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Abstract

In the article there are analyzed the electricity market opening issues in the European
Union and especially in the Baltic countries. The aim of the article is to find out and
specify the main challenges for Baltic countries in electricity market liberalization
process. The Baltic countries are going to face many challenges to secure their
energy supply and cooperate regionally. For completion of the research task there
are analyzed experiences from Scandinavian countries electricity market

liberalization.
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Anna-Greta Tsahkna, Diana Eerma

Challenges of electricity market liberalization in
the Baltic countries

In 1996 the European Commission observed, that “as far back as 1954, energy was
regarded as one of the motors of European integration since it is at the heart of
economic activity and social welfare and because it is a key factor in Community
solidarity”. This can be illustrated by the fact that two of the three founding treaties
were primarily concerned with energy matters. In 1951 the Treaty of Paris
established the European Coal and Steel Community and in 1957 the European

Atomic Energy Community treaty was signed.

In 2009 energy policy has become the important topics in Europe, concerning the
climate change and also the security of supply. Energy security has been traditionally
defined as ‘The uninterrupted physical availability at a price which is affordable, while
respecting environment concerns (International Energy Agency). Presently the focus
is on climate change so that reducing carbon dependence is becoming a policy
priority number one for many countries, rather than the traditional goal of reducing
import dependence. The European Union is committed to make drastic reductions in
its greenhouse gas emissions by transforming the way it uses and supplies energy.
In its ‘20-20-20’ Climate-Energy legislative package the EU is committed to
transforming its energy system to achieve a 20% reduction in greenhouse gas
emissions, 20% share of renewable energy in total energy consumption (and 10% in

transportation) and a 20% increase in energy efficiency, all by 2020.

Although, the energy market liberalization has taken place already for a decade,
there is still long way to go to have united and integrated European energy market.
Nordic countries offer good example of the well functioning united electricity market.
The Baltic countries could follow the Nordic example, especially in regional
cooperation and in the harmonization of rules. Baltic countries have strong

interconnections and also the energy-portfolio is diversified enough that is a solid



base for the common market. For Baltic countries, the most critical issue is the import
from the third countries and connections with Scandinavia and Central-European
area. Both these issues are crucial to secure the electricity supply and functioning

market in the Baltic countries.

In Estonia electricity production is based on oil-shale. A key issue of oil shale-based
energy sector development is the consideration of environmental impacts. As the
costs on environmental impacts are becoming higher, Estonia will be no longer
competitive on electricity production, compared for example with Latvia, who is

producing electricity mainly from renewable sources (hydro).

Aim of this paper is to explain how to build up a functioning united electricity market

in Baltic countries. For this purpose following research questions are set up:

1. A normative approach to economic regulation concerning the electricity market is
reviewed.

2. Analyze the major trends in the European Union electricity market.
What are the lessons learned from the market opening experience in
Scandinavia?

4. How to build up a functioning united Baltic electricity market?

In the near future, the Baltic electricity sector is expected to go through major
changes. Until recent time, the sector was characterized by vertically integrated
monopolies, but at present the sector is under ongoing reform processes to meet the
requirements of the EU Directives regarding liberalization of the electricity sectors.
Latvia and Lithuania have already opened up their electricity markets formally;
Estonia needs to open its market gradually by 2013. The three Baltic countries have
to integrate regionally to guarantee the security of supply, reliable market price and
effective investment environment. Baltic countries have extremely strong
interconnections with third countries, which could supply over 80% total needed
electricity into Baltic market area. At the same time, there are only very limited
interconnections between the Baltic market and the rest of the European Union
electricity market. The import of electricity produced outside the EU can significantly
influence the electricity industry in the Baltic countries. With the closing of Ignalina
nuclear power-plant in Lithuania, Baltic countries are soon facing the lack of

production capacities in addition to the investments needed in networks.



To have the functioning market, Baltic countries need well-developed infrastructure,
harmonized rules of the game, many market participants, and also common rules to
deal with the outsiders and future visions. In order to ensure the secure energy
supply, it is important to integrate Baltic electricity system to the EU electricity
system. The most important task is to build new interconnections to unite the Baltic-
Sweden and the Baltic-Polish electricity networks, and to synchronize the Baltic
electricity networks with the Central-European electricity system UCTE.

Estonia will need to decide on its future of the electricity sector. Whether to build
nuclear power-plant or invest in new oil-shale power-plants? What will be the CO,
price in the future and how will it influence the competitiveness of Estonian economy?
These critical questions need to be answered very soon in order to secure the future
production capabilities and to be competitive in the liberalized energy market

conditions.

1. Economic regulation of electricity market

Above all, talking about the regulation, it has to be considered, that electricity is
different from the usual commodities. Firstly, there is inability to store power. Without
the ability to store, a free market will inevitably expose consumers to huge volatility in
prices. Secondly, there is a need for supply and demand to match at all times. In an
electricity network, supply and demand must match at all times if the whole system is
not to collapse. Without this level of control over producers, a system operator does
not have the tools to ensure security of supply. Thirdly, electricity is a standard
product, so markets are driven by price. And we add the lack of substitutes,
environmental impacts and the central role in modern society, it is clear that the
electricity market shall be regulated very carefully in order to guarantee the security

of supply (Thomas, 2004).

The term “regulation” has various definitions. In the article about competition policy in
regulated industries, Fehr (1998) makes firstly distinction between “economic” or
‘market” regulation and “technical” regulation. Economic regulation would then
include competition policy, as well as the regulation of natural monopolies. By
contrast, technical regulation means the qualitative regulation of products or
production processes, such as imposing industry quality standards or introducing
measures to promote health and safety. Some authors view last ones as part of

social regulation. By Hertog (1999) social regulation comprises regulation in the area
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of the environment, labor conditions (occupational health and safety) and consumer
protection. Instruments applied here include regulation dealing with the discharge of
environmentally harmful substances, safety regulations in factories and workplaces,
the obligation to include information on the packaging of goods or on labels, the
prohibition of the supply of certain goods or services unless in the possession of a

permit and banning discrimination.

Also the connection between competition policy and regulation is not always clear
enough and is a complex problem. Some kind of rivalry between those two shows up
in certain phases during the deregulation of an industry or the transformation of
former state monopolies into competitive markets. As it has been pointed out, in
practice, the conflict between competition policy and regulation often arises as one
between competition authorities and sector-specific regulators (Kirchner, 2004). This

aspect is concerned in case of electricity market as well.

From institutional economics approach competition policy is seen as an application
and enforcement of competition law by competition authorities and courts. Regulation
in this context is as sector-specific regulation enforced by regulatory authorities and
law courts. Competition policy is public policy instrument to prevent constraints on
competition. The goal of competition policy is to keep markets free from restrictive
practices in order to safeguard freedom of choice against business practices which

have negative welfare effects (/bid).

Traditionally, the economic regulation is applied in three following cases: for those
markets, where it is clear, that competition cannot be achieved by market forces;
where deviation from efficiency is deemed socially desirable; and where the social
and private benefits are clearly different. In each of these cases, it is clear that a

market without intervention will not result in the desired outcome.

There are primary government tasks which have to be completed in regulated

sectors. These tasks are as follows (The relationship between ... 2005):

e Technical regulation: setting and monitoring standards, managing licenses,
implementing sanctions so as to assure compatibility and to address privacy,

safety, reliability, financial stability and environmental protection concerns;

o Wholesale regulation: ensuring non-discriminatory access to necessary core

facilities, especially network infrastructures;



e Retail regulation: measures to mitigate monopoly pricing or behavior at the retail

level;

e Public service regulation: measures to ensure that all consumers have access to
goods that are deemed of special social value, as with universal service

obligations;

e Resolution of disputes: quasi-judicial powers may result in faster resolution of

disputes than could be provided by a non-specialized court;
e Competition oversight: controlling anticompetitive conduct and mergers.

Applying the framework of structure-conduct-performance paradigm we may illustrate
connections between economic regulation and competition policy in electricity market

by the object of intervention as follows in Figure 1.

M arket structure
(the marketshares,
barriers to entry into

Com petition policy
in broad sense

a market for firms) -

Com pe ti-
The tion policy
elements of instrict
market: 4 l«—| sense
p ossible M arket conduct (ex post)
objects of (the strategies,
the cooperation forms) < e
economic 7
policy i ’,"

Regulation
(ex ante)

M arket
performance <«
(prices, profits,
quality)

Figure 1. Competition policy and regulation in the paradigm of structure-conduct-

performance
Source: Compiled by authors.

Technical regulations are not generally motivated by imperfect competition as such,
but rather by other forms of market imperfections, notably incomplete or asymmetric
information. Technical regulation will in most cases have economic consequences.
Unlike economic regulation, technical regulation will generally not affect market
power or the competitive rivalry between firms. In many cases technical regulation
will mainly mean facilitating the coordination between market participants: for
example, setting voltage levels in electricity networks. In other cases, technical

regulation may impose costs on market participants without affecting competitive
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conditions, such as when setting standards for electricity supply security. In electricity
market, technical regulation has almost the same meaning as quality regulation. In
general, quality problems are the result of a mismatch between prior expectations
and perceived quality of the service. In the context of electricity network industry, the
following three dimensions are usually distinguished: power quality, commercial

quality and reliability. (Economides, 2004)

In electricity retailing, mostly imperfect competition derives from the vertical
integration between retailing and distribution activities. That is at least the EU
Commission official statement. The EU Commission report from 2007 shows the
danger of discrimination and abuse when companies control energy networks as well
as production or sales, protecting national markets and preventing competition.
Report claims that such a situation also creates a disincentive on vertically integrated
companies from investing adequately in their networks, since the more they increase
network capacity, the greater the competition that exists on their “home market” and
the lower the market price. The Commission considers that two options might be
considered to redress this: a full independent system operator (where the vertically
integrated company remains owner of the network assets and receives a regulated
return on them, but is not responsible for their operation, maintenance or
development) or ownership unbundling (where network companies are wholly
separate from the supply and generation companies). Commission believes that
ownership unbundling is the most effective means to ensure choice for energy users
and to encourage investment. This is because separate network companies are not
influenced by overlapping supply/generation interests as regards investment
decisions. It also avoids overly detailed and complex regulation and disproportionate

administrative burdens.

The independent system operator approach would improve the status quo, but would
require more detailed, prescriptive and costly regulation and would be less effective

in addressing the disincentives to invest in networks.

Vertical integration has many supporters as well. Coase (1937) was the first author,
who focused on the transaction cost in his paper “The Nature of the Firm”. Coase
pointed out that a firm will tend to expand until the costs of organising an extra
transaction within the firm equal to the costs of carrying out the same transaction by

means of an exchange on the open market or the costs of organizing in another firm.



Willliamson is the well-known theorist of transaction costs. Williamson explained why
companies cooperate and merge vertically. He refers to relationship-specific
investments that in short-term cause high transaction-costs and in long-term
agreements increase the power of the partner and favour opportunistic behaviour.
Willamson explaines that because parties to transactions that are bilaterally
dependent are “vulnerable” value preserving governance structures—to infuse order,
thereby to mitigate conflict and realize mutual gain—are sought. Simple market
exchange thus gives way to credible contracting (to include penalties for premature
termination, information disclosure and verification mechanisms, specialized dispute
settlement mechanisms, and the like). Unified ownership (vertical integration) is

predicted as bilateral dependency hazards successively build up. (Willamson, 2002)

Vertical integration decreases also the uncertainity caused by partner. Table 1 shows
the most secure institutional frameworks depending on partner-specific investments
and level of uncertainty. In case of specific assets and partner, who'’s ability to deliver

may be uncertain, it is reasonable to use vertical integration.

Table 1. Asset specificity and uncertainity

Uncertainity
Low Medium High
Market Market
Low Market transaction

transaction | transaction

Contract or

Asset . Contract . Contract or vertical
o Medium vertical
specificity integration
integration
Contract Contract or
High vertical Vertical integration
integration

Source: Klein 20009.



Already since the late 1980s, a wave of reform has transformed the institutional
framework, organization and operating environment of the electricity sector (Jamasb
et al 2001) as other infrastructure industries in developed and developing countries
(Guasch et al 1999; Kessides 2004). Even the structure of the power sectors and the

approach to reform vary, the main objective is to improve the efficiency of the sector.

The main feature of many power sector reforms has been the market-orientation in
order to achieve the efficiency objective by using the discipline of the product and
capital markets to achieve allocative and internal efficiency through competition,
privatization and the price mechanism (Jamasb et al 2001). As it has been stressed,
these reforms generally have involved introduction of competition into electricity
generation, design of organized power markets and unbundling of the electricity

generation, transmission, distribution, and supply (or retailing) activities.

Electricity market regulation is extremely important in order to secure the security
supply and also investments into the new capacities and networks. Unlike
governments, individual companies carry little or no obligation to address long-term

energy security or environmental challenges.

It is the responsibility of governments to ensure, through market pricing and
legislative frameworks, that the market responds to these concerns. Many countries
that enthusiastically started liberalizing the electricity markets, have started thinking

more of the security of supply than the price.

The searches for the most competitive price have been replaced by the search for

the most secure solution.

Countries are adopting incentive regulation to promote efficiency improvement in
electricity transmission and distribution utilities. Abovementioned issues are still
relevant for the EU electricity market, including the Baltic electricity market as a part
of it, liberalization process. Therefore, next we will concentrate on the particular

issues in the EU more detailed.

2. Electricity market opening in the EU

The importance of energy is revealed by the mere fact that two of the treaties
establishing The European Community had energy at their heart: the European Coal

and Steal Community Treaty of 1951 and the European Atomic Energy Community of



1958. The first treaty aimed at creating a common market for coal and steel and
thereby established interstate and intergovernmental interdependencies that ensured
economic enhancement and freedom between member-states in order to prevent the

outbreak of another war.

For fifteen years the EU has gradually liberalized its energy markets. The long term
development of the European energy industry is presently influenced by four major
trends: liberalization and internationalization of the energy markets, strengthening of
the role of the EU, concerns for climate change and increasing uncertainty over the

development of fuel prices and concern about security of supply (especially of oil and
gas).

According to Percebois (2008) in the EU three objectives are today considered as
priorities, although their respective importance can vary among countries. These are
common objectives, but the weight given to each of them is not the same in each

country, because energy endowment and local constraints are different.

This is why it is difficult to implement a common energy policy today in Europe.

These three objectives are:

1. The search for competitive energy; confidence in the market mechanisms is the
rule, but the energy access cost must reflect the positive and negative externalities
and the role of the government should be limited to creating the conditions for

such an approach through CO, emissions trading, green or white certificates etc.

2. The search for supply security, in order to give to be priority to national resources
and to encourage the diversification of imported energy sources. In 2006 the EU

(25) imported 56% of its energy needs and this rate will increase in the near future.

3. The fight against global warming aiming to implement joint and cooperative
policies among other countries, in the hope of preserving a threatened

environment considered as a “common public good”.

The year 2007 was supposed to be a milestone towards an internal energy market:
while industrial users have had the right to choose between alternative suppliers of
gas and electricity since July 2004, the final deadline for opening up retail markets
was July 2007. According to the Commission data, ten of the (then) 25 member-
states had fully opened their markets in late 2006, in the sense that customers were

entitled by law to swich suppliers (Barysch et al 2007). In practice, only around 10 %

10



of Europeans eligible to choose alternative suppliers actually did so in 2006. Also the
experience from those countries that liberalized their energy markets long before the
2007 deadline, such as the Netherlands, Sweden and the UK, indicates that it can

take years before households start changing suppliers (/bid).

The competition in wholesale markets has remained limited in many EU countries
and has been recognized that the original directives were not strong enough to open
up markets. Table 2 gives an overview about customers market switching in

Germany,

France, the UK and Spain in the electricity and gas markets by mid-2005.

Table 2. Market switching: percentage of customers in each category that had
changed by mid-2005

Country Consumer group | Electricity Gas
Germany Big business 41 *
SMEs 7 *
Housholds 5 *
France Big business 15 14
Households 0 0
Spain Big business 25 60
SMEs 22 60
Households 19 2
UK Big business 50+ 85+
SMEs 50+ 75+
Households 48 47

* Germany does not provide data on customer switching in the gas sector.
Source: European Commission: ’Internal market fact sheets’, 2007.

The indication of the lack of competition is the strong role of the former, often state-
controlled, monopolies play in many national markets. In some countries, for example
Finland and Malta, the dominant position of the incumbent is the result of a small

local market or an isolated location. But in other countries, as France, Greece and
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Slovenia, slow progress in market opening and absence of real business

opportunities for newcomes is the main reason (Barysch et al 2007).

In the electricity sector, France stands out among the big countries as the least open.
In Germany, Hungary and the Netherlands, competition initially increased after
market opening, but subsequent consolidation has reduced the number of suppliers
again. In Denmark, Finland and Sweden, the number of suppliers in each market is
limited, but generation and transmission tended to be fully unbundeled. Also
additional competition comes from regional integration in the ‘Nordic power market’
(see for more detailed analysis in the following sub-part), which includes Norway as

well.

Conclusion here is that the EU market struggles with lot of problems. The European
Commission sector research (European Commission 2007) brought up five main

problems in the EU electricity market:
1. continuing high levels of concentration so incumbents maintain market power;

2. vertical foreclosure, as the old monopolists continue to own the energy

infrastructure;

3. low levels of cross-border trade, due to insufficient interconnector capacity and to

contractual congestion since spare physical capacity is not always released;

4. lack of transparency about operations in the wholesale energy sector, which
makes it difficult for new entrants to understand how the markets work in practice

and the risks that they take on;

5. lack of confidence that wholesale energy prices are the result of meaningful

competition.

Market power concentration is caused by the market development that has
stimulated the capital intensive energy companies within the energy sector to grow, in
particular through mergers and acquisitions across national borders. During the past
few years, the growth of major European power companies, such as EdF (France),
RWE Energie (Germany), ENEL (ltaly), E:ON (Germany) and several other large
power companies, have significantly exceeded their market power. That capital
concentration raises a certain number of questions as according to some observers,
there is a risk of the emergence of an electro-gas oligopoly, which will control the

European market and be likely to set monopoly prices. Under high competitive
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market conditions, capital concentration cannot be avoided: the most competitive

operators take over the less competitive ones (Percebois, 2008).

From the enterprises point of view merging has many good aspects. The main

positive factors arising from the enlargement of enterprises are (Laur et al. 2003):
¢ |ower capital costs ensuing from the returns to scale;

e more favourable fuel and equipment purchasing possibilities;

¢ possibility of dividing overhead and marketing costs between

e mMore CoONsumers;

e possibility of more flexible administration of the structure of

e production capacities;

e reduced duplication of management and administration activity;

simplified risk administration.

There is no strict rule how many market participants guarantee the competitive
market. Market power needs to be strictly supervised by the Competition Authority to

prevent mergers and acquisitions that could be harmful.

Vertical foreclosure consists in benefiting from a privileged position on some
segments of the energy chain likely to restrict the entry of potential competitors. This
form of barrier to entry arises from a situation where one operator controls an
essential facility, for example, a transmission network, whose access is essential for
ail operators, and takes advantage of its position to distort available capacities or to
make access possible while fixing prohibitive access charges. This is the reason why
since 2002 the European Commission has required regulated rather than negotiated
third party access charges to transmission and distribution networks; an independent
commission is in charge of fixing tariffs according to "objective, clear and non
discriminatory" criteria. It is also the reason, why Brussels requires, that "use it or
lose it" rule has to be systematically applied. Brussels insistently requires that the
network ownership unbundling becomes the rule in Europe, insofar as investment
decisions on networks would be made by favoring the interest of the incumbent
operator rather than the market interest. This ownership unbundling requirement is
questioned by several governments and some producers which have transmission

and distribution subsidiaries as in France, in Belgium and in Germany.
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That opposition of operators is due to the fact that regulated activities remain very
profitable, insofar as the Regulatory Commission attempts to fix network access

charges which are incentives for operators to invest. (Percebois, 2008)

Low level of cross-border trade is caused by the lack of interconnections. The
European electricity market is a set of regional electricity markets, while some of
these regional markets exhibit a relatively high degree of concentration. EU-25 is
divided into a number of “electrical islands” areas between which interconnector
capacities are too limited to allow cross-border trade to equalize prices. (Bergman,
2009)

The European Commission sees the lack of interconnections between member-
states as one the main reasons, why there is no single market of electricity.
Commission states that connecting the remaining isolated energy markets in Europe
is a priority. The Commission therefore proposes that the following six priority

infrastructure actions be accepted as Community priorities:

1. Commission will develop a Baltic Interconnection Plan covering gas, electricity and
storage in 2009. This will identify the key missing infrastructures necessary for the
effective interconnection of the Baltic region with the rest of the EU.

2. A southern gas corridor must be developed for the supply of gas from Caspian and
Middle Eastern sources, which could potentially supply a significant part of the
EU’s future needs. This is one of the EU’s highest energy security priorities.

3. Liquefied natural gas and adequate gas storage are important in providing liquidity
and diversity to EU gas markets. Sufficient LNG capacity consisting of liquefaction
facilities in the producing countries and LNG terminals and ship-based
regasification in the EU should be available to all Member States, either directly or
through other Member States on the basis of a solidarity arrangement.

4. A Mediterranean energy ring now needs to be completed, linking Europe with the
Southern Mediterranean through electricity and gas interconnections.

5. North-South gas and electricity interconnections within Central and South-East
Europe need to be developed.

6. In line with the work of the European coordinator and the Communication on
Offshore Wind tabled by the Commission together with this Strategic Energy
Review, a Blueprint for a North Sea offshore grid should be developed to

interconnect national electricity grids in North-West Europe together and plug-in
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the numerous planned offshore wind projects. It should become, together with the
Mediterranean Ring and the Baltic Interconnection project, one of the building

blocks of a future European super grid.

Lack of transparency about operations in the wholesale energy sector and lack of
competition can be solved by strengthening regulation and harmonization of rules as
the sector inquiry confirms (European Commission, 2007). Europe needs a
substantial strengthening of the powers of regulators and enhanced European
coordination. Commission finds that only a strengthened regulatory framework can
provide the transparent, stable and non-discriminatory environment that the sector
needs for competition to develop and for future investments to be made. European

Commission finds that main ingredients of such a strengthened framework should be:
e enhanced powers for independent national energy regulators,

¢ reinforced coordination between national energy regulators,

¢ reinforced cooperation between transmission system operators (TSO),

e substantially enhanced consistency of regulation in cross-border issues.

Commission has stated also that reinforced coordination between national energy
regulators, with a stronger role for community oversight to ensure the internal market
interests, particularly as regards cross-border issues and areas most critical for
market entry, will be necessary to overcome the current regulatory cross-border gap

which cannot be remedied by application of competition rules alone.

Today energy markets liberalization has redirected its focus to the most secure
solutions with the less environmental impacts. Energy policy has become the most
important issue in the EU foreign policy and member-states are more and more
interested in common energy policy that can provide the whole union with the secure
supply of electricity. Clear action plan is made in order to build the connections
between the countries: the EU-25 is divided into a number of “electrical islands”
areas between which interconnector capacities are too limited to allow cross-border

trade and to have the functioning market.

EU has clearly stated in the third energy package to take actions to form a real
functioning market: that is balanced, diversified, secure and environmentally

sustainable.
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3. Lessons learned from opening up the electricity markets in Scandinavia

All Nordic countries have liberalized their electricity markets, opened electricity
trading and electricity production to competition. In the past, each of the four Nordic
countries the national electricity market exhibited a high degree of concentration, with
a publicly owned power company having a dominating position. The first step towards
the creation of the Nordic market was taken in 1996, when the border tariffs between
Norway and Sweden were abolished and the common power exchange (Nord Pool)
was established. Finland joined the market in 1998 and the process was completed
in 2000 when Denmark was fully integrated into the Nord Pool system (Bergman,
2009).

The creation of Nord Pool and the elimination of border tariffs between the Nordic
countries were key elements in a strategy aiming at an integrated Nordic market for
electricity. Nord Pool operates both a common power exchange (a sport market) and
forward markets for electricity. Around 30 per cent of the total electricity consumption
in the Nordic area is traded on the Nord Pool spot market, while the total forward
market turnover amounts to about five times the spot market trade. The day-ahead
wholesale markets acts as a single market when the grids allow it, while a shared
mechanism for allocating interconnections divides them again into distinct zones
when the grid becomes overloaded. The rules and regulations governing
transmission pricing and interconnector congestion management ensure the efficient
functioning of the market. The prices of transmission services are independent of the
location, and of the distance between, buyers and sellers, and interconnector
congestion fees are positive only when net demand exceeds capacity. There are still
four national transmission system operators (TSO), but from the point of view of the
functioning of the common market there is a very close cooperation between them.
There is also an efficient flow of relevant information about expected load and

interconnector capacity utilization between the TSOs and Nord Pool. (/bid)

Nordic market offers many positive examples of liberalization. One example is from
the critical issue: whether an unregulated generation and supply industry can survive
the potential back-lash from a period of high prices caused by shortages (in this case,
of rain for the hydro reservoirs). Both Norway and Sweden suffered from a supply
shock in 2002-03, due to unexpectedly dry weather. In the second half of 2002,

inflow to hydro reservoirs was only 54% of the average of the proceeding 20-year
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period. Foreseeing tighter market conditions, producers began restricting supply in
late autumn and prices started to rise. The daily average spot price peaked at normal
850 NOK/MWh (115 EUR/MWh) in January 2003, two to three times in the normal
level. Many customers received electricity bills which were 50% higher than usual.
There was speculation that high prices were the result of abuse of market power, as
well as a lack of investment in both generation and transmission in earlier years, and
that rationing on a massive scale would be required. As it turned out, no such drastic
measures were needed, as responses from consumers and thermal-power producers
balanced the market. Even though prices remained high during most of 2003, market
conditions gradually normalized. The Nordic experience suggests that consumers
can reduce demand appreciably in response to sustained increases in electricity
prices, provided the wholesale prices feed through into retail prices and are not
distorted by market power supported by high switching costs. When the reasons for
high prices are clear and understood (low reservoir levels) there appears to be no

need for regulatory intervention. (Newbery, 2009)

Second good example can be brought from the “national interests” that sometimes
are brought as one the obstacles in creating one united market. In the context of the
shared management of Nordic interconnections, simultaneously defined the effective
size of their common market and the volume of energy allowed to transit between the
submarkets during periods of market splitting. The Swedish TSO; which is not really
a firm, but a government body, is apparently obligated to prioritize Swedish interests
when the conflict with the optimal usage of the Nordic common market. The
advantage of the Swedish example is transparency- things are stated with such

clarity among partners sharing a common wholesale market. (Glachant et al. 2009)

Nordic countries are the ones that have also progressed in the development of
incentive pricing structures which as a result leads to the competitive market. The
grid access fee no longer consists of only annual fee covering all TSOs expenses
(except the costs of balancing) and in which access to the grid is no longer free for
generators. It is considered differently in France and Germany, where the consumer
basically pays all the costs for the whole service. It is difficult to imagine how a
competitive market can function smoothly in the long term using such costly
infrastructure (60% of the wholesale price of energy) without delivering appropriate

economic signals to the market operators. (/bid)
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As the most of EU suffers from the high concentration of producers, Nordic countries
also here offer quite good example: for instance, Vattenfall’'s share of the relevant
market has been reduced from around 50% to around 20% by geographically
extending the market. Integration has managed to eliminate potential market power.
The factors listed below, seem to have been instrumental in preventing market power
from being established, maintained and exercised in the Nordic electricity market
(Newbery, 2009):

1. A low degree of concentration — as a result of market integration, the degree of

concentration is low.
2. Competition policy - prevention of mergers and acquisitions that could be harmful.
3. Forward contracting
4. Clear market rules
5. A significant share of hydropower in the generation mix.

If Norway and Sweden are being compared, where regulations are similar, the retail
markets nevertheless seem to perform quite differently. Average retail prices were
considerably lower in Norway than Sweden in the early period, and the explanation
lies in the switching costs. Norway used profiles to determine bills while Sweden
required expensive interval meters to switch to a new supplier until it moved to
profiling in 1999, after which retail prices moved towards Norwegian levels. Well-

functioning retailing market is characterized by the following points (Bergman, 2009):

1. Free entry on the supplier side — any prospective company is free to start trading
electricity;

2. A low degree of supplier concentration;

3. Transparent prices and conditions for electricity offered;

4. Free choice of supplier and contracts;

5. No charge for switching suppliers.

As the result of this there has been a greater volatility of average residential end-
users prices along with this development, reflecting the monthly, seasonal and
annual variation of spot prices. Furthermore, there have been fewer variations in the
contract prices offered to consumers, indicating increasing competition between
suppliers. Customers may freely choose a contract from a new supplier directly on

the internet and the engaged company will take care of the necessary changes
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(cancellation of old contracts etc.). Customers may choose among three board
categories of contracts reflecting various degrees of price risk: fixed price contracts,
spot price contracts and variable tariff contracts. Fixed price contracts may be various
lengths (one year of three years) 64% of the household prefer contract where the

tariff may be changed at short notice (14 days) (/bid).

Nordic electricity market is considered to be one of the most successful ones in
Europe. The united market has been able to keep in balance also in case of
shortages. The rules and regulations governing transmission pricing and
interconnector congestion management ensure the efficient functioning of the
market. There are four national TSOs, but clear and transparent rules guarantee
effective cooperation between. The conditions for consumers allow to flexibly switch
the suppliers and to choose from different categories of contracts. Nordic countries
have also managed to eliminate the threat of market power concentration. Baltic has
a lot to learn from Nordic, especially in sense of cooperation between the countries

as well the flexibility towards the customer.

4. Electricity market opening in the Baltic countries

In the years to come, the Baltic electricity sector is expected to go through major
changes. Recently, the sector was characterized by vertically integrated monopolies,
but at present the sector is undergoing reform processes to meet the requirements of

the EU Directives regarding liberalization of the electricity sectors.

Baltic electricity markets peak load is nearly 5000 MW, having 3 million customers
with consumption of 27 TWh/year. There are 3 large national utilities, plus 300 small
and medium independent producers. There is no internal bottlenecks, 350 MW
connection to Finland and over 3000 MW connections to Russia. Estonia, Latvia and
Lithuania are part of BRELL ring, which connects the Baltic, Belarus and Northwest
Russia. The Baltic States’ electricity network is often described as an island in the
European Union. There is only one transmission link with the rest of the EU, cable
connecting Estonia to Finland. Transmission capacity with Russia is on the other
hand well developed, because the electricity grid of the Baltic countries is integrated
into the North-West Russian grid for historical reasons. This is a cause for serious
concern, although so far no serious incidents with political undertones have taken

place, contrary to recent events in the supply of natural gas.

19



Estonia and the other Baltic states are among the countries most dependent on
external energy sources. A problematically big amount of Estonian, Lithuanian and
Latvian energy comes from Russia, one way or another. As regards energy issues,

the three Baltic states are rather bound, and in quite a similar situation. (Malk, 2007)

Degree of market opening (implementation of Directive 2003/54/EC) is different in
three countries: Latvia and Lithuania have formally opened their electricity market,
but Estonia is going to do it in the nearby future. Baltic markets act separately and as
already the history has shown regarding the Ignalina nuclear power-plant, it is very

hard to reach the common understanding about united action.

The Estonian electricity sector is organized around a vertically integrated utility —
Eesti Energia AS — a state-owned enterprise that controls the generation, distribution
as well as detail sales throughout almost all of the country. Formally all business
units are separated. In 2009 the separation of transmission system operaator Elering
from Eesti Energia started and it will be 100% direct state ownership by 2010 at the

latest.

Estonia will open 35 % of its market in 01.04.2010 and 100% probably by year 2013.
All business-consumers (over 2 GWh) have to buy electricity from the stock-market
starting from 01.04.2010. Stock-market will allow also the Russian electricity to enter
the market. At the moment there are 4 licensed electricity-sellers in the Estonia and

active research is being done also by the Nordpool market participants.

In Latvia, the real market opening has taken place in the amount of 55% (of total end
consumption), as customers with turnover more than 10 MEUR or more than 50
employees have to purchase electricity for the market price. There is also a kind of
discrimination for the newcomers: network tariff has been raised only for new
supplier's customers, while tariff for old supplier’'s customers have remained the
same 01.08.2007 the transmission tariffs were increased and 01.02.2008 the
distribution tariffs were increased. Up to 01.04.2008 customers purchasing from new
supplier should use higher network tariffs and customers of old supplier enjoyed old
lower tariffs. Network operator asked from new supplier's customers to pay for
additional metering equipment to be installed due to switching of supplier. Producers
get subsidies only if they sell electricity to old supplier. Regulated cost-based tariffs
are still available for all customers. Majority of small producers do not sell electricity

to the market because of loosing subsidies. New suppliers are not interested to enter
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because of higher tariffs in network services and huge risks in delivery forecasting.
Foreign producers and suppliers cannot access to the market because of restrictions
in cross-border trading. Latvenergo has the only open supply agreement over Latvian
border, instead of TSO. No other trader has right to do so. (Arukaevu, 2008)

In Lithuania, the spot-market started operating on the 1% of January, 2010. The
Ignalina nuclear-station was closed in the end of 2009 and this raised the price of
electricity reasonably. The price jumped from 20 €/ MWh to 52 €/ MWh within a first
week. Currently, nearly 30% of the whole electricity need is covered by the import
from Russian. There are 20 participants in the spot-market. Before 2010, the
electricyt market was also opened only formally. For example: new supplier was
obliged to submit delivery plans separately for each customer: so this means that
having 100 customers the new supplier had to send 100 separate delivery plans. At
the same time, old supplier had to send only one delivery plan in the same case. Also
as in Latvia, majority of small producers do not sell electricity to the market because
of loosing subsidies and new suppliers are not interested to enter because of higher
tariffs in network services and huge risks in delivery forecasting. For import and
export permit are needed and there is no clear procedure how to conduct import and
export. Also there is a mandatory auctioning of electricity imported or exported by
traders. (Ibid)

One big problem for the Baltic region is the possible import from third countries.
Lithuania is already having debates whether they should negotiate with Russia from
special agreements for buying electricity. Baltic countries have already extremely
strong interconnections with third countries, which could supply over 80% total
needed electricity into Baltic market area. The import of electricity produced outside
the European Union can significantly influence the electricity industry in the Baltic

countries.

To prevent market failure and support fair competition in the European Union energy
market, Estonian Government has proposed that electricity import has to be part of
the emission trading system. Otherwise, there could be a situation where a
neighboring non-EU state creates an unknown amount of greenhouse gas emissions
in electricity production that is sold to the internal market. This may also motivate the
EU companies to transfer their production into third countries, which will increase

carbon leakage. The second reason creating a demand for electricity import control is
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possible market distortion. Electricity produced in third countries under lower
environmental requirements is likely to be of less cost compared to electricity
produced in internal market. Producers that are obliged to meet environmental
requirements and EU climate policy cannot compete on equal grounds with those
who have no such obligations. It would be unfair to give third country producers with
lower environmental and production quality standards advantage over producers
within the internal market. Estonia proposed that for third countries the custom-tariff

would be in the same amount as the CO, quota bought from the action.

Currently there is a discussion on common regulation in the EU, how to approach the
issues of electricity imports from third countries. Liberalization of power markets and
emission trading scheme has made it very attractive for the third countries’ power
producers to enter these markets with their power suppliers and for the member
states difficult to apply any measures against such imports. Mitchell (2009) finds in
his article , Europe’s Energy Security After Copenhagen: Time for a Retrofit?” that
this question could be in principle solved in the farme of World Trade Organization
(WTO). According to him, solution has become more relevant than earlier, as now the
Saudi Arabia and the Gulf Cooperation Countries are members, as are the South
American exporters. The big exceptions are Russia, Iraq, Libya and Algeria. If and
when these countries join the WTO, their accession would provide some opportunity
to negotiate matters affecting energy security (Mitchell, 2009). The vice-counsellor of
the Ministry of Economic Affairs and Communications opposes it, saying that Estonia
itself made several proposals to the chairman and the Commission for solving the
problem, but the rules of the WTO prohibit any restrictions to the electricity trade.
(Kisel, 2008)

The possible future for Baltic states would be creating a joint Nordic-Baltic energy
market that would be efficient, provide energy security, and reduce the environmental

impact of energy production.

For developing a joint well-functioning electricity market, it is important to link the
Baltic and Nordic countries with new interconnections and simultaneously ensure the
smooth functioning of the Baltic electricity market. Current regulation in Estonia,
Latvia and Lithuania does not support the development of a joint efficient electricity

market. With the help of different regulatory schemes, Baltic countries have been
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supporting domestic electricity producers, thus significantly distorting the

development of a joint electricity market. (Kisel, 2008)

Baltic countries could form united market similarly to the Nordic countries (Norway,
Sweden, Finland and Denmark) that merged their electricity markets building on the
systems created in Norway in 1991. Like the Nordic market that had many
advantages: national systems were complementary in resource terms (Norway is
hydro based while Denmark is fossil-fuel based with Sweden and Finland using a
mix); Estonia, Latvia and Lithuania have diverse energy mix in electricity generation

by technology and fuel.

One of the important issues is also the investments into new generating capacities,
as the Baltic region is starting from 2010 facing a lack of generation facilities. The
early experience with reforms during the 1990s suggested that competitive wholesale
markets could and would mobilize adequate investment in new generating capacity.
Substantial amounts of capitals were mobilized during the late 1990s to support
constructions of new efficient generating capacity in many countries that have
implemented the reform. About 40% of the stock of generating plants in service in
England and Wales was replaced with modern efficient combined-cycle gas turbine
(CCGT) technology between 1990 and 2002 as old coal-burning generators have
been closed and expensive dirty coal plants have been displaced by cheaper and
cleaner CCGT capacity. On the other hand, many EU countries entered the
liberalization era with excess generating capacity and are only now facing ,supply
security” issues that may arise if competitive markets do not provide adequate
incentives to stimulate investment in new generating facilities consistent with

economic and reliability goals. (Glachant el al. 2009)

Latvia and Lithuania have opened up their markets, Estonia needs to do that by
2013. The three Baltic countries have been unable to coordinate their electricity

markets so far, though each of them is small and very simply structured.

Baltic countries need to consider what would be the best for the whole region and
take the needed steps in order to move the barriers from united electricity market at
least by 2013. Also, the cooperation has to be done to face the future lack of
production capacities. In order to have the functioning market, Baltic countries need

clear and harmonized rules, many market participants and common future visions.
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Conclusion

The third energy packet that was approved by the European Parliament in December
2008 pointed out the non-functioning united market need for common energy policy
in the EU. Mainly the market is non-functioning as the European electricity market is
a set of regional electricity markets. EU-25 is divided into a number of “electrical
islands” areas between which interconnector capacities are too limited to allow cross-
border trade to equalize prices. Besides that, quite many of these regional markets
exhibit a relatively high degree of concentration. Common energy policy of EU is
extremely important for Baltic countries as it includes also the rules for electricity
import for the third countries, which is the potential threat. As a bottom line, today
energy markets liberalization has redirected its focus from search for the lowest price
to search for the most secure solutions and well the search for diversified sources of
energy that could provide the supply even in case of war or crises. Energy policy has
become the most important issue in the EU foreign policy and member-states are
today more interested in common energy policy that can provide the whole union with

the secure supply.

The three Baltic countries have much to learn from the Nordic neighbors. First of all,
the regional cooperation in the form of Nord Pool that enables to secure the supply
also in case of shortages. As in Nordic countries, Baltic countries should also unite
their main grids into one unit and operate this in cooperation. Clear and transparent
rules need to be introduced, to avoid possible “national interests” conflicts. Secondly,
Nordic countries have well-functioning retail market that is flexible towards the

customer.

Baltic countries could logically form one united regional electricity market. There are
strong interconnections and also the energy-portfolio is diversified enough (oil-shale,

hydro, nuclear).

Similarly to Nordic energy market, Baltic market could have one spot market and the
main grids should be united into one unit. The common market starts from
harmonizing the rules. Firstly there is a need to remove formal and informal barriers
from electricity markets so that export and import could take place freely. Next step
would be harmonization agreements between regulators (rules for reserves and
balancing, access to interconnections and congestion management, compatibility of

access and connection fees, joint approval of investments in the grid). Baltic
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countries need also consider the possible cooperation in the sense of production
capacities. Lithuania is facing the lack of capacities already at the beginning of year
2010. Lithuania is capable of producing the half of the electricity need and the rest is
planned to buy from the open market. This could either speed up the formulation of a
common market or either increases the Lithuania’s dependency on the Russian
energy. Baltic countries have a good possibility to start thinking and acting in united

way, to secure the functioning common market and energy supply in the future.

References

Arukaevu, J. http://energiafoorum.blogspot.com/2008/05/jaanus-arukaevu-baltimaad

- ei- ole-tpp-me.html

Bergman, L. (2009). Addressing market power and industry restructuring. In:
Electricity Refom in Europe. Edited by Glachant, J.-M. And Leveque, F., Cheltenham,
Northampton, Edward Elgar Publishing, pp 65-89.

Bernstein, M. (1955). Regulating Business by Independent Commission. Princeton,

NJ: Princeton University Press.

Barysch, K.; Tilford, S.; Whyte, P. (2007). The Lisabon scorecard VIII. Is Europe

ready for an economic storm? Centre for European Reform.
Coase, H. R. (1937). The Nature of Firm. Economica, 4(16), pp. 386-405.

Economides, N. (2004). Competition Policy in Network Industries. Stern School of

Business, New York University.

Fehr, von der N.-H. M. (1998). Who Should Be Responsible for Competition Policy
in Regulated Industries? In: Competition Policy in Regulated Industries. Oxford:

Oxford University Press.

Glachant, J.-M., Leveque, F. (2009). The Electricity Intewrnal Market in European
Union: What to do Next? In: Electricity Refom in Europe. Edited by Glachant, J.-M.
And Leveque, F., Cheltenham, Northampton, Edward Elgar Publishing, pp. 3-34.

25



Guasch, J.; Hahn, R. (1999). The Costs and Benefits of Regulation: Implications for
Developing Countries, The World Bank Research Observer, No14 (1), pp. 137-158

Hertog, den J. (1999). General Theories of Regulation. Encyclopedia of Law and
Economics, No 5000.

Jamasb, T.; Pollitt, M. (2001). Benchmarking and regulation: international electricity

experience. Utilities Policy, No 9, pp. 107-130.

Kessides, I. N. (2004). Reforming Infrastructure: Privatization, Regulation, and
Competition. In: A copublication of the World Bank and Oxford University Press. 306

p.

Kirchner, C. (2004). Competition policy vs regulation: administration vs judiciary. In:
International Handbook of Competition. Edited by Neumann, M. and Weigand, J.,
Cheltenham, Northampton, Edward Elgar, pp. 306-320.

Kisel, E. Energiafoorum. http://energiafoorum.blogspot.com/. 08.10.2008

Klein, P. G. (2009) Transaction Cost Economics. uk.cbs.dk/.../Klein-Theory%200f%
20the % 20Firm-PhD-23June2009-4.pdf

Liik, O. (2004). Energy and Culture, IUB, Bremen, 18-20 March 2004.

Laur, A.; Soosaar, S.; Tenno, K. Development of Electricity Markets - Options for
Estonia. Essays in Estonian Transformation Economics. Estonian Institute of
Economics at TTU, 2003. pp 211 — 244.

Mitchell, J.V. Europe's Energy Security After Copenhagen: Time for a
Retrofit?http://www.chathamhouse.org.uk/files/15506 _bp1209europeenergy.pdf

Malk, R. Energy and Foreign Policy.
http://www.president.ee/img/pilt.php? gid= 98360. 14.02.2007.

Newbery, D. (2009). Refining market design. In: Electricity Refom in Europe. Edited
by Glachant, J.-M. And Leveque, F., Cheltenham, Northampton, Edward Elgar
Publishing, pp 35-64.

26



Percebois, J. (2008). Electricity Liberalization in the European Union: Balancing
Benefits And Risks. — The Energy Journal, Vol. 29. No. .

Radaelli, C. M., Fransesco, De F. (2007). Regulatory Quality in Europe — Concepts,

Measures and Policy Processes. Glasgow: Manchester University Press, 258 p.

The Relationship between Competition Authorities and Sectoral Regulators. (2005).
Global Forum on Competition. Directorate for Financial and Enterprise Affairs

Competition Committee, 14 p.

Thomas, S. (2004). Electricity Liberalization — the Beginning of an End. London,

Public Services International Research Unit.

Williamson, O. E. (2005). Transaction Cost Economics and Business Administration.
Scandinavian Journal of Management, No 21 (1), March 2005, 19-40.

Report  from the European Commission. http://ec.europa.eu/energy/
electricity/benchmarking/doc/4/com_2004_0863_en.pdf

European Commission Sector Inquiry http://www.europeanenergyforum.eu/
archives/european-union/eu-general-topic-file/eu-competition-and-economic-

matters/energy-sector-inquiry

27



Ordnungspolitische Diskurse
Discourses in Social Market Economy

2007 -1
2007 -2
2007 -3
2007 -4
2007 -5
2007 -6
2007 -7
2007 -8
2007 -9
2007 - 10
2008 -1
2008 - 2
2008 -3
2008 - 4
2008 -5
2008 -6
2009 -1

Seliger, Bernhard; Wrobel, Ralph — Die Krise der Ordnungspolitik als
Kommunikationskrise

Sepp, Juri - Estland — eine ordnungspolitische Erfolgsgeschichte?
Eerma, Diana; Sepp, Juri - Competition Policy’s Role in Network
Industries - Regula-tion and Deregulation in Estonia

Claphman, Ronald - Welche Bedeutung haben nationale
Wirtschaftsordnungen flr die Zukunft der EU? Der Beitrag der sozialen
Marktwirtschaft

Strunz, Herbert — Staat, Wirtschaften und Governance

Jang Tae-Seok - South Korea'’s Aid to North Korea’s Transformation
Process - Social Market Perspective

Libman, Alexander - Big Business and Quality of Institutions in the Post-
Soviet Space: Spatial Aspects

Mulaj, Isa - Forgotten Status of Many: Kosovo’s Economy under the UN
and the EU Administration

Dathe, Uwe - Wettbewerb ohne Wettbewerb? Uber die Bedeutung von
Reformen im Bildungswesen fur die Akzeptanz der Wettbewerbsidee
Noltze, Karl - Die ordnungspolitische Strategie des Landes Sachsen
Seliger, Bernhard - Die zweite Welle — ordnungspolitische
Herausforderungen der ostasiatischen Wirtschaftsentwicklung

Gemper, Bodo Rheinische Wegbereiter der Sozialen Marktwirtschaft:
Charakter zeigen im Aufbruch

Decouard, Emmanuel - Das ,Modéle rhénan® aus franzdsischer Sicht
Backhaus, Jurgen - Gilt das Coase Theorem auch in den neuen
Landern?

Ahrens, Joachim - Transition towards a Social Market Economy? Limits
and Opportunities

Wrobel, Ralph - Sonderwirtschaftszonen im internationalen Wettbewerb
der Wirt-schaftssysteme: ordnungspolitisches Konstrukt oder Motor
institutionellen Wandels?

Wrobel, Ralph - The Double Challenge of Transformation and

Integration: German Experiences and Consequences for Korea



2009 -2 Eerma Diana; Sepp, Juri - Estonia in Transition under the Restrictions
of European Institutional Competition

2009-3 Backhaus, Jurgen - Realwirtschaft und Liquiditat

2009-4 Connolly, Richard - Economic Structure and Social Order Type in Post-
Communist Europe

2009 -5 Dathe, Uwe — Wie wird man ein Liberaler? Die Genese der Idee des
Leistungswettbewerbs bei Walter Eucken und Alexander Rustow

2009-6 Fichert, Frank - Verkehrspolitik in der Sozialen Marktwirtschaft

2009 -7 Kettner, Anja; Rebien, Martina — Job Safety first? Zur Veranderung der
Konzessionsbereitschaft von arbeitslosen Bewerbern und Beschaftigten
aus betrieblicher Perspektive

2009-8 Mulaj, Isa — Self-management Socialism Compared to Social Market
Economy in Transition: Are there Convergent Paths?

2009-9 Kochskamper, Susanna - Herausforderungen flr die nationale
Gesundheitspolitik im Europaischen Integrationsprozess

2009 — 10  Schéafer, Wolf — Dienstleistungsokonomie in Europa: eine
ordnungspolitische Analyse

2009 -11  Sepp, Juri — Europaische Wirtschaftssysteme durch das Prisma der
Branchenstruktur und die Position der Transformationslander

2009 -12 Ahrens, Joachim — The politico-institutional foundation of economic
transition in Central Asia: Lessons from China

2009 — 13  Pitsoulis, Athanassios; Siebel, Jens Peter — Zur politischen Okonomie
von Defiziten und Kapitalsteuerwettbewerb

2010 - 01  Seliger, Bernhard — Theories of economic miracles

2010 -02 Kim,GiEun - Technology Innovation & Green Policy in Korea

2010 -03 Reiljan, Janno - Vergrol3erung der regionalen Disparitaten der
Wirtschaftsentwicklung Estlands

2010 -04 Tsahkna, Anna-Greta, Eerma, Diana - Challenges of electricity market

liberalization in the Baltic countries



Herausgeber:

PD Dr. habil. Bernhard Seliger — Seoul
Prof. Dr. Ralph M. Wrobel — Zwickau

www.Ordnungspolitisches-Portal.de




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile ()
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket true
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue true
  /ColorSettingsFile (Emulate Acrobat 4)
  /AlwaysEmbed [ true
    /AgencyFB-Bold
    /AgencyFB-Reg
    /Albertus-ExtraBold
    /Albertus-Medium
    /AlbertusMT
    /AlbertusMT-Italic
    /AlbertusMT-Light
    /Algerian
    /AntiqueOlive
    /AntiqueOlive-Bold
    /AntiqueOlive-Compact
    /AntiqueOlive-Italic
    /AntiqueOlive-Roman
    /Apple-Chancery
    /Arial-Black
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialRoundedMTBold
    /ArialUnicodeMS
    /AvantGarde-Book
    /AvantGarde-BookOblique
    /AvantGarde-Demi
    /AvantGarde-DemiOblique
    /BaskOldFace
    /Bauhaus93
    /BellMT
    /BellMTBold
    /BellMTItalic
    /BerlinSansFB-Bold
    /BerlinSansFBDemi-Bold
    /BerlinSansFB-Reg
    /BernardMT-Condensed
    /BlackadderITC-Regular
    /Bodoni
    /Bodoni-Bold
    /Bodoni-BoldItalic
    /Bodoni-Italic
    /BodoniMT
    /BodoniMTBlack
    /BodoniMTBlack-Italic
    /BodoniMT-Bold
    /BodoniMT-BoldItalic
    /BodoniMTCondensed
    /BodoniMTCondensed-Bold
    /BodoniMTCondensed-BoldItalic
    /BodoniMTCondensed-Italic
    /BodoniMT-Italic
    /BodoniMTPosterCompressed
    /Bodoni-Poster
    /Bodoni-PosterCompressed
    /BookAntiqua
    /BookAntiqua-Bold
    /BookAntiqua-BoldItalic
    /BookAntiqua-Italic
    /Bookman-Demi
    /Bookman-DemiItalic
    /Bookman-Light
    /Bookman-LightItalic
    /BookmanOldStyle
    /BookmanOldStyle-Bold
    /BookmanOldStyle-BoldItalic
    /BookmanOldStyle-Italic
    /BookshelfSymbolSeven
    /BradleyHandITC
    /BritannicBold
    /Broadway
    /BrushScriptMT
    /Calibri
    /Calibri-Bold
    /Calibri-BoldItalic
    /Calibri-Italic
    /CalifornianFB-Bold
    /CalifornianFB-Italic
    /CalifornianFB-Reg
    /CalisMTBol
    /CalistoMT
    /CalistoMT-BoldItalic
    /CalistoMT-Italic
    /Cambria
    /Cambria-Bold
    /Cambria-BoldItalic
    /Cambria-Italic
    /CambriaMath
    /Candara
    /Candara-Bold
    /Candara-BoldItalic
    /Candara-Italic
    /Candid
    /Castellar
    /Centaur
    /Century
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CenturySchoolbook
    /CenturySchoolbook-Bold
    /CenturySchoolbook-BoldItalic
    /CenturySchoolbook-Italic
    /CGOmega
    /CGOmega-Bold
    /CGOmega-BoldItalic
    /CGOmega-Italic
    /CGTimes
    /CGTimes-Bold
    /CGTimes-BoldItalic
    /CGTimes-Italic
    /Chicago
    /Chiller-Regular
    /Clarendon
    /Clarendon-Bold
    /Clarendon-Condensed-Bold
    /Clarendon-Light
    /ColonnaMT
    /ComicSansMS
    /ComicSansMS-Bold
    /Consolas
    /Consolas-Bold
    /Consolas-BoldItalic
    /Consolas-Italic
    /Constantia
    /Constantia-Bold
    /Constantia-BoldItalic
    /Constantia-Italic
    /CooperBlack
    /CooperBlack-Italic
    /CopperplateGothic-Bold
    /CopperplateGothic-Light
    /Copperplate-ThirtyThreeBC
    /Copperplate-ThirtyTwoBC
    /Corbel
    /Corbel-Bold
    /Corbel-BoldItalic
    /Corbel-Italic
    /Coronet
    /Coronet-Regular
    /Courier
    /Courier-Bold
    /Courier-BoldOblique
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Courier-Oblique
    /CurlzMT
    /EdwardianScriptITC
    /Elephant-Italic
    /Elephant-Regular
    /EngraversMT
    /ErasITC-Bold
    /ErasITC-Demi
    /ErasITC-Light
    /ErasITC-Medium
    /EstrangeloEdessa
    /Eurostile
    /Eurostile-Bold
    /Eurostile-BoldExtendedTwo
    /Eurostile-ExtendedTwo
    /FelixTitlingMT
    /FootlightMTLight
    /ForteMT
    /FranklinGothic-Book
    /FranklinGothic-BookItalic
    /FranklinGothic-Demi
    /FranklinGothic-DemiCond
    /FranklinGothic-DemiItalic
    /FranklinGothic-Heavy
    /FranklinGothic-HeavyItalic
    /FranklinGothic-Medium
    /FranklinGothic-MediumCond
    /FranklinGothic-MediumItalic
    /FreestyleScript-Regular
    /FrenchScriptMT
    /Garamond
    /Garamond-Antiqua
    /Garamond-Bold
    /Garamond-Halbfett
    /Garamond-Italic
    /Garamond-Kursiv
    /Garamond-KursivHalbfett
    /Gautami
    /Geneva
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Gigi-Regular
    /GillSans
    /GillSans-Bold
    /GillSans-BoldCondensed
    /GillSans-BoldItalic
    /GillSans-Condensed
    /GillSans-ExtraBold
    /GillSans-Italic
    /GillSans-Light
    /GillSans-LightItalic
    /GillSansMT
    /GillSansMT-Bold
    /GillSansMT-BoldItalic
    /GillSansMT-Condensed
    /GillSansMT-ExtraCondensedBold
    /GillSansMT-Italic
    /GillSans-UltraBold
    /GillSans-UltraBoldCondensed
    /GloucesterMT-ExtraCondensed
    /Goudy
    /Goudy-Bold
    /Goudy-BoldItalic
    /Goudy-ExtraBold
    /Goudy-Italic
    /GoudyOldStyleT-Bold
    /GoudyOldStyleT-Italic
    /GoudyOldStyleT-Regular
    /GoudyStout
    /Haettenschweiler
    /HarlowSolid
    /Harrington
    /Helvetica
    /Helvetica-Bold
    /Helvetica-BoldOblique
    /Helvetica-Condensed
    /Helvetica-Condensed-Bold
    /Helvetica-Condensed-BoldObl
    /Helvetica-Condensed-Oblique
    /Helvetica-Narrow
    /Helvetica-Narrow-Bold
    /Helvetica-Narrow-BoldOblique
    /Helvetica-Narrow-Oblique
    /Helvetica-Oblique
    /HighTowerText-Italic
    /HighTowerText-Reg
    /HoeflerText-Black
    /HoeflerText-BlackItalic
    /HoeflerText-Italic
    /HoeflerText-Ornaments
    /HoeflerText-Regular
    /Impact
    /ImprintMT-Shadow
    /InformalRoman-Regular
    /JoannaMT
    /JoannaMT-Bold
    /JoannaMT-BoldItalic
    /JoannaMT-Italic
    /Jokerman-Regular
    /JuiceITC-Regular
    /Kartika
    /KristenITC-Regular
    /KunstlerScript
    /Latha
    /LatinWide
    /LetterGothic
    /LetterGothic-Bold
    /LetterGothic-BoldSlanted
    /LetterGothic-Italic
    /LetterGothic-Slanted
    /LubalinGraph-Book
    /LubalinGraph-BookOblique
    /LubalinGraph-Demi
    /LubalinGraph-DemiOblique
    /LucidaBright
    /LucidaBright-Demi
    /LucidaBright-DemiItalic
    /LucidaBright-Italic
    /LucidaCalligraphy-Italic
    /LucidaConsole
    /LucidaFax
    /LucidaFax-Demi
    /LucidaFax-DemiItalic
    /LucidaFax-Italic
    /LucidaHandwriting-Italic
    /LucidaSans
    /LucidaSans-Demi
    /LucidaSans-DemiItalic
    /LucidaSans-Italic
    /LucidaSans-Typewriter
    /LucidaSans-TypewriterBold
    /LucidaSans-TypewriterBoldOblique
    /LucidaSans-TypewriterOblique
    /LucidaSansUnicode
    /Magneto-Bold
    /MaiandraGD-Regular
    /Mangal-Regular
    /Marigold
    /MaturaMTScriptCapitals
    /MicrosoftSansSerif
    /Mistral
    /Modern-Regular
    /Monaco
    /MonaLisa-Recut
    /MonotypeCorsiva
    /MS-Mincho
    /MSOutlook
    /MSReferenceSansSerif
    /MSReferenceSpecialty
    /MVBoli
    /NewCenturySchlbk-Bold
    /NewCenturySchlbk-BoldItalic
    /NewCenturySchlbk-Italic
    /NewCenturySchlbk-Roman
    /NewYork
    /NiagaraEngraved-Reg
    /NiagaraSolid-Reg
    /Oc_020
    /Oc_021
    /Oc_030
    /Oc_200
    /Oc_210
    /Oc_211
    /Oc_220
    /Oc_221
    /Oc_251
    /Oc_260
    /Oc_270
    /OCRAExtended
    /OldEnglishTextMT
    /Onyx
    /Optima
    /Optima-Bold
    /Optima-BoldItalic
    /Optima-Italic
    /Oxford
    /PalaceScriptMT
    /Palatino-Bold
    /Palatino-BoldItalic
    /Palatino-Italic
    /PalatinoLinotype-Bold
    /PalatinoLinotype-BoldItalic
    /PalatinoLinotype-Italic
    /PalatinoLinotype-Roman
    /Palatino-Roman
    /Papyrus-Regular
    /Parchment-Regular
    /Perpetua
    /Perpetua-Bold
    /Perpetua-BoldItalic
    /Perpetua-Italic
    /PerpetuaTitlingMT-Bold
    /PerpetuaTitlingMT-Light
    /Playbill
    /PoorRichard-Regular
    /Pristina-Regular
    /Raavi
    /RageItalic
    /Ravie
    /Rockwell
    /Rockwell-Bold
    /Rockwell-BoldItalic
    /Rockwell-Condensed
    /Rockwell-CondensedBold
    /Rockwell-ExtraBold
    /Rockwell-Italic
    /ScriptMTBold
    /SegoeUI
    /SegoeUI-Bold
    /SegoeUI-BoldItalic
    /SegoeUI-Italic
    /ShowcardGothic-Reg
    /Shruti
    /SnapITC-Regular
    /StempelGaramond-Bold
    /StempelGaramond-BoldItalic
    /StempelGaramond-Italic
    /StempelGaramond-Roman
    /Stencil
    /Sylfaen
    /Symbol
    /SymbolMT
    /Taffy
    /Tahoma
    /Tahoma-Bold
    /TempusSansITC
    /Times-Bold
    /Times-BoldItalic
    /Times-Italic
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Times-Roman
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Tunga-Regular
    /TwCenMT-Bold
    /TwCenMT-BoldItalic
    /TwCenMT-Condensed
    /TwCenMT-CondensedBold
    /TwCenMT-CondensedExtraBold
    /TwCenMT-Italic
    /TwCenMT-Regular
    /Univers
    /Univers-Bold
    /Univers-BoldExt
    /Univers-BoldExtObl
    /Univers-BoldItalic
    /Univers-BoldOblique
    /Univers-Condensed
    /Univers-CondensedBold
    /Univers-Condensed-Bold
    /Univers-Condensed-BoldItalic
    /Univers-CondensedBoldOblique
    /Univers-Condensed-Medium
    /Univers-Condensed-MediumItalic
    /Univers-CondensedOblique
    /Univers-Extended
    /Univers-ExtendedObl
    /Univers-Light
    /Univers-LightOblique
    /Univers-Medium
    /Univers-MediumItalic
    /Univers-Oblique
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
    /VinerHandITC
    /Vivaldii
    /VladimirScript
    /Vrinda
    /Webdings
    /Wingdings2
    /Wingdings3
    /Wingdings-Regular
    /ZapfChancery-MediumItalic
    /ZapfDingbats
    /ZWAdobeF
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /DEU <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [1200 1200]
  /PageSize [612.000 792.000]
>> setpagedevice


