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Conclusions of the 14th Baltic Electricity Market Mini-Forum
21 September 2012, Riga
1. The 14th Baltic Electricity Market Mini-Forum took place in Riga, on 21 September 2012. It was organised by the Public Utilities Commission of Latvia.
2. Representatives of the regulatory authorities of the three Baltic States, ministries, TSOs and energy companies from Estonia, Latvia and Lithuania and Poland participated in the Mini-Forum.

3. The Mini-Forum has covered the following issues of special interest:

a. regulatory updates on latest developments in Estonia, Latvia, Lithuania;
b. experience with cross-border electricity flows in Central Eastern Europe and their regulatory implications;
c. challenges faced by Baltic transmission system operators (TSOs) including projects with an impact on the Baltic region, i.e., BEMIP and Ten Year Network Development Plan (TYNDP) and the Baltic electricity market development from TSO’s perspective;
d. market opening in Latvia – the current state of play and further development;
e. questions regarding the results of Nord Pool Spot (NPS) operation in Lithuania and Estonia, and the experience and proposals steaming from traders;
f. Next steps including priority topics and timing.
4. The Estonian regulator pointed out the previous experience and developments related to the full opening of the Estonian electricity market (except network tariffs) as from 1st January 2012. Currently the NPS Estonia price area’s market price is approximately 25% higher than the regulated price. Since the opening of the electricity market for eligible customers (1st April 2010) they have no rights to switch back to the regulated price. Other major developments include works on the Estlink 2 project (650MW) to be operational in 2014, amendments to the legislation, i.e., on universal service (price to be changed once per month, based on PEX price, including reasonable cost and profit margin), TSO certification (the shares of the TSO and Eesti Energia should be transferred to different ministries), on problems related to high costs of electricity produced from renewable energy resources.
5. In Lithuania, NPS operates from 18 June 2012; from 1st January 2013 all consumers except households will be at the open market; there were 26 active independent suppliers of 65 licensed independent suppliers; market opening is about 60%; on 22nd May 2012 the Law on Energy Resources Market was passed and enabled centralized trade of biofuel, oil products, natural gas and supporting instruments from energy prices variation (electricity derivatives);  a gas market organized by BALTPOOL UAB (www.baltpool.lt) launched on 1 March 2013. New tariffs of RES-E set for 2013. A referendum will be held on Visagino NPP, but this should not affect the project implementation process; Projects as LitPol Link 1, LitPol Link 2 and connection of new nuclear power plant are included as the projects of common interests (PCI). In July 2012 NCC adopted the decision that the unbundling of the distribution activity performed by AB LESTO complies with the provisions of Law and Directive 2009/72. On 1st October 2012 TSO shall submit the documents on OU model implementation and NCC will start the final process of unbundling. 
6. In Latvia, the regulator has adopted the TSO’s Ten Year Network Development Plan in August 2012. A draft decision on Independent System Operator’s (ISO) certification has been adopted on 17 September 2012. Further market opening is expected from 1st November 2012 (~75% consumption). Further activities are related to the opening of the NPS in Latvia, certification of ISO, LV-EE 3rd interconnection project as PCI.
7. Unplanned power flows is a serious threat to the security of supply at the CEE region. The representative of the Polish TSO (PSE Operator) has demonstrated the divergences between the schedule of commercial flows and physical power flows on the cross-borders of national transmission systems. These flows decrease available market capacities and may threaten the security of operations. Problems of unplanned power flows stem from a changed pattern power generation (increasing capacity of RES), increasing volume of intraday and day ahead trade, insufficient system development and other. These problems affect an increasing number of TSOs. Following the comment of AST representative, loop-flows on LV-EE border may reach ~300 MW. The PSE Operator calls upon a closer co-operation of TSOs and regulators, a flow based market coupling and increased amount of price areas.
8. The AST representative gave an in-depth overview of the BEMIP implementation and TYNDP. The development of the Baltic corridor is a part of the upcoming Infrastructure package. BEMIP projects are considered as part of projects of common interest. Apart of the assessment criteria of PCI available today, a key element of this assessment will be a relevant cost-benefit analyses (CBA) methodology. Some benefit indicators include SoS, RES integration, social and economic welfare. The assessment will be done first on regional basis. ENTSO-E will issue an updated version of the table of projects of TYNDP in spring, every year.

9.  With NPS operating in Lithuania from 18 June 2012, a Lithuanian bidding area and ELE bidding area representing Estonian and Latvian interconnection are established. Cross-border flows on ELE area are congested. Litgrid and Elering have become shareholders of NPS. Following the analyses made by the Lithuanian transmission system operator (Litgrid AB), the price differences between Lithuanian bidding area and ELE are determined by market players and not the market itself as there is no direct linkage between LT and ELE areas. Further Baltic market integration should be improved by implementing NPS Latvia. In future, the day ahead and intraday market in all Baltic region will be established.  An agreement among Baltic TSOs is required concerning capacities allocated by implicit auctions and common capacity allocation rules with third countries. (As reported by NPS representative, NPS working group on the impact of Russia on the three Baltic States and Finland is established. The information about flows from Russia has become more transparent and is available on Fingrid and Litgrid home pages).

10. The representative of the Ministry of Economics of Latvia (MoE) has informed about the developments in electricity market opening. The structure of electricity consumption as of April 2012 shows 66% of consumers with market price. From 1st November 2012 only households (eligible for universal service) will benefit from the regulated price. Last resort service, after public tendering procedure, will be provided by JSC Latvenergo. The MoE provisionally set September 2013 as a date of full market opening (without regulated prices). The MoE has also presented a project on net payment system (net metering) in order to respond to the growing micro generation. Another work is related to amendments to existing RES support scheme.

11. The NPS representative gave a detailed update of NPS in the Baltic’s including the Estonian and Latvian update, NPS LT bidding area setup, price dynamics, third countries as well as future challenges. Lithuanian bidding area is isolated and as there is no direct linkage between LT and ELE, the price depends on local market players. NPS pays a congestion management fee to operators according to the agreement. Volumes in LT area are ~20 000 MWh/day, and they are quiet stable. The planned flows from third countries are published from July. They can be traded only through PEX, and not directly. From NPS prospective, main challenges are the opening of NPS Latvia, common cross-border capacity calculation mechanism, introduction of intraday and common balancing energy price calculation principles, 3rd countries border handling mechanism. An adequate training for market participants, a closer co-operation between TSOs and NRAs and financial market opening has to be envisaged.
12. Latvenergo representative pointed out issues related to the NPS current setup in the Baltic region, RU-LV cross-border transmission capacity, the mitigation of risks related to the EE-LV cross-border transmission costs, and difficulty obtaining joint billing of electricity and network services for other suppliers as incumbent supplier in Estonia. As far as NPS market setup is concerned a price coupling between LT and ELE areas is proposed in order to introduce more predictable operations from January 2013. The proposed solution for RU-LV cross-border capacity is, first, the allocation of capacities only by means of auctions for all market players, and, second, until NPS Latvia price area is implemented EE-LV and RU-LV lines together should form one single cross-border capacity between Estonia and Latvia. As instruments for the mitigation of risks related to the EE-LV cross-border transmission costs an auctioning of 100% of EE-LV transmission capacity is proposed, along the LT Financial Transmission Rights auctioning, both from 1st January 2013. Joint billing service could be solved in several ways; the Estonian NRA has offered its assistance if needed.
13.  Lietuvos Energija representative has underlined that the main problem is the isolated LT market, where a real improvement could be achieved establishing NPS Latvia area, while coupling of LT and ELE areas could be seen only as an interim solution. As previous speakers, he considers that the LV-EE cross-border capacity should be increased changing capacity allocation mechanism from third countries or by amending TRM calculation mechanism.

14. Enefit and other traders informed the forum participants about their letter to NRAs concerning the capacity allocation mechanism on the LV-EE border. Latvenergo representative noticed that a lack of capacity there could be solved using LV-RU capacity of 500 MWh which would cover a shortage of capacity during the 5 months period in summer and help solving respective congestion. The TSOs clarified that all 3 interconnection capacities (2 LV-EE and 1 LV-RU) used for auctioning of LV-EE interconnection capacities are summed up and the reason of decrease of capacity is loop flows in the Baltic region. NPS representative added that the market coupling would equalize the price mathematically; however, this will not solve the problem of real lack of physical capacity.
15. Closing the meeting, the forum participants identified several priorities and made proposals for further work:

· Certification of TSOs is a priority issue for the three Baltic countries; a certification of Latvian ISO (which is already in the process of finalization) will accelerate the creation of NPS Latvia area;
· AST (TSO) has mentioned that a workshop on loop-flows in the Baltic region (particularly LV-EE) would be useful – this issue hasn’t been discussed yet at a broader level involving all stakeholders.

· AST has also proposed organizing a meeting on capacity allocation and congestion management by the end of 2012. In the framework of the ERI the Latvian NRA has proposed to envisage a discussion on Transmission Rights.

· Elering, with regard to the problems on LV-EE border, indicated that there is a common understanding that the objective is 100% implicit auction; in case NPS Latvia is not established by 1st June 2013, an intermediary step would be that the Lithuanian and Estonian TSOs create a market coupling within these two areas.

· The Latvian NRA will organize a meeting/workshop with NPS in preparation of opening NPS Latvia.
16. The next mini-forum will be organized by the Lithuanian NRA in the 1st half of 2012 (probably in May).
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