s annual net
compensationncreasestepwisewith the interruption timeThe maximum compensatias

100 per centof the annual network charges when the interruption tiasexceeeéd5 days.

In 208 electricity distribution system operators paid fixed compensation payments because

of long interruptionsa total sum ofEUR 0.83 million, compared withEUR 0.36 million in

2007 ancEUR 2,6 million in 2006

Transmission tarification according to Regulation 1228/2003

The Regulation1228/2003warrants the Commission to adopt and amend Guidelines on
Transmission Tarificatiorf-urthermore, th&®egulation regies parallel adoption of ITC and
Transmission Tarification Guidelines, but the difficulties with deciding on the appropriate
ITC scheme have postponed the process. ITC Guidelines and Guidelines on Transmission
Tarification have not been adopted so IRGEG hasadvisedCommission on draft gued

lines and also made a proposal for reipgron charging structurand Gvalues.

General description of the transmission tariff structure

The transmissiongrid chargescowver costs of infrastructure, operation camimaintenance
losses, ancillary services, operating costs, congestion management (¢oaditey, ITC
costs and return on capit@pproved through tarification methodologgt by Energy Market
Authority as described above in chapter 3.1.3).

Transmis®n pricing in Finland is based on postage stamp tariff, i.e. same tarifisralis

the country independent of location. Tariffs consist of only variable charges without any fixed
charge, i.e. charge for the use of the transmission network and chargarkat utilisation
(Aconsumption feeo). Consumption fee consi s
chargds applied:(i) wintertime fromthe 1% November tahe 31* of March and(ii) othertime

periods. Besides these variable components cowneptint fee is charged. Thus ttrarns-

®Distribution data for interruptions has been corrected after-ofussking.

ERGEG advice to the European Commission o0Guidelines
ERGEG websitewww.ergeg.org
ERGEG report, iReporting to the European Commai ssi on

tional Gbo, December 200Mmvwergeg@g | abl e at ERGEG website
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mission tariff structure is made up of three components each covering a specific part of the
costsas follows:

- Consumption fee concerns the consumption of electric energy beyond the connection
point between the custeer and TSO. This fee remunerates the cost related to $he po
sibility given to the consumer to obtain his supply from a national market.

- Use of grid fee concerns the volume of electric energy transmitted throughsthe cu
tomer 6s connect eparatelypfa outptt fromsthe gradiardifoe idputs
into the grid. This network utilisation component remunerates the cost related to the
physical utilisation of the network.

- Connection point fee concerns charges for all the connections defined in the-conne
tion agreement between a customer and TSO. This fee remunerates the measurement
and operational costs of the connection.

The energy based fees (consumption and use of grid fee) are based on physical measurements
across the connection point and they adependent of electity trade between market pa
ticipants. TSQOis responsible for arranging and maintaining the measurements of electricity
transmitted through the connection poifihe grid service fees are invoiced monthly the

TSO.

Charges are maiplpassed to the consumérsic onsumpti on f eedvheaend MfAus
tari ff for grid input (fAiproduction feeo) is
draft Guidelines on Transmission Tarcdtion under Regulation 1228/2003:zes for he year

2008 were as follows:

- Consumption fee / consumptiog:16u/ MWh, wi nter peri od
1084/ MWh, other ti mes

- Use of grid fee: 0660/ MWh, output from grid
030 U0/ MWh, input to grid

- Connection point fee: 1000 U/ connection point /

Connection charges paid by generators and/or loads

TSOmaintains, oprates and develops the network which is under its responsibility, as well as
connections to the other net wor ks, TSOms order
obliged according tahe Electricity Market Act to connect customers to its network, under
conditions complying witl S O @eseral connection rules. The customer 88@ agree in a

separate agreement on financial compensation and the other conditions related to it conne
tion. According to the amended Electricity Market Act (at end of year)2@d#hs and coned

tions and charging principles for connection seTB shall be approved eante bythe En-

ergy Market AuthorityGener al 'y the connection charges I
becausehe customer payssuallythe costs of connectioto the transmission network at the
connection point. The conrigan line from customer site to the TSO substatisrgenerally

paid andowned by the customef.SO has an obligation according to the Electricity Market

Act to overall development of the tremission grid. Thus reinforcements of the maingran

mission grid caused by new connections are paid by TSO.
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Other charges

There are no separate charges for ancillary serviosss of ancillary services al@gelyin-

cluded in use of grid fee componteln addition, charges based on location are not applied in
Finnish transmission tarification. Furthermore, no additional charges for generators and/or
loads exsted in the year 2@)

Average G charge for year 280

According to the draft Guidelinesdnr ans mi ssi on Tari fication t
average GO6 i s sCrt ut/ owidin the dlordelnsysianilloef Gvalue -

scribes amount of money generators have to pay for their injection to the transmission grid.
The Gvalue is calculed by using the total annual transmission tariff charges paid byagener
tors connected to the transmission grid, divided by the noggisured energy injected ann

ally by these generators to the transmission grid. Thal@e includes only charges from
gererators directly connected to the transmission grid and injected energy to the grid.

G-charge includes use of the grid fee (input to grid component) and connection point fee. |
dividual Gcharge for small generators is higher compared to large genatatots effect of
connection point feeThe average G charge for year 80@ Finland wasaround0.327

U MWh. This average &harge complies with ranges set in draft Guidelines on Transmission
Tarification.

Balancing

Balancing is managed by market basesthods in the synchronously connected Nordiceou

tries (Finland, Sweden, Norway and Denmaik)e Nordic countries have establishechto

mon regulation market in the year 2002 to handle balancing. Imbalances will be handled and
settled according to commaules defined in System Operation Agreement betvieenlor-

dic TSOs. Balancing is managed withive Nordic control areas as one system consisting of

all four Nordic TSOs. The balance regulation is based on the Nordel frequency requirements
agreed on th&ystem Operation Agreement. However, imbalances within a countrytare se
tled according to principles that vary from one country to another.

Figure 3 presents the balance management in the context of the Nordic electricity market
model. Besides the regulation power market for actions during the specific operating hour
Elbasmarket can be used for the inrttay trading and revisions of nominations after the day
ahead spot market (Elspot) has closed.

Annual Report 2009 i Energy Market Authority, Finland 32

h ¢



Physical market Specifi tina h Balance
Power transactions Pecitic operating hour settlement

ELSPOT ELBAS

max 3 months

Balance management
Power balances

of the parties

Fixed transactions must be
agreed and reported before the
specific operating hour

Figure 3. Balance management in the Nordic electricity market modeSource: Fingrid Oyj).

In the Nordic regulation market all bids are collected in the joint Nordic merit order list and
according to this list the production increases and decreases aegl @arriwhere they are
most advantageous in the price order, however, taking into account congestions between co
trol areas. This leads to the effective utilisation of the Nordic balance resources.

The kalance between production and consumption withinegip operating hour is created
through the regulation market by the upward and downward regulation of productiomand co
sumption to handle physical imbalances taking into account the effects on cong8stions.

The price of the regulation power during $ecified operating hour (the balancing interval

60 minutes) is determined on the basis of orderedbupownregulations. This implies that

the price of the regulating power is known only after the end of the specific operating hour. It
has been agreetidt the price of upregulation is the most expensive-tggulation bid o
deredby the TSOduring the specific operating hour. All those who have participated in the
up-regulation during the specific operating hour receive the same compensation per MWh.
Regectively the price of downegulation is the cheapest doweygulation bid orderetly the

TSO during the specific operating hour. All those who have participated in the-down
regulation during the specific operating hour receive the same compensation refThBV
averageregulating power pricefor up-regulation wa$3.93 0 / MWh ear @007 53,95

a/ MWh 2@0& 815 0 / M\Wand downregulation was21.00 0 / MWh  2097e24 r

a/ MWh 2004 46.6 0 / MWh Finlandin year 208. The volumes traded iregulaton
market were foup-regulation90 GWh (year2007 121 GWh an@006: 1486 GWh) andfor
downregulation201 GWh (year2007 1673 GWh and2006:1235 GWh) in Finland during

the year 208 (Source: Fingridyj.).

Requirements set kiire TSO for Finnish bidderto act in the Nordic regulation power market
are as follows:

1% More information inNordel Amual report 2002nd Annual Report 2005Energy Market Authority, Finland
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- The minimum capacity of a single bid is 10 MW

- Full power should be delivered liye bidder in 10 minutes after the bid,

- The bid must include power (up/down regulated MW), price (euro/MWh)@nd
cation (north/south of Finland)

- The bids are to be submitted electronically to TSO no later than 30 minutes before
the beginning of the operation hour, b i
where gate is closed 30 minutes before the specific apgtabur and bids can be
given from beginning of operating day until 30 minutes before the specifictopera
ing hour

- The bid applies to a whole hour and it can be activated immediately fronethe b
ginning of the hour or later during the hour

- There may exisseveral power plants behind one regulation bid

According tothe Electricity Market Act the Energy Market Authoritysets the pricing mbt
odology for balancing services provided by the TSO. During thedimdtsecondegulatory
period (years 20056 2007and 2008 201]) the Energy Market Authorityshall execute joint
supervision of both network and system operation (including balancing services) in the price
regulation ofthe TSO. Furthemore the Energy Market Authoritghall accept terms andrco
ditonsof T SO6s b al (eenstandard bakrea agreementien they are to beey
newed.The Energy Market Authority approved terms and conditions for TSO balancing se
vicesin February 2007.

The balance service costs related to the national energurmomion were in Finland 29
euro/GWh in year 2008 when costs of regulating and balancing power and costs of reserves
are excluded. The total annual income for TSO from the balance fees in year 2008 was 2.2
million Euros. Fees are charged from every balaesponsible party (about 25 balanee r
sponsible parties exist in Finland).

The TSO provides information on forecasts and values for the reserves before, durifig and a
ter the operating hour; also regulation prices after operating hour. Most of thisnafion is

given only to the market participants and to Nord Pool. Publicly available information can be
found on Fi magwfingddfima nwle Nir tde P enow.ndrdpookcenb s i t e

The Nordic countries under Nordel have agreed on the balance proposal. The new balance
agreement was implemented in Denmark, Sweden and Finland from the beginning of 2009. In
Finland production up to 1 MW is settled as consumption. The agreeonearmimon Nordic
balance management with one imbalapdee for consumption and two imbalance prices for
production will be implemented in Norwayn 28 September 2009, with an exemption for
generation units under 3 MW installed capacity, which will béesbds consumption.

The purpose of balance settlement is in all Nordic countries to settle the imbalances that are
theresult of electricity deliveries between the parties in the electricity market. The system o
eratorsperform two types of balance settient.

Balance power between two countrisspriced and settled according to the Nordel System
Operation Agreement. Since SeptemB602, bids from market participants with available
regulating capacity are entered int@@nmon price list in the commaddordic Operational
Information System (NOIS). There is n@axcommon regulation market and the systemasper
tion agreement results in a balance cordral balance regulation of the interconnected power
system that is much harmonised
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The balance settlemeintside the countries is a settlement between the system operators and
thebalance responsible parties. This settlement is governed by national balance agreements.
The balance agreements also describe how the balance responsible parties can participate in
theregulation power market.

3.1.4 Effective unbundling

In Finland thetransmission system operatdiingrid Oyj, is legallyand functionallyunbun-
dled from electricity supply and generatioHowever, he company is not fully ownership
unbundled because tworggrating companies, Fortum Power and Heat Oy and Pohjaan V
ima Oy own both 25 pecent of the shares. The other owners of Finghg are State of
Finland (12 percent) and insurance companies (38 gamt). Fingrid Oyj owns almost fully
its network asset Only a few lines have been leased out.

The 3" packagerequires that electricity transmission netwankeratorsare separated from
production and supply activitie¥he holdings of Fortum and Pohjolan Voima in Finged r

quire that Finland takes stepo implement the separation obligation. On 28 April 2009, Fo

tum and Pohjolan Voima announced their decision to launch preliminary studies of the sale of
their Fingrid shares.

In its meeting on 16 June 2009, the Cabinet Committee on Economic Policgsdiddhein-
bundling alternatives for Fingridfhe Committee approved guidelines as government-obje
tives stating thaFingrid will be transformed into a transmission network company factually
unbundled from electricity production, operating in compliawi® the Internal Electricity
Market Directive In the long term, the state will secure the strategic interests and security of
supply in the electricity system and transmission network by acquiring the majority of Fingrid
shares and the majority of votesthe annual general meeting (minimum of 50,1%). The aim

is to execute the change of ownership via voluntary deals with Fortum and Pohjolan Voima.
The state is also positively inclined towards such an alternative that shareholders of Pohjolan
Voima, which are for the major part users of electricity,a company established by them
fulfilling the requirements of the Directive

Since the beginning of 2007 thegal unbundlingdf network operations from electricisup-

ply andgeneratioractivitieshas beemequired also from thdistribution system operatons
whose 400V electricity network the annually transmitted quantity of electricity has been at
least 200 GWh during the last three calendar y&dh&n lookingat thenumber of customers

the threshold value corresponds to aboub@0 customers. The threshold valughas sg-
nificantly lower thanwhatthe directive requires.

If the vertically integratedlistribution system operattiad reached the threshaldlue before
the amendment to the Electrictjarket Act became effectivat the end of 2004 change in
the corporate structuteadto be implemented by the first of January 2007. The transigen p
riod wasshorter than the directive allows. TotalB4 distribution system operatoo$ 89 were

at the beginning of 2008ver the threshold valueAlso somedistribution system operators
under this thresholdaluehavevoluntarily legally unbundled network activitidsom electrc-

ity supply and generation adiies. In June20® a total of50 distribution system operators
were legally unbundled.
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The legally unbundledistribution system operatoase not required to be structured ang-sp
cial legal form. The only limitation is that the separated companiesotaéoth be public
utilities because then teecompaniesvould bepart of thesamdegal entity.

Many of the distribution system operators are either municipal utilities or companies in which
the majority of the shares are owned by municipalities. Taere@about 120 DSOs who are
private or state owned. In Finland there are no requirements for ownership unbundling of the
DSOs.Most of the legally unbundled distribution system operators still belong to same group
of companies as electricity retailers &rdgeneratordn many cases the parent company of a
legally unbundled distribution system operator is a generating or retailing company. On the
other hand, somelectricity retailersaare owned by group ofdistribution system operatoris

most cases thlegally unbundlediistribution system operatob®longng to a groupof com-
paniesshare their operational, managerial, and financial responsibilities. Part of the strategic
and operational tasks dalistribution system operatoexe done in collaboratiowith other

parts of theconcernor outsourced to thentsually, the distribution system operator and the
retailer have at least a common customer service.

There arealsoavailable independent service providers for the construction and maintenance
of the retwork Some electricity system operatotsave outsourced part of their operational
tasks to these service providers.

The majority of the electricity system operatotsave the economic ownership of the assets.
However, there are sonsectricity system peratorswho are operating with leased out-ne

work assets and thus they dondét havAtthehe ecc
endof 2007 there were 9 distribution system operators who were operating with a distribution
network leased out frortmeir parent company. In addition to these traeeesomeotherDSOs

whose network assets gpartially leased, liksomesubstations.

Regardless of whether tidectricity system operatdtras or doesndt h-ave th
ership of the assets, it neddsfulfil the technical, economic and organisational preconditions
for the electricity system license:
1 The organisation of the applicant corresponds to the scope and nature of its gystem o
erations;
1 The applicant has a sufficient staff in its service;
1  The applicant has in its service an operating manager and, if the applicant carries out
electrical works, a manager of electrical works, that meets the eligibility requirements
laid down in or by virtue of the Electrical Safety Act (410/1996);
1 The applicahhas the economic conditions for profitable electricity system operations;
1 The applicant has the right to decide on the resources needed for the operation, upkeep
and development of an electricity system; and
1 The grid operator to be placed under théesys responsibility has delegated thectun
tions related to the national balance responsibility to its separate operational entity or a
subsidiary wholly owned by it.

The fifth point is comparable to the Article 15(2)(c) in the Directive 200B64nd thus

relevant for alldistribution system operator¥he corresponding principle has been de facto
applied inFinland established practise of granting an electricity system license since year
1995. Besides these requirements, any additional rules that piavidie theelectricity s-
temoperatorsvi t h mor e financial i ndependence are n
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formal restriction preventing that cash flow (e.g. in the form of dividends or transactions) of
electricity system operat@an be usedy the holdings.

The functional unbundling requirements are applied to legally unbudd&ibution system
operatorswith some limitations, with the exception of the requirement in the article 15(2)(c),
which is applied to aldistribution system opetars (see above). The functional unbundling
requirements are restricted to legally unbundlediribution system opera®because theef
quirements are related to the legal organs of the company (the board of directors and the ma
aging director) and are htherefore applicable to vertically integrated company. Theitrans
tion period related to legal unbundling does not extend to functional unbundling requirements
but in practice thelistribution system opera®ineed to be first legally unbundled before the
functional unbundling requirements can be applied.

The requirement for separate management foeléetricity networkcompany is limited to
legally unbundledsystem operatsrwith 50000 customers or more and it coversdiribu-

tion system operatsrin Finland According toElectricity MarketAct a person managing a
network operator engaged in a legally unbundled electricity network operation w050
customers or more may not act as the managing director of a utility in charge of electricity
generéion or electricity supply or as a member of its board of directors or a corresponding
organ, if the network operator and the utility are under the control of the same party. The
threshold of 500 customers is lower than the directive requires.

The reqiirements for professional interests and compliance programmes are limited to legally
unbundlecelectricity system operat®mwith 100000 customers or more and it covers dis-
tribution system operatsin Finland The ministerial degree, which sets tretailed content

of the requirementsyasgiven inOctober2006 It enterednto force atthe January®, 2007.

The Energy Market Authoritynas prepared and publishadecommendation for compliance
programmeAccording to theministerial degree thelistribution system operatohadto pre-

pare a compliance programme and send it to the Energy Market Authority inT2@D7irst

reports on implementation of the programme were published and posted to the Energy Market
Authority in 2008

The accounting unbutidg applies to the rest ddlectricity system operatqrgvhich are not
required tobe legally unbundled The accounting unbundling is also required in the legally
unbundled companies, which have other activities besides network busihese activitis

are not relatively smallAs arelatively small activity has been considered busiredsvities
whoseannual revenue is less thBtR 500000 and less than 10 ipeent of the compardy s
total revenueAccounting unbundling requirements are specified \th#h ministerial degree
andthe Energy Market Authority has issued the guidelines on the compilation of unbundled
financial statements in 2005. These guidelines are not legally binding but they show-the pr
cedure the Energy Market Authority considers futie requirements of the legislation. Both
the distribution system operatoesd thetransmission system operatare under the oblay

tion to publish unbundled accats with certain formula. They shall publish the unbundled
financial statements as a paftthe statutory financial statement, annual report or correlspon
ing other public document available to the stakeholders.

The unbundled income statements, balance sheets and any supplementary information of u
bundled operations are audited as part osthtutory auditingThe Energy Market Authority

has issued the guidelines in-gperation with chartered accountant on the auditing of mnbu
dled financial statements in 2006. These guidelines ainelfwthe audit of unbundled fima
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cial statements in diffent electricity system operatorand inform the auditors about the-u
bundling requirements.

The Energy Market Authority supervises that the network companies are fulfilling the-unbu
dling requirements. The Authority has also powers to oblige the coegpémicorrect ns-

takes or omissions. A conditional fine may be imposed to make decisions effective. As a final
mean the Energy Market Authority may also withdraw the electricity network licence from
the company.

Even if there are legally unbundlédstribution system operatsy many of them still havihe

same corporate presentation with the electricity supply and generation activities. In most
cases, for example, the customer service or-pages arshared, but wly a few distribution

system operatsr have separate headquartefithe electricity transmission system operator
doesndét have el ect adiwtiesinthe ssmmepcoporatiomand tiqusilee r at i o
own corporate presentation.

3.2 Competition Issues

3.2.1 Description of the wholesale market

Market structure and integration to Nordic wholesale market

Finland consume@®7 TWh of electricity in 208, about 37 per centdown on the previous
year. Condensing power declined due to good hydro power @egeneration oheat and
powercovered34.7 percent of the consumption of electricityuclear powenearly 8.5 per

cent hydro power22 per cent and coabased and other conventional condensing power about
10.6 per cent.Wind power accounted fdy.2 per. Eletricity importfrom Russiao Finland

was 109 TWh andincreasedy 0.5 TWh but import from Estonia was2TWh via new co-
nection.Electricity netexport tothe Nordic marketwasabout 03 TWh. Total net imports of
electricity coveredclose to B per cent of electrity consumption.The peak deand
amounted to 3 770MW in 208"". Table 6shows electricity net production, imports and e
ports in Finland in 2000 2008.

The Finnish electricity generation sector is characterized by a large number of actocs. The t
tal number companies producing efasty amounts to some 120 and the number of pcedu
tion plants is circa 550.

The total installed capacifyat the end of 20 was17,036 MW consisting of conventional
thermal power (1,150 MW), nuclear power (246 MW), hydro power (897 MW) and wind
generation (143 MW).

In Finland there were four companies with at least 5 per cent share of installed capacity. The
share of the three biggest companies of the total installed capacity was estimated to be in the
range of 45 50 per cent.

' Source Energiateollisuus ry
12 Source: Nordel annual statistics 2007, S1 Installerad effekt den 31 december 2007, MW and Energy Market
Aut horityds power plant registry.
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