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| Foreword

The Public Utilities iQRegulator)sreportoproddes aq bverviewiohthef t e r

regulatory developments of the electricity and natural gas sectors in Latvia in 2019. Regulatory
activities covered various tasks, mainly stemming from continued implementation of the E uropean
Union (hereinafter i EU) directives or regulations, both in electricity and natural gas sectors.

The most important issues within the electricity sector stemmed from the EU legislative acts: the
Clean Energy Package (CEP) hasntered into force and should be transposed. Therefore, a
coordinated work has started, involving national regulatory authoriti es (hereinafter i NRA9 and
Ministries of the Baltic States, working in close cooperation with other NRAs of the EU.

The Regulator continued the implementation of the European Commission's network codes to
establish a unified, coordinated, and appropriate single day-ahead and intraday electricity market
coupling, being more focused on security and emergency management issuesin 2019.

An important step towards fulfilling the synchronization of the Baltic Statesbelectricity systems
with the electricity systems of Continental Europe in 2025 has been taken, as the second phase
of the Synchronization project has been received by Regulator and the EU funding for the project

should follow.

The Baltic and Finnish NRAsand natural gas transmission system operators (hereinafter i TSQOs)
continued work towards the creation of a regional Baltic T Finnish natural gas market to increase
liquidity and competition in the Baltic 7 Finnish region. In 2019, all the necessary preparations
were made for single natural gas transmission entry-exit system of Finland, Estonia, and Latvia
(hereinafter i FinEstLat system) to become operational on1 January 2020. With the methodology
for the calculation of the tariffs on the natural gas transmission system service s the Regulator had
introduced new tariff setting method i revenue cap method, and for the first time the natural gas
transmission tariffs have been set for a period of 33 month s.

Rolands Irklis

Chair
The Public Utilities Commissionof Latvia




Il The basic organizational structure and competences of the
regulatory authority

The Regulator was established and operates according to the Law on Regulators of Public Utilities.
The goal of this law is to ensure the possibility of receiving continuous, safe and qualitative public
utilities, whose tariffs (prices) conform to economically substantiated costs, as well as to promote
development and economically substantiated competition in regulated sectors.

The Regulator regulates the provision of public utilities as a commercial activity in the following
sectors: energy (electricity, natural gas and thermal energy), electronic communications, postal
services, municipal waste management and water management, and in accordance with the
Packaging Law from 1 July 2020 Regulator will be responsible for a new sector i the deposit
packaging management

According to the Law on Regulators of Public Utilities, the Regulator is an institutionally and
functionally independent regulatory authority. The Regulator independently performs the

functions delegated by the Law on Regulators of Public Utilities as well as other sector-specific
legislation and, within the scope of its competence, takes decisions independently and issues
administrative acts binding upon specific providers and users of public utilities. The Regul at or 6
decisions may be declared unlawful and repealed only by the court.

The main functions of the Regulator are:

1 protect the interests of customers and promote the development of providers of public
utilities;

determine the method ologies for the calculation of tariffs;

determine the tariffs;

license and register the providers of public utilities;

examine disputes;

promote competition in the regulated sectors;

supervise compliance of the public utilities with the Law on Regulator s of Public Utilities,
special regulatory enactments of the regulated sectors, conditions of the licence or
conditions of general authorisations, as well as various requirements related to quality,
technical regulations and standards;

i provide public information about its activities and operations of public service providers.
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According to the Cabinet of Ministers Regulations regarding types of regulated public utilities in
the energy sector (electricity and natural gas), the Regulator regulates:

i the generation of electricity in power plants if the installed electric capacity is more than
one megawatt;




1 the generation of electricity in cogeneration mode if the total installed electric capacity

of cogeneration power plant is more than one megawatt;

electricity transmission if the voltage is 110 kilovolts and higher;

electricity distribution if the voltage is higher than one kilovolt and does not exceed 110

kilovolts;

the trade of electricity to any energy user ;

provision of the demand response service;

the transmission of natural gas through pipelines;

the storage of natural gas intended for sale in containers or storage sites;

the distribution of natural gas;

the trade of natural gas to any energy users, except the trade of natural gas in gas filling

compression stations for vehicles;

1 liquefying of natural gas or receiving, unloading, storage and regasification for further
delivery to the natural gas transmission system.
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The Regulator consists of a Board composed of a Chairperson and four members appointed by
the Parliament for a five-year period and an executive body subordinated to the Board. The Board
takes decisions on behalf of the Regulator and approves administrative acts which are binding for
specific public service providers and customers. The executive body operates under the oversight
of the Re g u | aBoard; adit serves both as a secretariat and as the provider of expert services.

The executive body prepares issues and documents for examination at the Board meetings, enacts
approved decisions and oversees the implementation of those decisims.

The Electricity Market Law and the Energy Law establish effective, proportionate and dissuasive
financial sanctions in the electricity and natural gas sector, namely, the Regulator has the right to
apply financial sanctions up to 10% from the net turno ver of the previous financial year of the
regulated service provider in case of failure to comply with their obligations under the relevant
national and EU legal acts. Regulations of the Cabinet of Ministers set out a detailed procedure
on how the Regulator must calculate the volume of fines.

As regards tariff calculation in the electricity and natural gas sector, methodologies for the
calculation of storage, transmission and distribution system service tariffs have been elaborated
based on the Electricity Market Law, Energy Law and the Law on Regulators of Public Utilities,
and by taking into consideration regulations related to the supply and trade of electri city and
natural gas, as well as other legal acts which are in force in Latvia. The main principles set out in
these methodologies are the following:

i the regulated utility must clearly and unambiguously reflect the cost of each regulated
service, including only those assets and activities which are related to the regulated
services. The regulated utility must apply the cost allocation model according to basic
principles and specifications that have been approved by the Regulator. The cost
allocation model must be comprehensive and is approved by the Regulator.
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i the regulatory asset base and the rate of return on capital must be used in determining
capital costs. The rate of return on capital is the weighted average return rate from the
rate of return that app lies to equity and long-term interest rates on borrowed capital, as
defined by the Regulator. The rate of return on capital is calculated for a specified
proportion between equity and borrowed capital. The Regulator annually sets the rate of
return on capital for each sector, the rate is applied if a new tariff proposal is submitted.

i tariffs must correspond to economically justified costs. When setting the tariff, the
Regulator must perform analysis and assessment of costs and profits.

According to the existing procedure, providers of public services submit substantiated tariff
proposals. The Regulator must approve or reject the proposal within 120 days. The time when
public utilities prepare the requested additional information does not count towards these 120
days. The Regul atordés decisions can only be

A service provider may submit a request to the Regulator to receive a permit to set the tariff by
itself. In this case, the provider shall publish the tariffs in the official Gazette of t he Government
of Latvia not later than within two months prior to the entry into force of the new tariffs and shall
inform the Regulator. The service provider shall submit to the Regulator a substantiation for the
new tariffs and information regarding the actual costs, forecasted data regarding the new tariffs,
and other documents that substantiate the need for the new tariffs. The Regulator shall, within
21 days, evaluate the conformity of the submitted tariffs to legal acts and the economic
substantiation of tariffs, as well. If the Regulator has not taken a decision regarding the non -
conformity of the submitted tariffs to legal acts or has not rejected the economic substantiation,
the tariffs shall come into force on the date specified by the service prov ider.

The Regulator has the rights to initiate a tariff review if significant changes affecting income or
costs of service provision are observed or might be predicted. In this case, the Regulator requests
the service provider to submit a new substantiated tariff propo sal.

[l Major developments over the last year in the electricity and
natural gas markets

International cooperation is essential to ensure that the energy market functions and develops
properly. Regional cooperation on specific crossborder issues is a foundation for successful
implementation of the EU legal norms at European level. In 2019, the Regulator participated in
forums, conferences and workshops at international level on a regular basis.

As the Network Codes requires Agency for the Cooperation of Energy Regulators (hereinafter i
ACER)or regulatory authorities to approve the terms and c onditions or methodologies developed
by TSGs or nominated electricity market operators (NEMO), the Regulator participated in the ACER
respective working groups and in Baltic Capacity Calculation Region (hereinafteri Baltic CCR
NRAs decision-making process on the methodologies under the respective Network Code.
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The position of the Baltic States NRAs fas been presented on Financial arrangements for more
than one NEMO n one bidding zone.

By Decision No 146 of 3 Dec e mber 2015 nAOn Designation of a
Operator o, the Regul at or lemipaitaer h NoeddPooNASYy ad NEA® in | Spo
the Latvian biding zone for four years until 3 December 2019. In order to designate a NEMO,

which will operate in the Latvian bidding zone from 4 December 2019, the Regulator had to assess

the compliance of the European Market Coupling Operator AS with the NEMO designation criteria

specified in Article 6(1) of Commission Regulation(EU) 2015/1222 of 24 July 2015 establishing a

guideline on capacity allocation and congestion management (hereinafter i CACM.

Evaluating the justification submitted by European Market Coupling Operator AS for the fulfilment
of each requirement specified in Article 6(1) of CACM, the Regulator concluded that European
Market Coupling Operator AS meets the criteria of the CACM and decided to designate European
Market Coupling Operator AS asthe NEMO in the Latvian bidding zone for an indefinite period of
time.

Even though the TSO is responsible for maintaining operational secuity in its control area, a
common set of requirements and principles needs to be developed for the procedures and actions
to be carried out in order to prevent the propagation or deterioration of an incident in the national
system.

In view of the above, and considering the provisions of the Commission Regulation (EU)
2017/2196 of 24 November 2017 establishing a network code on electricity emergency and
restoration, the Regulator approved the amendments to the national Network Code in the
Electricity Sectar! setting out the terms and conditions for the defence service providers and
restoration service providers, the rules for suspension and restoration of market activities as well
as rules for imbalance settlement and settlement of balancing energy in case of suspension of
market activities.

On 6 September2018 the Regulator and Estonian Competition Authority took decisions on Estonia

Latvia Bidding Zone Border Specific Annex for the Baltic Capacity Calculation Region to the All
TSOsd6 Proposal for Har mo n-tesreTdanshissionRights in Acoordéoel e s  f
with Article 52(3) of Commission Regulation (EU) 2016/1719 of 26 September 2016 Establishing

a Guideline on Forward Capacity Allocatiort (hereinafter i HAR Annex).

The first yearly auctioning of PTR-Limited on Estonian-Latvian border first time took place from
23 October 2018 to 29 October 2018 on the Single Allocation Platform (hereinafter i SAP)(before

! https://likumi.lv/doc.php?id=257943 (available in Latvian only)

2 http://www.ast.Iv/sites/default/files/editor/metodikas/Igaunijas___ - Latvijas_robezas_pielikums.pdf
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the auctioning of PTR-Limited was managed by the Latvian and Estonian TSOs)in accordance
with the ACER's decision of 2 October 2017 on Harmonised Allocation Rules for Longterm
Transmission Rights (hereinafter i HAR Rules) and HAR AnnexIn 2019 quarterly and monthly
auctions also took place. In accordance with the analyses of the yearly auction there were 20
companies participated in the auction and only 4 companies got the right to hedge the price
differences on Estonian-Latvian border towards to Latvia.

In 2019, to promote the production of biogas and the development of the infrastructure for
liquefied natural gas thus diversifying gas supply sources and routes, the Regulator adopted
decision No 1/7 of 18 April 2019 i Regul ati ons Regarding Natur al
Connection for Biomethane Producers, Liquefied Natural Gas System Operators and Natural Gas
User so. Th eonk engrovedeaandidio nos change the existing regulato ry framework for
natural gas transmission system connections, because there have been no restrictions to connect

to the natural gas transmission system. These Regulations clearly and precisely define the
connection process to be implemented by natural gas users, biomethane producers and liquefied
natural gas system operators, ensuring its transparency, thus providing them with a well-defined
operating environment.

The Baltic Electricity and Gas Market Forumstake place twice a year. In May 2019, it took place
in the Latvian city of Jurmala and in November it took place in Lithuanian city of Vilnius, where
NRAsfrom the Baltic States, Poland and the Nordic countries, TSOs NEMOs,ACER Finnish and
Lithuanian gas exchange representatives, as well & traders and representatives from the
Ministries raise issues concerning Network Code implementation, technical and economic
challenges in the regional energy market, implementation of Regulation on Wholesale Energy
Market Integrity and Transparency (REMIT), as well as coordination and assessment ofthe cross-
border investments of the projects of common interest and other topics that contribute to the

development of the regional and EU wide energy market. Discussions regarding the European
perspective on optimization of the common energy market performance, future gas market in
Europe especially in the Baltic States and Finland, and liquefied natural gas as energy source and
fuel are the most important topics in the Electricity and Gas Market Forums.

Subject to the conditions set out in the Regional Gas Market Development Plan in 2019, the
Regulator in close cooperation with other NRAsand the TSOs of the Baltic States and Finland
during 2019 worked on concluding the necessary agreements and preparing the legal framework
for the single natural gas transmission entry-exit system.

Shttps://www.acer.europa.eu/Official documents/Acts_of the Agency/Individual%20decisions/ACER%20
Decision%2003-2017%200n%20HAR. pdf
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IV The electricity market
1.1. Network regulation
1.1.1. Unbundling

Thestateecowned company JSC L antheelacticitgsugply seotanin hadvia,e s
controlling more than 91% of the installed capacity for the generation of electricity in Latvia.

The functions of the public trader are carried outby J SC A Ener Gi j as piuthel i sk ai
subsidiary of t hleacch8aceivith he BleetnciyMgrietiaw, the public trader

has the obligation to buy electricity from cogeneration power plants, renewable power plants and

pay a guaranteed fee for the installed capacity to plants that have obtained the right to sell the

produced electricity within the mandatory procurement.

The functions of the electricity TSO are carried out by the independent system operator JSC
AAugstspri eg3an ARkd tsdpr i e gunmeat wolrkkd sas srestnst sf rt chne
el ektr i 9 Kheeubdidiarkt o mpany of JSC ALatvenergoo whic
transmission system owner and the Regul ator has
an adequate level of necessaryi hdependence from th8CIBRudGitsprine
t A kid certified as an independent transmission system operator.

JSC NAAugst s hpkhHasstg submit a report annually regarding the compliance of the
transmission system operator with the certification requirements. After the receipt of the report,

the Regulator took a decisionon 3 July 2019 statingthat J SC A Aug st s p compligswitha t A K |
the certification requirements.

On 19 September 2019, the Regulator approved the national ten-year transmission system
development plan (national TYNDP) for 220 i 2029. In the decision, the Regulator also stated
that the national TYNDP complies with the Community-wide TYNDP.

Each year, the electricity transmissions y st em owner JSC ALatvijas el ek
a report that includes information on how the electricity system owner performs its obligations
set by law according to Directive 2009/72/EC of the European Parliament and of the Council of 13
July 2009 concerning common rules for the internal market in electricity and repealing Directive
2003/54/EC. An electricity system owner shall elaborate a compliance programme, in which the
duties of employees are determined, as well as measures, which shall be performed, in order to
prevent discriminatory action, and provide adequate control of the compliance with it. The
electricity system owner shall submit a report to the Regulator on the m easures carried out, and
such a report shall be published in accordance with the procedures stipulated by the Regulator.
After the evaluation of the report, the Regulator shall provide an opinion on the sufficiency of the
measures taken for ensuring independence. The electricity system owner shall eliminate the
deficiencies indicated in the opinion of the Regulator within the time period stipulated by the
10



Regulator. On 3 July 2019, the Regulator took the annual decision on the independence of JSC
ALatel pasriskie tAkIioOo.

The electricity transmission system owner is separated from the activities of production,
transmission and trade of electricity, the board members of the transmission system owner are

not engaged in the structuresof thever t i cal ly i ntegrated electricit
the transmission system owner utilizes only such services, provided by the vertically integrated

electricity undertaking, which ensure the confidentiality of commercial information, and the

electricity transmission system owner has the right to take decisions independently, without
interference by Név&iBeleslanthewrdrofe201§, Cabinet of Ministers decided

to move towards the model of full ownership unbundling, which should be finished by the end of

2020.

The dominant electricity Distribution System Operator (hereinafter 1 DSO J SC fASadal es t
| aunched its operations as a separate entilty wit
July 2007. JSC mbSwurddll eecs ftrAdkrh stohd sveurtically intecg
and supply affiliates.On1O0ct ober 2011, JSC fiLatvenergoo invest
previously owned by JSC fALatvenergoo in JSC ASad

Regarding the setting of rul es on the compilation of unbundled accounts, the Regulator approves
cost allocation methodologies and implements the right to request a compliance audit that is
conducted by an independent auditor.

The Regulator must confirm annually that the biggest electricity DSO JSC fASadal es t
fulfilled the necessary conditions to ensure the independence requirements for the DSO in
accordance with the regulations on the requirements for ensuring the independence of the DS O.

On 18 April 2019, the Regulator approved that J S C fi S & # dfulfis she requirements of the
independence of an electricity DSOT it is a separate company and isunbundled from the activities

of production, transmission and trade of electricity, thus confirming that board members of the

electricity DSO are not engaged in the structures of the vertically integrated electricity undertaking

JSC ALatvenergood eonake deaswresi hbdependyédnt Ity from JSC
regarding the distribution system assets The DSO ensures equal access to the electricity
distribution system. As mentioned above, the legislator has provided for sanctions which the

Regulator can impose against companies which fail to comply with management, account
unbundling or other requirements.

1.1.2 . Technical functioning
1.1.2.1 . Balancing

The Electricity Market Law states that the TSO is responsible for power balance in the system, as
well as for providing balancing services at the transmission network level. A market participant
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has the right to become a balancing service provider by entering into a balancing contract with
the TSO.

Balancing and settlement procedures are set out in the national Network Code in the Electricity

Sector®. The Network Code in the Electricity Sector determinesthe TSO6s obl i gati on t
balancing within the coordinated balancing area in cooperation with other TSOsin the coordinated

balancing area in accordance with the concluded cooperation agreements It also lays down the
settlement of imbalance for the coordinated balancing area.

In 2019, complying with the provisions of the Commission Regulation (EU) 2017/2195 of 23
November 2017 establishing a guideline on electricity balancing, the Regulator amended the
Network Code in the Electricity Sector setting the terms and conditions for balancing service
providers as well as for balance responsible parties.

The common Baltic States balancing market started operating on 1 January 2018. Fulfilling the
requirements of the Network Code in the Electricity Sector, the Latvian TSO in cooperation with
other Baltic States TSOsi Elering AS and Litgrid AB developed harmonized BalticStates balancing
market rules for balance service providers and imbalance settlement for balance responsible
parties, thus complying with the Commission Regulation (EU) 2017/2195 of 23 November 2017
establishing a guideline on electricity balancing and facilitating equal opportunities to all Baltic
States balancing market participants. The Baltic States balancing market rules determines the
terms and conditions that are applicable for balance responsible parties in order to participate in
the Baltic States balancing market and provide balancing energy upon the connecting TS
request and that are binding for each connecting TSO in order to ensure the participation o f
balance responsible parties in the Baltic States balancing market.

The Baltic States imbalance settlement rules describe the imbalance settlement mechanisms
between the TSO and balance responsible party including the calculation of imbalances and
imbalance prices. The joint approach to the imbalance responsibility is as follows:

- the total imbalance of each Baltic State is the responsibility of the respective TSO;

- the imbalance part in the Estonian, Latvian and Lithuanian electric power systems that can
be eliminated (compensated for) within the total Baltic imbalance region is referred to as
the netted imbalance. The Baltic States TSOsmutually buy and sell the netted imbalance
for the applicable imbalance price;

- the imbalance part that cannot be eliminated (compensated for) within the total Baltic
imbalance region is referred to as the non-netted imbalance. The Baltic States TSOsjointly

4 https://likumi.lv/doc.php?id=257943 (available in Latvian only)

12


https://likumi.lv/doc.php?id=257943






































































