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3. Contracts between the market participants (including also customers).

The basis of the electricity market will be defined by choosing a certain market model.
The market model defines the roles and responsibilities of different stakeholders. For
example if the responsibility for the quality of supply lies on the DSO this implies that
any failure or accidents - relating to this responsibility - would make the DSO to be the
relevant stakeholder for the customer to turn to regarding questions on quality of supply.
From the customer perspective the market model can be based on a single contact point
model, a dual contact point model or a model which combines features from both models.

At the next level of the market design are the processes. In order to have well-functioning
electricity markets there have to be processes which define what each market actor should
do and when. Such processes are, for example, moving, supplier switching, meter reading
etc. The definitions of these processes are depending on what kind of market model has
been chosen. Thus, if the market model is based on a single point contact model, the
customers would face supplier oriented processes. Respectively, in a dual contact point
model the customer would face both the DSO and the supplier in the processes. Should
the market model be somewhere between these extremes, the customer would face the
supplier when this is considered the most efficient and the DSO when this is considered
the most efficient.

At the top of market design are contracts and products. Since the supplier acts on a
competitive market the supplier would need to find ways to gain new customers and to
keep the existing customers. There are a wide range of opportunities for the supplier to do
so, for example, through developing products and defining contracts which are appealing
to the customer. This could be done, for instance, in cooperation with the DSOs who are
providing necessary meter values to other market participants. Contracts and products are
not extensively regulated by the regulators but rather defined by marketing rules and the
contract law.

As a result, NordREG finds that the market design could cover the definition of the
market model and the processes, but only partially contracts and products.

NordREG states that as a customer interface model both the single and dual
contact models have pros and cons and there is no clear answer which model is the better
one.

NordREG finds that in order to establish a common Nordic end-user market the present
customer interface models in the Nordic countries are not needed to be changed.

Therefore, NordREG makes note that the customer interface of the common Nordic end-
user market model could mainly be based on the present dual contact point model, in
which the division of supply and network activities is visible and transparent to the end-
users.

However, NordREG finds that the single contact point model could also be an option.
NordREG suggests that the single point of contact point should be used as a primary
solution especially in processes where it brings many more benefits than a dual point of
contact point. For example, NordREG suggests that in supplier switching process the
customer should contact only the supplier to initiate the processes.
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It should be noted also, that if the supplier is willing to, the market model and the
processes should still leave enough room for the suppliers to offer different solutions for
the customers. This implies that the customer might have several possibilities for the
customer interface to choose from.

Roles and responsibilities of different market actors

Roles and responsibilities of the DSOs

Roles and responsibilities of the DSOs are related to the information exchange between
the market actors and performing these tasks in neutral and non-discriminatory way.

Metering issues play a vital role in a well-functioning end-user market. NordREG finds it
unnecessary to harmonise at a Nordic level which party should be the responsible for
providing metering data to the other market actors. However, NordREG finds very
important to harmonise the procedures involved with providing metering data to other
market actors (to suppliers, to balance responsible parties and to parties that are
responsible for the balance settlement). Therefore it is critical that these procedures are
regulated.

NordREG finds that each country should ensure that al/l DSOs act as neutral market
facilitators to ensure the equal conditions of competition. This requires that the regulators
in the Nordic countries have enough resources and powers to supervise in an efficient
way that the DSOs are neutral and non-discriminatory towards every market actor in
performing their tasks. Also national regulation should support that the DSOs are neutral
towards the market actors. For example, unbundling rules should not give to particular
suppliers any advantages. However, NordREG does not deem it necessary to harmonise
the unbundling rules completely.

Roles and responsibilities of the suppliers

NordREG finds it important that the same licensing-rules apply to both domestic and
foreign suppliers entering the market in any of the countries requiring a license. In order
to not create any market entry barriers it is also vital that costs and time related to
licensing are low. NordREG finds that the licensing of suppliers is not critical to
harmonisation as long as the licensing processes do not create any significant market
entry barriers.

Processes

To establish a well-functioning retail market the most important business processes are
the processes in which there exists information exchange between the customer, DSOs,
suppliers and balance responsible parties. NordREG has determined that the main
business processes in relation to the retail market are:

=  Making and ending contracts
= Billing
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= Supplier switching

= Moving

= Balance settlement

= Metering

= Information exchange during supply
= Access to customer data

Making and ending contracts

NordREG suggests that in all Nordic countries the person making a supply contract
should be the same person that has the contract with the DSO. This solution would leave
less room for errors. It is important for the functioning of the market that the supplier
switching and moving processes are carried out without problems.

NordREG finds that information given by a supplier to a customer either before making
the contract, or stated in the actual contract, needs to be consistent. A customer buying
electricity from a supplier should receive the same information regardless of in which
country the supplier is from. NordREG suggests that the regulation related to this issue
should be harmonised.

NordREG finds that there is a need for Nordic solutions to regulate the publication of the
contractual terms, the amendment of the contractual terms and the ending of the contract
in order to facilitate for the suppliers actions on the Nordic market. Furthermore the
framework of customer empowerment and protection should be at the same level in all
Nordic countries.

NordREG suggests that the supplier should notify the customer of any impending on
expiration of a fixed-term contract. This could enhance customer activity in the market.
The timeframe for the notification needs to be harmonised. NordREG suggests that a
timeframe for the supplier to send the notification to the customer should be harmonised.
One suggestion is from 3 months to 6 weeks before the fixed-term contract expires.

Billing

NordREG finds that the dual contact point model itself implies that the customer will get
by default separate bills from the supplier and from the DSO. However, combined bills
will still be possible. NordREG does not find it critical for the common Nordic end-user
market to harmonise regulation regarding combined bills.

NordREG finds that it is not critical to harmonise the rules for the minimum information
given in the bill, but that harmonised rules would benefit the Nordic market. Since the
issue of minimum information in energy bills is also discussed at EU level, NordREG
suggests that the development at EU level should be taken into account before giving any
suggestions about a harmonised Nordic model.

13



Supplier switching

NordREG published already in 2008 a suggestion on a harmonised supplier switching
model’.

NordREG has suggested that the timetable for the switching procedure should be as short
as possible and that the switch could take place any day of the week. NordREG also
believes that 14 days should be the maximum time from the making of a contract to the
switch actually taking place. To make the suggested timetable possible it would be
necessary to establish what kind of information would need to be given to the DSO when
initiating the switch. This information should be determined by regulation. To initiate the
switch the residential or small business customers would have to be in contact only with
the new chosen supplier.

NordREG has suggested that there should be only one data format in use, but it is initially
up to the market actors to decide upon the appropriate format. NordREG also
recommends that in order to ensure the compatibility of data systems and messages
testing systems for sending and receiving messages of common format need to be created,
preferably between the Nordic countries, or at least at the national level in the beginning.

NordREG has also suggested timeframes for different market actors for meter reading
and for sending the required information to other market actors.

Moving

NordREG believes that the processes and rules of moving should be harmonised between
Nordic countries at least to some extent. To make a procedure for moving as easy and
reliable as possible, NordREG finds that the timetable and the processes for sending
messages, as well as the content of the most important messages and meter reading
should be regulated. However, this does not mean that very detailed legislation is required
as long as the main issues related to message sending and meter reading are handled in a
coherent way in the Nordic countries.

NordREG finds that to start the moving out process the default situation is that the
customer will be in contact with the parties with whom he has a contract. Likewise, to
start the moving in process the default situation is that the customer will be in contact
with the party with whom he will have a contract. However, if the customer wants, there
should be also the possibility for the supplier to inform the DSO about the move on
behalf of the customer, and thus the customer would be in contact only with the supplier.
In spite of this, NordREG doesn’t see need for a harmonised regulation concerning that
issue.

To enable a smooth moving process, NordREG finds it necessary to harmonise the most
important messages as well as a timetable for sending them. To avoid many different
variations of processes for market participants especially the timetables could be as
similar as in supplier switching cases. There should be common messages for cases of
moving out or moving in.

* NordREG: Harmonized supplier switching model; NordREG Report 2/2008 (2008)
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Balance settlement

NordREG has formulated its vision for a common balance settlement where the present
different systems for balance settlement would be replaced by a common Nordic balance
settlement. This vision means that:

= It would be possible for a supplier to sell to the entire Nordic market from one
legal entity and using only one system for customer management and reporting.

= The common Nordic balance settlement would be designed in such a way that it
contributes to a well functioning market. This means for example that it would be
attractive even for small suppliers and some end-users to be balance responsible
parties.

Already in 2009 the first step of balance management harmonisation is being
implemented. This first step contains substantial changes related to gate closure and a
model for imbalance pricing and fee structure. NordREG had already in its 2008 report
recommended that the first step of harmonisation should be evaluated after
implementation. This includes data collection regarding use of reserves and evaluation of
the fee structure. NordREG’s recommendation implies a stepwise approach towards
further harmonisation of balance settlement. The aim of this evaluation should be to
assess the possibility of further harmonisation of the balancing fees across the Nordic
market. NordREG suggests that the goal in the Nordic balance management should be
that one balance agreement could allow a supplier to supply in all of the Nordic countries.
The Nordic TSOs should develop a proposal for such an arrangement.

Increasing the amount of smart metering creates the possibility of hourly measurements at
consumption sites equipped with such meters. It should be investigated how these hourly
measurements can be used for balance settlement in an efficient way, taking into account
the increased amount of data involved. NordREG finds that in a few years smart metering
may create the possibility to simplify and in some cases replace load profiling in the
balance settlement. However, there will be still a need for load profiling in sites where it
is not cost efficient to install smart meters or where it is not cost efficient to implement
systems that use hourly meter values for balance settlement. Systems for load profiling
vary across the Nordic countries and these systems should be more consistent for a
common retail market. However, NordREG does not foresee that load profiling systems
would have to be alike in Nordic countries.

NordREG finds that it is essential to harmonise the process and the timeframes of the
balance settlement process for a common retail market. There is a need for for example.

= defining the actors in the process, to whom DSO will deliver measurements

= atimeframe for delivery of measurements, preliminary and final information for
invoicing

= aprocess and timeframe for reconciliation

* NordREG (3/2008): Towards Harmonised Nordic Balancing Services
NordREG (2006): Development of a common Nordic balance settlement
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Metering and meter reading

NordREG finds that good quality metering is required to ensure the operation of the
electricity market. Meter values are needed for billing and balance settlement. NordREG
also finds it important that the meter will be read in supplier switching and moving
situations. The metering can be performed automatically or manually, and the manual
reading can either be performed by the customers through self-reading, or by the
company responsible for metering (i.e. the DSO). The DSO may also outsource the actual
meter reading to a service provider, even if the responsibility of the metering remains
with the DSO.

NordREG finds that based on the proposals in EU directives’ there should be a
requirement according to which billing on the basis of the actual consumption would be
performed frequently enough to enable customers to monitor and adapt their own energy
consumption. NordREG thus recommends that other than hourly meters should be read
every third month.

The cost of large-scale smart meter installations is reduced compared to the costs of
individual installations, and the number of customers with smart meters is increasing
quite rapidly in different countries. Most Nordic countries have issued or are preparing
timetables for large-scale smart meter installations. After that medium- and even small-
scale end-users might have hourly metering.

NordREG notes that smart meters could enable many benefits for the customers and
market participants, and could also reduce some of the obstacles related to business
processes. In that sense, NordREG suggests that smart meters should be introduced in the
Nordic region as extensively as possible, if it is determined that the socio-economic
benefits outweigh the costs. However, NordREG finds hourly metering with a smart
meter should not be seen as a prerequisite for being able to enter to the common Nordic
end-user market.

NordREG sees that neither the minimum functional requirements nor the timetable for the
rolling out of smart meters are not critical to harmonise. However, processes like balance
settlement and periodical financial settlement could be carried out more efficiently with
smart meters.

Information exchange during supply

There are regular information exchange between the DSO and other market participants
during supply. After a meter reading the DSO has to send metered data to the supplier so
that the suppler is able to invoice the customer. Also the balance settlement process
requires regular information exchange between the market actors.

* Directive on energy end-use efficiency and energy services and repealing Council Directive
93/76/EEC (2006/32/EC) (so-called Energy Services Directive) and the Proposal for a Directive
amending Directive 2003/54/EC concerning common rules for the internal market in electricity
(so-called the 3" package)
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NordREG finds that the regulation regarding the information exchange during supply is
critical. Message sending from the DSO to the balance responsible and supplier should
thus be regulated and harmonised in the Nordic countries. NordREG suggests that
information exchange should be automated by electronic messages to ensure a fast
process.

NordREG suggests that message sending from the DSO to the balance responsible should
include the minimum regulation of when and to whom the messages should be sent and
what is the content of the messages. These details should be resolved in the context of
other balance settlement issues.

NordREG suggests also that there should be a harmonised timeframe for the DSO send a
message of meter reading to the supplier.

Access to customer data

To enable a well-functioning Nordic energy market it is important that the relevant
customer data is easily and in a cost-effective way available for suppliers. NordREG finds
that a prerequisite to the supplier receiving this customer data is that it has the contract
with the customer or that the customer has given a power of attorney for that purpose.
NordREG also finds that a key issue is that DSOs are obliged to give that information
regardless of the tool in use.

In many business processes it is required that the supplier notify the other market actors
by sending a certain message. The customer ID or the consumption point ID is the key ID
in this information exchange in order to bind the message to the correct customer or
consumption point. Therefore how well the processes are functioning depends on whether
the customer is identified correctly. To avoid misunderstandings, NordREG suggests that
all Nordic countries should have unique ID-codes for each consumption point. However,
NordREG does not suggest any harmonised tool for the DSOs to provide this information
to the suppliers.

Marketing rules

NordREG sees that the critical issue regarding marketing rules is that all the Nordic
countries have implemented the EU directives concerning marketing.

NordREG finds it very difficult to harmonise the marketing rules beyond the overall EU
level because the rules concerning marketing relates to all other sales and purchases of
goods and services in the Northern countries, and not just specific rules concerning
electricity. To harmonise that more in depth would be disproportional at this time in
achieving a well functioning common electricity market.

17



Pricing

Sweden and Finland do not have regulation on end-user energy prices. In Norway, prices
under obligation to supply are regulated for the first 6 weeks.

Regarding end-user price regulations on prices from the Danish default suppliers the
future regulation is hard to assess. However, the Danish Competition Authority has
recently in its yearly activity report (2008) made recommendations linked to possible
changes in price regulation set up. NordREG does not suggest any concrete actions on the
issue of price regulation.

However, NordREG finds it essential to create a competitive environment which allows
as less regulation of end-user prices as possible.

NordREG finds that the minimum timeframe for suppliers to inform customers on price
changes should be harmonised. The timeframe should not be too long in order to maintain
the close link between the market prices and the end-user prices. On the other hand, the
minimum timeframe should be long enough that the customers are able to make
conclusions and change their supplier after receiving the information on price changes.

NordREG finds also, that the minimum requirements for announcing price changes
should be harmonised. The harmonised routines should be cost effective, but they should
also ensure that the customers really do get the information. NordREG suggests that the
cost-effective methods like email and SMS should be preferred. These methods are also
preferable in that the customers receive the information directly.” Keeping in mind that
not every customer will be able to receive price change announcement via SMS or email,
announcements in the relevant newspapers should also be used. Also, other methods
could be used if they are explicitly agreed upon with the customer.

NordREG doesn’t see it necessary to harmonise the regulation related to informing price
changes to the regulators or to other authorities.

Empowering customers

NordREG finds that processes linked to empowering customers are of great importance if
the customer is to feel confident when acting in the electricity market. Otherwise, they
may not be interested in participating in the market and switching suppliers, in which
case there is little benefit for suppliers to offer their products for foreign customers.

Dispute settlement and complaint handling

To empower customers NordREG finds it to be essential that all Nordic countries have
well-functioning processes for dispute settlement as well as established complaint boards.

NordREG sees that there is no critical need to harmonise the legal framework of
consumer protection as the processes are already fairly similar. When discussing

* Annex A in the Electricity Market Directive (2003/54/EC) states that service providers shall
notify their subscribers directly of any increase in charges, at an appropriate time no later than one
normal billing period after the increase comes into effect.
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complaints with regards to the competence of the regulators it should also be ensured that
foreign suppliers obey the legislation of the country in which they are offering their
services. This is the main basis presumed to be applied in each country already today.
However, disagreements arising from this have yet to occur and the issue may thus be
open for court interpretation. If then deemed necessary, explicit statements on the
applicability of law should be included in the legislation.

Obligation to supply and supplier of last resort

NordREG finds that the differences between the Nordic countries in how the obligation to
supply and the supplier of last resort schemes are implemented do not prevent
establishment of a common Nordic end-user market. Therefore NordREG does not
suggest any harmonisation relating to the obligation to supply or supplier of last resort.

NordREG finds that more important than the harmonisation of these schemes is that they
exist because it ensures that a consumer always will have access to electricity. However,
NordREG is familiar with the fact that these schemes may also have negative impact the
market’s functioning. These schemes may maintain the old market structures where
customers under these schemes remain passive and as such, such markets may not be
considered attractive to a non-incumbent or to a foreign-based supplier. Likewise, those
suppliers who are encompassed by these schemes may get competitive advantages
compared to other suppliers.

Disconnection

NordREG finds that the processes to disconnect customers are already to some extent
regulated in each country. From the customer’s point of view disconnection is a very
significant action as electricity is a necessity in the Nordic countries. However, NordREG
doesn’t find it critical to harmonise the disconnection processes in order to create a
common Nordic end-user market.

Implementation

For some issues NordREG has already proposed a harmonised solution, but for many
others suggestions of harmonised solutions have only been described at a very general
level. Therefore, these issues should be investigated more carefully before
implementation. For some issues the task of finding a harmonised solution could also be
given to the market actors.

Most of the issues that are critical to harmonise are related to business processes that
require an information exchange between the market actors. There should be harmonised
regulation of when and to whom the messages should be sent and what is the content of
the messages. Information exchange should be automated by electronic messages to
ensure fast processes. The systems of information exchange should be compatible with
each other. Thus, also the format of messages should be harmonised.

In order to have a harmonised Nordic end-user market more or fewer changes in
regulation in each country will be required. For market participants it mainly requires
changes in IT systems and business processes thus incurring costs that vary depending on

19



the market participant. It is important to the market participants that the harmonised
regulatory framework exists before they can make changes to their IT systems. This also
reduces the costs of implementation.

Before having a common Nordic end-user market certain actions should be taken. These
actions could be categorised as follows:

= A political commitment to the process

= Preparation of more detailed harmonised solutions

= Preparation of necessary changes in regulation

= Implementation of changes in IT systems and business processes

NordREG finds it to be very important that a political commitment to the Nordic end-user
market integration exists and that the Electricity Market Group under the Nordic Council
of Ministers should be very directly addressed on these issues in due time.

NordREG recommends that there should also be a regular follow-up that the
implementation process towards a common Nordic end-user market goes ahead in line
with the planned timetable and the stakeholders will perform the assignments that will be
given to them.

NordREG finds that a final goal for the implementation process to meet the requirements
of a common Nordic end-user market could be around years 2014 or 2015. By this
deadline it would be possible to take the necessary steps and to resolve the critical issues
mentioned above.

In accordance with this final goal NordREG has prepared an indicative timetable for
different tasks that should be done during the harmonisation process. NordREG suggests
also which stakeholders would be responsible for preparing the proposals for each
harmonised solution. Even if the responsibility is given to a certain party, other
stakeholders should also be consulted during the preparation work.
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Table 1. An indicative timetable for different tasks that should be done during the harmonisation

process.

Objective

Responsibility

The harmonised message
formats’

Timetable

Proposal by the end of 2011’
In use by the end of 2013

Market actors (Nordenergi and
TSOs) will prepare the proposal

Governments or relevant
authorities will prepare a
regulatory framework

Harmonised minimum content
of messages and timeframes for

Proposal by the mid of 2010

NordREG will prepare the
proposal

Governments or relevant

message sending In use by the end of 2013 authorities will prepare a
regulatory framework
Harmonised rules for meter Governments or relevant
. In use by the end of 2013 authorities will prepare a
reading
regulatory framework
TSOs will agree on common
Harmonised agreements agreements
between the TSOs and the In use by the end of 2013
balance responsible parties Regulators should approve these
agreements
NordREG will prepare the
proposal

Harmonised processes for
balance settlement

Proposal by the end of 2010
In use by end of 2013

Governments or relevant
authorities will prepare a
regulatory framework

The quality of metering and
reporting of balancing data
(smart metering with load

Proposal by the end of 2011

NordREG will prepare the
proposal

The governments or relevant

profiling) In use by the end of 2014 authorities will prepare a
regulatory framework
Necessary harmonised Governments or relevant
regulation related to making In use by the end of 2011 authorities will prepare a
and ending contracts® regulatory framework
Harmonised rules for the Governments or relevant
minimum information given in In use by the end of 2011 authorities will prepare a
the bills regulatory framework’
Harmonised rules for Governments or relevant
In use by the end of 2011 authorities will prepare a

announcing price changes

regulatory framework

° Messages here are referring to messages related to supplier switching, moving, information

exchange during supply and sending meter values.

" The work on EU should be followed during the preparation process.

® NordREG suggests that the same person who makes supply contracts should also be other one

making network contracts and that there should be harmonised regulations on giving information

to the customer before making contract.

’ Also any development at the EU-level should be taken into account.
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The next figure shows the indicative timetable of the harmonisation process.

2009 ) 2010 ) 2011 \ 2012 ) 2013 | 2014 | 2015

Political commitmentand follow-up

Proposal on
contentof
messages and
timeframes

Proposal on message formats

Changes in regulatory framework
and systems related to message
sending

Harmonized rules for meter reading

Harmonized agreements between TSOs and balance responsible parties

Proposal on harmonized
process for balance
settlement

Changes in regulatory framework and systems
related to balance settlement processes

Proposal on quality of metering and
reporting of balancing data

Changes in regulatory framework and systems related to
smart metering with load profiling

Harmonized regulation on making
and ending contracts

Harmonized rules on minimum
contentof the bills

Harmonized regulation on
announcing price changes

Figure 1. Indicative implementation timetable for the harmonisation process.
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1 Introduction

1.1 The scope of this report

In this report NordREG has analyzed the present situation in the Nordic countries and
identified the issues that should be harmonised in order to establish a common Nordic
end-user market. In this report NordREG also suggests an indicative road map for the
implementation process.

The wholesale market has a vital impact on the retail market. To have proper price signals
for the end users a well-functioning wholesale market is essential. If there are problems
with the market design of the Nordic wholesale market, these problems have also
influence on the functioning of retail market.

During the preparation work of this report some stakeholders have especially raised the
question of price areas. These stakeholders have seen that the price areas in the Nordic
area increase risks and costs for the suppliers and therefore a large number of price areas
might form an obstacle for establishing a well-functioning end-user market.

NordREG has decided to limit the scope of this report only on the retail market issues and
despite of their importance to the end-user market the market design of the Nordic
wholesale market issues have not been discussed in this report. NordREG has seen that
the number of price areas in the Nordic region is more a political or a wholesale market
issue than a retail market issue. Also the questions related to the electricity exchange have
been excluded from the report, as well. These issues will be discussed in more detail in
other reports.

1.2 History of the Nordic market integration

Well functioning energy markets that ensure secure energy supply at competitive prices is
a key for improving consumer welfare and achieving sustainable economic growth.

In the 1990’s the Nordic countries opened their electricity markets to competition. During
the first stage this process was restricted to the opening of national markets, but soon it
was seen as desirable to enlarge the open electricity market to cover the whole Nordic
area. This development has mainly concerned the wholesale market.

The Nordic countries have long traditions of co-operation in the electricity market. The
oldest form of Nordic co-operation in the electricity market dates back to the 1960s when
the large Nordic power producers began cooperating on both a bilateral basis and in the
framework of the Nordel organisation. This co-operation has continued and taken new
forms with the separation of transmission network operations from competitive activities
like generation and supply.

There has also been inter-governmental co-operation regarding the development of the
electricity market in the Nordic area. This has been led by the Nordic energy ministers
assisted by the Committee of Senior Officials of Energy (Ambetsmannakommittén) and
the Nordic Electricity Market Group (Elmarkedsgruppen) acting as the preparatory
bodies. The first landmark of this Nordic inter-governmental co-operation was the
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Louisiana Declaration, which the Nordic energy ministers published in 1995. The vision
for the Nordic electricity market was stated to be “a borderless Nordic market with
efficient trade with the surrounding area.”"

The following declarations — Bergen Declaration of 1997, Stavanger Declaration of 1998,
Helsinki Declaration of 1999 and Vilnius Declaration of 2002 — concentrated on the co-
operation of Nordic and Baltic countries around the Baltic Sea with regards to energy and
environmental issues. In 2004 the Nordic energy ministers set in Akureyri the next
milestones for deeper integration of the Nordic electricity market. In the Akureyri
Declaration, the ministers stated that the borderless Nordic electricity market requires
further harmonisation of rules and methods for the use of infrastructure. The Nordic
energy ministers strengthened in the Bodg Declaration of 2006 the vision of the Nordic
electricity market as an efficient liberalised market. In the Helsinki Declaration of 2007
the ministers focused on the Transmission System Operators (TSOs) of the Nordic
Electricity Market. This declaration also underlined the importance of advancing the
harmonisation process — towards a borderless Nordic electricity market, and of increasing
Nordic grid investments. The advancement of the Nordic electricity market should also be
seen in the context of increased European harmonisation efforts. The Umeda Declaration
of 2008 stated that the speed of development towards a borderless Nordic energy market
was to be increased. Also in this declaration the Nordic energy ministers set in action a
plan in the ministers required that the work of improving conditions for the common end-
user market is to be continued.

1.3 Obijective of end-user market integration

Development of the Nordic electricity market has so far concentrated on the wholesale
market. It has resulted in a common Nordic wholesale market where relatively large
generators and buyers of electricity have been able to avail themselves of the
opportunities created by the integrated market. The Nordic wholesale electricity market
could be seen as one of the best examples of an international electricity market in the
world.

In spite of this the electricity end-user markets in the Nordic region have still remained
mainly national. Competition in the retail markets is essential to ensure high quality
services at the lowest prices and to maximise social welfare in the Nordic region.
Establishment of a common Nordic end-user market could be seen as a natural next step
of electricity market integration.

The Nordic energy regulators have pushed forward the vision of a common Nordic end-
user market. NordREG has formulated its vision for the development of electricity
markets:

All Nordic electricity customers will enjoy free choice of supplier, efficient and
competitive prices, and reliable supply through the internal Nordic and European
electricity market.

To meet this vision NordREG has nominated “a truly common Nordic retail market with
free choice of supplier” to be one of the most strategic priorities. Since 2005, NordREG

" *Et grenselgst nordisk marked med en effektiv handel med omverden”
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has prepared studies on the feasibility as well as the costs and benefits of a common
Nordic end-user market and suggestions on minimizing the identified obstacles.

In the NordREG report “The Integrated Nordic End-user electricity Market (2/2006)” it
was stated that the main objective for end-user market integration was “fo minimize the
regulatory and technical obstacles for the suppliers willing to operate in the various
Nordic countries”. The idea is that the market models in the Nordic countries should be
harmonised well enough to make it feasible for suppliers to start operating in each Nordic
country. Market integration would thus provide a harmonised framework for the suppliers
to do business in the entire Nordic region. In that way, all end-users are eligible to take
part in the Nordic electricity market.

As aresult, the objective of Nordic end-user market integration could be formulated in
the following way:

The roles and responsibilities of the different market actors and processes between
them are adequately harmonised between the Nordic countries to make it smooth and
feasible for the suppliers to start operating also in other Nordic countries. Also the
Jramework of customer empowerment should be adequately secured so that the
customer can buy electricity from any supplier with confidence.

A common Nordic retail market without any significant regulatory or technical obstacles
to the suppliers’ operating in the various Nordic countries would lead to a larger
electricity market available for suppliers and a potential reduction in their unit costs. The
integrated Nordic retail market would also be more attractive to new entrants.
Furthermore, this would increase competition in the retail market and, as the most
important result, the customers would gain more benefits.

One prerequisite for achieving a common Nordic end-user market is that the suppliers be
able to act smoothly throughout the whole Nordic region. This requires that at least the
most critical aspects of market regulation and business processes are harmonised. There
are also issues where this harmonisation could be useful, but NordREG has not seen that
the harmonisation of these issues is critical in the establishment of a common Nordic end-
user market.

NordREG points out that the objective of Nordic end-user market integration implies that
in order to sell electricity to customers in other Nordic countries the suppliers will not
need to establish offices in each Nordic country.

1.4 The role of the market design

Market design'' is the key issue in the integration of national electricity markets. It
defines the concept of the common electricity market. The integration of national
electricity end-user markets would cause some costs at the beginning as during the
implementation stage the market actors would need to modify their business process and
systems to fulfil the new requirements. Benefits from end-user market integration are not
easy to quantify compared to the costs of implementation. The market actors and

"' Market design is defined in this report as defining the roles and responsibilities of different
market actors, processes between them and the framework for empowering customers.
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customers may achieve benefits from market integration in the longer run. To avoid
unnecessary costs and to establish an efficient common end-user market the market
design chosen should be implemented in a smooth way.

The solutions of market design affect the roles and responsibilities of various electricity
market operators and thus they have significance to market functioning.

So far the electricity retail market design in the Nordic area has been elaborated from
purely national perspective. The main driver has been national interests and needs, but
there have been also requirements coming from EU legislation. Even though European
electricity market regulation requires that the retail markets shall be opened for
competition in all member states, it still has been given a lot of room for national
solutions on many issues.

In the Nordic countries end-user market models are today quite similar. There are,
however, some issues that are solved in different ways between Denmark, Finland,
Norway and Sweden. These incompatibilities in the electricity retail market designs are
one of the most critical impediments to the development of a common Nordic retail
market.

Market design of the integrated Nordic retail market requires a deep analysis of the roles
and responsibilities of suppliers and DSOs and other market participants in each Nordic
country as well as suggestions on necessary steps towards a harmonised market model to
be taken according to a planned timetable.

In the objective of Nordic end-user market integration it was stated in chapter 1.3 that in a
common Nordic end-user market the roles and responsibilities of different market actors,
processes between them and the framework for empowering customers need to be
harmonised enough between the Nordic countries to make it feasible for the suppliers to
start operating also in other Nordic countries. Thus, electricity market integration is a
question of having a harmonised market design. The process towards harmonised market
design might need more or fewer changes in electricity market regulations and business
processes in each Nordic country. This process also gives a good opportunity to evaluate
present market models and the final goal could be an ideal market model designed
without any restrictions raised from the present market models.

During the market design process there should be made decisions and definitions on
issues situating on different levels. NordREG finds that market design has three main
layers:

1. Definition of the market model;
2. Definition of the processes; and
3. Contracts between the market participants (including also customers).

The basis of the electricity market will be defined by choosing a certain market model.
The market model defines the roles and responsibilities of different stakeholders. For
example if the responsibility for the quality of supply lies on the DSO this implies that
any failure or accidents - relating to this responsibility - would make the DSO to be the
relevant stakeholder for the customer to turn to regarding questions on quality of supply.
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From the customer perspective the market model can be based on a single contact point
model, a dual contact point model or a model which combines features from both models.

At the next level of the market design are the processes. In order to have well-functioning
electricity markets there have to be processes which define what each market actor should
do and when. Such processes are, for example, moving, supplier switching, meter reading
etc. The definitions of these processes are depending on what kind of market model has
been chosen. Thus, if the market model is based on a single point contact model, the
customers would face supplier oriented processes. Respectively, in a dual contact point
model the customer would face both the DSO and the supplier in the processes. Should
the market model be somewhere between these extremes, the customer would face the
supplier when this is considered the most efficient and the DSO when this is considered
the most efficient.

At the top of market design are contracts and products. Since the supplier acts on a
competitive market the supplier would need to find ways to gain new customers and to
keep the existing customers. There are a wide range of opportunities for the supplier to do
so, for example, through developing products and defining contracts which are appealing
to the customer. This could be done, for instance, in cooperation with the DSOs who are
providing necessary meter values to other market participants. Contracts and products are
not extensively regulated by the regulators but rather defined by marketing rules and the
contract law.

As a result, NordREG finds that the market design could cover the definition of the
market model and the processes, but only partially contracts and products. The next figure
illustrates the relationship between the market model, processes and contracts.
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Market model

Figure 2. The relationship between market model, processes and contracts.

The wholesale market has a vital impact on the retail market. To have proper price signals
for end users in a well-functioning wholesale market is essential. In spite of its
importance to the end-user market the market design of the Nordic wholesale market has
not been discussed in this report. The scope of this report has been on the retail market
issues and therefore wholesale market issues have not been addressed.

The implementation of the common Nordic retail market needs more or fewer changes in
electricity market regulation in each Nordic country. It will, at least, require changes in
the business processes of the market participants.
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2 The main principles of a
common Nordic end user market

The main objective for end-user market integration is “to minimize the regulatory and
technical obstacles for suppliers willing to operate in the various Nordic countries”. This
means that the suppliers should face harmonised sets of rules when they are operating in
the entire Nordic region. However, the overall guidance for market design is that for the
time being only the most critical issues need to be harmonised. There are a number of
issues for which the present solutions are different between the Nordic countries. To
establish a common Nordic end-user market every issue does not have to be harmonised.
It is important that the differences are ranked and that the ones most critical to the well-
functioning of the common Nordic end-user market are harmonised. There are also some
other issues where the harmonisation might be useful, but for time being leaving these
issues out does not form a significant obstacle to the functioning of the common Nordic
end-user market.

At the beginning of market design some principles have to be decided upon. These
principles are also guidelines for suggestions on the roles and responsibilities of market
actors and further on harmonised business processes.

The first principle is that the market design of common Nordic end-user market
should provide a harmonised framework for the suppliers to operate in various
Nordic countries. However, it depends on the suppliers’ willingness to start operating
also in other Nordic countries. The main idea of a common Nordic end-user market is that
the market design (including both market model and business processes) is harmonised
enough to make it smooth, feasible and attractive for suppliers to start operating in other
Nordic countries. However, suppliers finally will need to decide for themselves whether
they really are interested in selling electricity to end users in other Nordic countries and
whether they see any profitable business in selling electricity to customers in other
countries. Even if the regulation and business processes are harmonised to a large extent,
operating in another country will cause some costs to the suppliers. Therefore, the market
should be commercially interesting enough for the supplier to sell electricity to customers
in that country profitably. There are no obligations to suppliers today to make offers of
electricity to every customer at the national level. In the same way there should not be
any obligations for suppliers to sell electricity to customers in other countries if the
suppliers are not willing to do so.

The second principle is that the common Nordic end-user market will be open to all
customers. There are no reasons to restrict the possibility of certain customer categories
to enter the common Nordic end-user market. The use of smart meters also with small
customers removes a number of technical obstacles and makes it easier to find common
harmonised solutions for business processes. Each Nordic country has opened their
national end-user markets to all customers and thus the national markets are open for
customers also without smart metering. Therefore, business processes are also required
for those customers. As in some cases it might depend on the DSOs’ choices of which
customers are equipped with smart meters, all Nordic end-users should be eligible to buy
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