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1 Introduction

The Baltic Electricity regional initiative comprises the regulators of Estonian Competition Authority (ECA), Public Utilities Commission (PUC) of Latvia and Lithuanian National Control Commission for Prices and Energy) and is led by PUC.
The internal market should be completed by 2014 (European Council 4th Feb 2011).
The EC requested each regulator, under the coordination of the lead regulator, to contribute in elaborating a “European Energy Work Plan 2011-2014” by the end of June for each region and to address it jointly to the EC (DG ENER) and to ACER. In this context, ACER will support and coordinate NRAs and lead regulators in the development of this Work Plan, both for electricity and gas. 
Previous action plans of the Baltic region
The Baltic region has held 12 SG meetings, 8 RCC meetings and a large number of IG meetings. The 1st priority topics are: Co-operation between network operators (including cross border issues and availability of transmission capacity), access to grids, balancing rules in national legislation, availability and control of information. The 2nd priority topic is market developments and compatibility with national legislation.

SGs have been attended by regulators, TSOs, Ministries, traders, independent experts, local and international associations. The Commission's representative has attended several meetings. The SG has jointly approved priorities and main activities necessary for incentives of Baltic common electricity market (CBEM) and followed up the feedback from stakeholders approving documents issued within Baltic ERI and prepared by the IGs. 

 The Baltic electricity market is moving towards the removal of end-user tariffs for customers. In August, 2010 Latvia reached 35% and Lithuania – 29% of electricity sold for market price, i.e., bilateral agreements or electricity purchase in power exchange; in Estonia, due to decrease of electricity demand, the actual market opening is 28%. In Lithuania there is an approved plan for the gradual abolishment of the regulated end-user prices:  starting from 2013 they will be applied only to households. In Estonia the market will be fully opened from 2013 including households. 

The implementation of the 3rd Energy Package directives in the Baltic States starts with the acknowledgment of the future status of the national transmission system operator (TSO). The Lithuania’s and Estonia’s choice is the first alternative - full ownership unbundling: each undertaking which owns a transmission system acts as a transmission system operator. Latvia has choosen the Independent system operator model.  

BEMIP

The BEMIP target is the Baltic electricity market integration with the European electricity market. Therefore, sufficient interconnections to the grids of Finland, Sweden and Poland, and synchronous work with the continental Europe, as well as integration of the regional Baltic market with the Nordic electricity market are essential. 
The EstLink 2 development is proceeding according to the plan. The Lithuanian-Swedish interconnection NordBalt will be in operation by the end of 2015. The interconnection of Lithuanian and Polish transmission grids will be followed by building new back-to-back converter station and strengthening internal high voltage transmission grids in Poland and Lithuania. The Latvian TSO will use the European Union financial support to invest in reconstruction of existing 110 kV transmission network loop in the Western part of Latvia “Kurzemes loks”. 

Nord Pool Spot (NPS) is ready to establish new price areas as soon as legal and other preconditions are implemented. Six months notice period to the market is required in Latvia to connect to the existing price area; six months notice period is not required for Lithuanian price area, and NPS can establish new price area independently or simultaneously. 

An increase of the available EE-LV interconnection transfer capacity using common congestion management methodology and establishing of bidding areas in Lithuania and Latvia will be introduced. Long term investments in the increase of net transfer capacity should be considered. The problem exists regarding formulation of common position towards third countries - under current setup there is no possibility to have a fair and transparent competition with producers located outside the EU markets. Russia’s energy policy is differing substantially from the respective policy of the EU: increased CO2 emissions do not affect costs for producers, capacity market and electricity market are separated and a single buyer operates on the border. Therefore, if the issue of unfair competition will not be handled, the Baltic countries will face severe financial problems.

Summary of progress achieved to date

In the Baltic region the main progress has been made with regard to the implementation of congestion management on Latvian-Estonian interconnection. Memorandum of Understanding on the Capacity Allocation Mechanism (Memorandum) between the Baltic States agreement was signed by the Baltic transmission system operators (TSO) in April 2010. 
From April 1, 2010 till January 1, 2011 if there is congestion on Estonian – Latvian (EE-LV) interconnection weekly explicit auction will be used for available transmission capacity (ATC) for bilateral trades, the implicit auction will be used for 80% of ATC for traded capacity in the price zone of NPS Estonia. Till January 1, 2011 during congestion in the Latvian-Lithuanian cross-border interconnection implicit auction on ATC shall be used for trade which takes place in BaltPool (Lithuanian electricity exchange). Only implicit auction will be introduced by January 1, 2011. Joint Baltic TSO’s working groups continue to work in order to agree on a common position towards non-EU countries, also regarding coefficients for energy flows etc. 

Lithuanian power Exchange BaltPool started to operate from January 2010, Trade through the power exchange BaltPool has reached more than 55 per cent of all electricity trading volumes in Lithuania.

Nord Pool Spot Estonia price area started on April 1st, 2010. As the price area is young no extensive conclusion could be made but the beginning was successful. The trading volumes are growing and the price dynamics reflect the Nordic power market. There is an interest from financial markets in the Baltic region; however, trading of energy derivatives seems to be premature as gaining more extensive market experience is required.
There are plans to operate Nord Pool Spot Latvia’s area in 2012. According to the BEMIP the Baltic electricity market would be integrated in the EU market by 2015.

The Transparency WG prepared the Report on Transparency in the Baltic Electricity Market. The public consultations process with stakeholders was finished and the final report is published on the ERGEG home page.

2 Priorities and deliverables for 2011-2014

The main driver for the Work Plan is the integration of the Baltic Region in the Nordic Electricity Market Region. The precondition is that there should be introduced three Nord Pool Spot price areas based on the same rules as in Nordic countries. NPS has opened the price area in Estonia in 2010, now the target is to introduce the new price areas in Latvia and in Lithuania. The priority also includes the common position towards the third countries, finding solutions for the market based capacity allocation and congestion management method.

The second priority is the new interconnections with Sweden, Poland and Finland, and increased available transmission capacity, according to the regional and national investment plans. Interconnection of energy networks and systems of Lithuania, Latvia and Estonia with energy networks and system of the European Union will secure the supply of alternative and competitive energy resources. BEMIP should be taken into account while solving the issues of this priority.

The third priority topic deals with the compliance with transparency requirements. Finally, the regional report on the management and use of interconnections, which should reflect a detailed evaluation of the economic efficiency of congestion management method applied in the Baltic States, is integrated as a priority topic into the Baltic work plan.

2.1 Priority I. Implementation of the target model

The integration of the Baltic Region in the Nordic Electricity Market Region is the main target of the Baltic region. After introducing the new price areas in Latvia and in Lithuania based on the same rules as in Nordic countries the integration will be partially achieved. 

Capacity allocation and congestion management is a key issue for market integration and increased competition. The study of the possibilities of implementation of the different methods among the Baltic countries should be done by the Baltic TSOs taking into account the non-reciprocal situation with third countries. A common Baltic TSOs’ position towards the TSOs of Russia and Belarus should be defined by these studies.

The market based capacity allocation and congestion management method, implicit auction between Baltic countries should be managed by NPS. 
The Baltic region TSOs and NRAs are committed to follow the cross-regional roadmaps on Long Term Transmission Right, Day-Ahead Market coupling, Intraday Trading and Capacity Calculation-FB and align all regional actions with the cross-regional timelines.
2.1.1 Deliverable I.1 Long term.

Starting from 1 April 2010 the capacity optimization on Estonia-Latvia border is managed by NPS, explicit auction is used for bilateral trades. 80% of ATC is given to NPS for allocation and 20% of the ATC is allocated by explicit auction managed by Estonian and Latvian TSOs. Capacity optimization method on Latvia-Lithuania border is managed by the Lithuanian Power Exchange (BALTPOOL UAB) and Latvian TSO (AST). Memorandum of understanding on capacity allocation mechanism between the Baltic States was signed in April 2010.

After the introduction of NPS price areas in Latvia and Lithuania only the implicit auctions for the congestion management will be used. 
Timetable:

	DELIVERABLE I.1 Long term

	ACTION
	RESPONSIBLE
	DEADLINE

	Day-ahead electricity market introduction in Latvia, based on the Nord Pool Spot  platform
	TSO, NRA
	2012-2013

	Day-ahead electricity market introduction in Lithuania, based on the Nord Pool Spot AS platform
	TSO, NRA, Ministry of Energy
	2012-2013

	Study to find the common market based  method among the Baltic countries
	TSO, NPS, 
	2011-2013

	Common position towards the third countries, including market based capacity allocation and congestion management method.


	TSOs, NRAs, Ministries
	 2014

	Decission on the type of Long Term products (TRs or CfDs)   
	TSOs, NRAs
	Q4 2012


2.1.2 Deliverable I.2 Day-ahead: Single European price market coupling

The target model for the day-ahead timeframe is a Single European price market coupling.

This day-ahead target model requires harmonised gate closure time, compatible bids, single pricing algorithm and sharing of all bid data between PXs. 

Current situation in the Baltic countries is the following: there are three different electricity markets in each country with two PXs: in Estonia (NPS) and Lithuania (Baltpool). All three markets have different rules and no price coupling between markets at the moment. Small indication about market coupling in the Baltic States is the explicit auction on the Estonia-Latvian border. According to the BEMIP the common electricity market, based on the Nord Pool Spot AS platform, will be introduced in the Baltic countries.Estonia has introduced it in 2010, envisaged timing for Lithuania and Latvia - 2012-2013.

Timetable:

	DELIVERABLE I.2 Day-ahead: Single European price market coupling

	ACTION
	RESPONSIBLE
	DEADLINE

	Preparational works (meetings, amendments of the legal acts, etc)
	PXs, TSOs, NRAs, Ministries 
	2011-2013

	Day-ahead electricity market introduction in  all the Baltic countries based on the Nord Pool Spotplatform 
	PXs, TSOs, NRAs, Ministries
	2012-2013

	Implementation of price coupling  in the Baltic region
	PXs, IG
	2013


2.1.3 Deliverable I.3 Intraday

Target model for intraday according to the FG CACM: implicit continuous trading with reliable pricing of intraday transmission capacity reflecting congestion. Regional auctions may complement the implicit continuous allocation mechanism. Where implemented, implicit auctions should have adequate gate closures to provide the necessary flexibility to the market and be coordinated with, and linked to, the pan-European platform.

The day-ahead market Nord Pool Spot AS, should be opened in Latvia in the end of 2012. Accordingly, all necessary amendments to the Latvian legislation have already been made ​​and are under acceptance in the Parliament. The opening of intraday and balancing market is planned until 2013, according to the BEMIP.

In Lithuania the day-ahead market, based on NPS platform, is functioning since the beginning of 2010. The amendments to the Law on Electricity are submitted to the Parliament. A full functioning of day-ahead and intraday electricity market is foreseen in 2012-2013.

Currently, the intraday electricity market is introduced only in Estonia. From TSO side, the intraday market introduction in Latvia is possible in parallel with the day-ahead market.

Timetable:

	DELIVERABLE I.3 Intraday

	ACTION
	RESPONSIBLE
	DEADLINE

	Preparational works (meetings, amendments of the legal acts, etc)
	PXs, TSOs, NRAs, Ministries 
	2011-2013

	Electricity intraday market introduction in Latvia and Lithuania based on NPS platform.
	PXs,TSOs, NRAs, Ministries
	2012-2013


2.1.4 Deliverable I.4: Cross-border balancing among TSOs

Although balancing is out of the scope of the FG CACM guidelines, it is related to the target model. 

There will be no reservation of interconnection commercial capacity for balancing purposes.

The TSO-TSO approach with a common merit order, where agents interact only with their respective TSO, seems to be the preferable model.

All three Baltic TSOs have signed bilateral cross-balancing agreements between TSOs in 2010. Each part provides amount and prices of balancing energy for other Baltic TSOs. Full cross-border balancing service among TSOs and the interconnection capacity calculation and allocation for the balancing will be completed, according to the BEMIP (optimistic scenario - in 2013-2014).

The project between Elering and Finnish TSO Fingrid has started. The final target of the project is common Baltic-Nordic balancing and reserves market. First step for Elering is to join the Nordic balancing market in the beginning of 2012. Latvia and Lithuania can join it after the day-ahead and intraday markets are introduced.  

Timetable:

	DELIVERABLE I.4 Cross-border balancing among TSOs

	ACTION
	RESPONSIBLE
	DEADLINE

	Introduction of the Estonian – Nordic balancing market
	TSO, NRA
	2012

	Full cross-border balancing and imbalance market opening
	TSOs, NRAs
	2013-2014


2.1.5 Deliverable I.5: Capacity calculation

In the Baltic region the capacity calculation for the day-ahead and intraday on the cross-borders is prepared and agreed between each Baltic TSO. Capacity calculation is prepared, based on the NRA's approved methodology for each TSO. 
TSOs publish available transmission capacities on the cross-borders for day-ahead on web-site. In 2013 it is planned to harmonize capacity calculation methodology between the Baltic States. With Nord Pool Spot AS introduction all available capacity on the cross-borders will be given for NPS for allocation. 

Timetable:

	DELIVERABLE I.5 Capacity calculation

	ACTION
	RESPONSIBLE
	DEADLINE

	Capacity calculation methodology harmonization
	TSOs, NRAs
	2013


2.2 Priority II. Interconnections and available transmission capacity

This priority will focus on two aspects, first, the global figure, and second, specific projects:

Regional investment plan 

In order to increase cross-border capacity between Baltic TSOs, to connect the Baltic transmission networks with European Continental Networks, and to reinforce internal transmission networks of three Baltic TSOs, the following transmission network projects will be completed:

· ESTLINK2 – 650 MW (interconnection between Estonia and Finland, commissioning in 2013)

· NordBalt – 700 MW (interconnection between Sweden and Lithuania, the local network reinforcement in the Latvia – 330 kV Kurzeme Ring construction, and local network reinforcement in the Lithuania. Interconnection and network reinforcement in Lithuania: planned commissioning in 2016; network reinforcement in Latvia – commissioning in 2018).

· LitPolLink – 1500 MW (interconnection between Lithuania and Poland, planned commissioning of 500 MW line in 2016, and 1000 MW line – in 2020).

· Ongoing work with Estonia-Latvia third interconnection (planned commissioning in 2020).

· Synchronous operation of Lithuanian, Latvian and Estonian electricity transmission systems with European Continental Network (ECN) in 2018-2020.

The article 12.1 of Regulation (EC) 714/2009 requires that the TSOs publish a regional investment plan every two years. 

In the short-term financing of strategic transmission projects will have a significant impact on the electricity prices for consumers. In the long-term the interconnections will serve for security of supply, higher market liquidity and stronger competition, as possible reasons for the prices to decrease.

The following deliverables will be produced under this priority:

2.2.1 Deliverable II.1: Regional investment plan

Regional investment plan is prepared, according to the Ten Year Network Development Plan (TYNDP), which is coordinated between Baltic TSOs and approved by each NRA.

Timetable:

	DELIVERABLE II.1. Regional investment plan

	ACTION
	RESPONSIBLE
	DEADLINE

	ESTLINK2 investment plan approval by NRA
	TSO, NRA, Ministry
	2011-2013

	NordBalt investment plan approval by NRA
	TSO, NRA, Ministry of Energy
	Oct 2011

	LitPol Link investment plan approval by NRA
	TSO, NRA, Ministry 
	2012 (2016 – 2nd stage)

	Estonia-Latvia third interconnection investment plan approval by NRA
	TSO, NRA, Ministry 
	2018-2020

	Synchronous operation of Lithuanian, Latvian and Estonian electricity transmission systems with ECN
	TSOs, NRAs, Ministries
	2018-2020


2.2.2 Deliverable II.2: Analysis of concrete interconnection projects

ESTLINK2: built in cooperation with the Finnish system operator Fingrid and project co-funded by the European Union. The European Union has allocated EUR 50 millions for financing the ESTLINK2 project. There are other sources of finance for the project. Design work has begun.

In Lithuania, according to the Rules of the investment plans evaluation and approval, the energy companies have to submit the information about the transmission network investment projects with the planned funding of more than LTL 12 million (about EUR 3,5 million). According to mentioned Rules and Rules of the information submission the energy companies should provide the report of the projects’ implementation timing and the report of types of planned and actual financial resources. The analysis is performed annually, and if needed, the transmission service price cap is corrected.

In addition to this analysis, the BEMIP projects should be evaluated and their target timescales overviewed by Baltic ERI BEMIP Implementation Group. 

Timetable:

	DELIVERABLE II.2. Analysis of concrete interconnection projects 

	ACTION
	RESPONSIBLE
	DEADLINE

	ESTLINK2 investment plan approval by NRA
	TSO, NRA, Ministries
	2011-2013

	NordBalt investment plan approval by NRA
	TSO, NRA, Ministries
	Oct 2011

	LitPol Link investment plan approval by NRA
	TSO, NRA, Ministries
	2012 (2016 – 2nd stage)

	Synchronous operation of Lithuanian, Latvian and Estonian electricity transmission systems with ECN
	TSOs, NRAs, Ministries
	2018-2020


2.3 Priority III. Transparency

The main references to build a sound cross-national monitoring of transparency are:

- Importance to ensure that consumers can have confidence in the integrity of electricity and that prices set on wholesale energy markets reflect a fair interplay between supply and demand;

· Clear prohibition to use or attempt to use inside information to trade either on one’s own account or on the account of a third party;

· Access to records of transactions.

The main objective will be to identify and tackle any transparency problems that are relevant for the region. 

Baltic TSOs have a transparency rules, according with EU Regulation 714/2009, and all necessary information is published on each TSO's web-page. Estonia has additional Nord Pool Spot AS transparency rules, according to the market operational standards, and Lithuania has additional transparency and monitoring rules for the internal market functioning. 

According to the BEMIP, the transparency should be assured according to the ERGEG’s North European Electricity Regional Initiative in the period of 2011-2013. The Regulation of energy market integrity and transparency, which is foreseen to be approved at the end of 2011, should also be taken into account.

2.3.1 Deliverable III.1: Regional transparency report assessing compliance with new transparency requirements

A report assessing the compliance with new transparency requirements will be produced according to the ERGEG’s North European Electricity Regional Initiative and the Regulation of energy market integrity and transparency (after approval). Taking into account that the preparation of necessary legal acts will take time, the report should be prepared in 2013.
Timetable:

	DELIVERABLE III.1. Regional transparency report assessing compliance with new transparency requirements

	ACTION
	RESPONSIBLE
	DEADLINE

	Questionnaire issued
	RCC
	Feb 2013

	Response to the questionnaire
	PXs, TSO, DSO, NRA
	Apr 2013

	First paper on main findings from replies from the questionnaire
	RCC
	May 2013

	Public consultation
	Through SG
	May 2013

	Conclusions from the public consultation. Final report
	RCC
	Sep 2013

	Regulatory proposal
	RCC
	Oct 2013

	Presentation to the SG
	RCC
	Oct 2013


2.4 Priority IV. Regional report on the management and use of interconnections

2.4.1 Deliverable IV.1. Regional report on the management and use of interconnections 

Baltic regulators suppose to work with other regions and ACER to agree on a coordinated approach to produce regional reports on the management and use of interconnectors. 

This regional report on electricity interconnections management and use mainly aims to provide “a detailed evaluation of the economic efficiency of congestion management methods” at a regional level. 

This regional report should also help National Regulatory Authorities to reach not only a common understanding about the functioning of congestion management methods, but also a common view about the best way to further improve their functioning.

The regional report on the management and use of interconnections should be done every two years. Until there is no NPS in all Baltic States the elaboration of the report is not reasonable earlier than 2013.

Timetable:

	DELIVERABLE IV.1. Regional report on the management and use of interconnections

	ACTION
	RESPONSIBLE
	DEADLINE

	Data request issued to TSOs and PXs
	NRA
	1st quarter 2013

	Responses to the questionnaire
	TSOs & PXs
	2nd quarter 2013

	First draft on main findings from computations
	RCC
	3rd quarter 2013

	Public consultation
	Through the SG
	3rd quarter 2013

	Conclusions from the public consultation
	RCC
	4th quarter 2013

	Presentation to the SG
	RCC
	4th quarter 2013
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