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»  Current energy:market model
>  Market model proposed by ERE

> Market rules entered Iinto force




Requirement off Law Ne: 9072, dated 22 May 2006,
(article 53)

- ERE and other participants in the area in cooperation
with the consultant, prepared the draft model

- The Ministry of Industry and Energy submitted the
draft to the Council of Ministers

APPROVAL

,.#_

e decisionwelithe.Council of. Mipisters No. 539, dated™
DA WSt 22004, 0n the approval of the Transitional
Energy Market Model in Albania™




Perticiparnis in ine energy rrerert

——

» Ihe transmissienrsystem market eperator (TSMO)
> The public generation company (PGC - KESH)

» Small power producers (SPP)

» Independent power producers (IPP)

» External suppliers

» Distribution Division or Company (DDC)
S lialiff CUSIOMESS

= EUAIEUNCIISIOMETS

» Independent Regulator (ERE)

o




The market model divides contractual
relations among participants into:

* regulated relations
AlRregulated relations




afflorce oarticlo

——

Regulated relatiens

v The annual regulated energy supply agreements between the Public
Generation Coampany (KESH) and the transmission system market
operator (TSMO)

The contractual agreement for services between TSMO and
Distribution Division (DDC) or Company (KESH)

Transmission service agreement between TSMO and DDC

The regulated tariffs and service agreements for tariff customers
between DDC and Tariff Customers and gualified customers

v Jihedransmission service agreements between TSMO and gualified
LIS IOIMESS

——ihe energy supplydegulaietiaoreemenishofregulated exports
SEWEENMEEXpoItmarkets and the' Public Generation Company

(PGC - KESH)




Unregulated relations

TThe interecennection agreements between TSMO and
PGC (KESH)

v' Interconnection agreements between TSMO and

export markets

v Agreements for economic purchases of energy
between RGC and IPP and external suppliers

— ERErgy supplysagieementsheteem TTSMO and PRI
znRcrexternalrstppliers

v The energy supply agreements among export
markets and IPP and external suppliers




APPENDIX A

A4

Public Generation Company

Annual Regulated Agreements on power supply *

Note 1

Contractual service
Ji agreement *

Interconnection agreement

)

Interconnection Agreement

(KESH)

A A

asi[faau3 a1 axjiwouoy3 alia|g
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IPP;

TSMO

Tr
<_

ansmission service agreements *

Distribution Division or
Companies (KESH)

Regulated tariffs and Service Agreements with Tarifff Customers =

A 4

Tariff customers

PR3 1Basug awy ywiziuinH 8} alysanaitey

External suppliers

Energy supply agreement

»
Transmission service agreements

I

Qualified customers

IT
1

Energy supply agreement

Requlated enerqgy supply agreements for Licensed exports

Export Markets

*

T

Notel: Transmission service agreements;* Supply agreement Note2: Energy Supply Agreements ; Transmission
with annual regulatory ancillary services;* Supply Service Agreements ;* Supply Agreements

agreement with Non Regulatory Additional
Ancillary Services

with unregulated ancillary services

Note 3: Those qualified customers connected to

the distribution network will have to reach
an agreement with the distribution
company that provides them with th%

distribution connection and services.



Public Generation
Company (KESH)

APPENDIX B

Dispatching Schedule Project;

Consolidated Tariff

Generation Data in Real Time

»

SPP; IPP; CHP; and
_ External Suppliers

d
<

Dispensing Instructions ;

Estimate Customers’ Load

Load Data at Real Time

Planning the Needs for Ancillary Services

Dispensing instructions ;

Dispatch Schedule Project ;
Data Measured in Real Time

R

Distribution Divisions or
Companies (KESH)

A

Demand in Real Time

Tariff Customers

Qualified Customers Load Estim
Load Data in Real Time

pte;

Qualified Customers

Transmission Schedule;
Load Data in Real Time

Export Markets




Public Generation
Company (KESH)

APPENDIX C

En’e‘r'g'y“"f" _

TSMO Distribution Divisions
or Companies (KESH)

SPP, IPP, CHP
external suppliers

Tariff customers

_:Export markets

Qualified customers in the distgibuti
zones

N

Qualified customers

Qualified customers directly linked with
the Transmission network



APPENDIX D

LPayments for Contractual Services

A4
Payments on the basis of Interconnectio
Distribution Divisions or

Public Generation Company Agreements
TSMO Payment for Transmission Fee Companies (KESH)

=3) bl
and Service Agreements —

b 4 (including Reimbursement for Distribution and Sufply
Tariff Payments

ancillary Ser: Ilrnc)

Tariff Customers

Payments for Economic Purchase of Energy

Payments for the Power
Supply

Qualified Customers

\ 4 h 4
Payment for Transmission Fees
and Service Agreements

SPP, IPP, CHP and
External Suppliers —

Payments for Transmission

Payment for Power Supply Agreement

f Fees
AT SETVITE AGTEENTENt
Export Markets

ya
Payments for Power Supply Agreements

Payment for Power Supply Agreements for Licensed Exports

Note 1: Payments for Regulated Annual Power Supply Agreements; Note2: Payments for Supply Agreement with Note 3: Payment of Tariffs for Using the
Payments for Supply Agreement with Ancillary Services; Payments for Ancillary Services Distribution System
Power and Ancillary Services Purchased on the Basis of 11

Annual Contracts
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vl places TSMO, among ethier things, in the role ofi the power
purchaser at a time when' the Energy sector law does not
envisage such a responsibility.

v' |t does not foresee Qualified Suppliers as participants in the
Qualified Customers with power.

v It does not envisage the role of each power exporter and

Importer.

v It envisages direct links between the Qualified Customers and
External Suppliers or Independent power preducers (IPPs) to

eyvide.the power supply that runs counter to the Energy sector
e 2T

valBenvisagesithENpIeRsales fiompSERPRorTSMO and Qualified

S@Usiomersronrcommercial terms or terms approved by ERE at a
time when on the basis of the Energy sector law the agreements
among the licensees should be in compliance with Regulations
In sale and purchase agreements approved by ERE.




Cogniradictions anc Difficulties o) ine Jgeratigg
=g the Market according torcurrentiviedels

v |t'does not determine the market structure after TSMO
takes over the role of power contractor.

v |t does not set clear norms on conditions in which Qualified
Customers conclude a contract with public generation
company (KESH) the more so when the relationsischeme
among participants foresees the relationship between
Qualified Customers and KESH at a time when the latter
should not sell energy at the initial stage in order to save

VY. COSt energy for tariff customers —

Y ltiforeseesithetansierofifundsWiaiFs O, taking into

B Consideration the situation when generation and
distribution belong to KESH and in'general no physical
fund transfer will occur for payments from DDC to KESH, at
a time when work IS going on to privatize the distribution
function that Is separated from KESH sh.a. 13




CLIMATE OF CHANGES

v The order issued by the Minister of Economy, Trade,
and Energy to establish the inter ministerial working

group.
v' The Government Policy to separate and,later'to
privatize the distribution division.

v' Compliance with legal and sublegal acts.
WaRausication of The Energy Commuiity lireaty:
AEliminatesihardshigsiiatwererencountered.




KESH Gen

Power Flow

o ————
L e

Transmission System

IPPs

Qualified Suppliers
(Imports)

SPPs (Generators
connected in
. Distribution)

- Export Markets

ﬁlne_;afnr

Shtojca B

Distribution Company

(Disco)

A 4

4

Tariff Customers

Qualified Customers in the
Distribution Zone

o

Qualified

Qualified Customers
directly connected to the
Transmission network

Customers




" KESH Gen

>

Distribution CompanyJ

A

A 4

Tariff Customers

Note 1

| SPP. IPP: Traders
and Qualified

- Suppliers

Qualified Customersi
| —

Note 1: Those Qualified Customers
connected to the distribution
system will have to reach an
agreement with the company that
provides them with the connection
and distribution services.




Shtojca D
o R1=

Power Supply Agreement *

Indicators

iwouo3 asifbasul a 18l19|g

A

- SPP, IPP and Qualified

Suppliers

Power Supply Agreement

i

Power Supply Agreements

Distribution Company

ariffs and Service Agreements with TarlI Customers *

Tariff Customers

Qualified Customers

- \

Power Supply Agreements

Export Markets

Power Supply Agreements for Licensed Exports *

T

* Adjusted by ERE




SAppendix E
=

Payments on the basis of

Interconnection Agreements > Distribution Company

Transrrijion Fee Payments including Ancillary Services

[

ariff Payments for D#tribution

/ and Suppl
Traders A

Payments for Power Purchasé Tariff Customers
Payments on the basis of
wer Supply Agreement ( Shénim 2

AN - Qualified Customers
g ransmission Fee Payments
SPP, IPP; Qualified

Suppliers

Payments on the basis of Tariff and Transmission
T 4 Service Agreement Payments on the basis of

Supply Agreement
Payments on the basis of Power Supply Agreements when allowed by ERJE Export Markets

Payments on the Basis of Energy Supply for Licensed Exports when Allowed by ERE

Notel: Payments on the basis of Regulated Annual Contract Note 2: Payments of Tariffs for Using
for Power Supply; Payments for Power Purchased not on Distribution System
Contract Basis

18




l\/lrrmer, Mocdel Pro D

—

2 The pUrpose: ef the proposal for a new.

model:

- To consolidate and develop the Energy Market in
Albania.

- To consider reform launched by the Albanian
Government to restructure the whole electric

Sector.

R0 comply With the Directives efithe Europeaims .
- Union oniENEIGyAeneeqUINEIMENtS of the Energy
Eemmunity Treaty of South East Europe, for the
establishment of the Power Regional Market, a
document that was ratified by the Parliament of

Albania in 2006.




(continued)

= To ensure the flow of funds with transparent
and efficient accounts.

= To allow market oriented energy trade
(Import.and export) maintaining customer
IIENEI1S: — — —

"MI0'ensure a more cautious process on load
projection.




Meret Model grogosed oy ERE

—— -

" Other signifiicant puiipoeses of the New Market Medel

=0 take ntorconsideration the transformation of KESH
from a vertically integrated Company into three entities
separated legally, financiallly, and functionally.

- To set up adeguate structure to conduct competition both
for the wholesale market as well as the:Qualified
Customers.

walioidevelopinecessary legal and regulatory framework for
privatizatien efiie.ecnengy.ndusif/Asiaiiing ), Wit THET s
SlSHlIHOIRSECTOT ™

- To Implement Government policy to minimize the
merchant role of TSO and increase transparency.




Market Model proposed by ERE _
ojeciives arid goals (conilritec

O Cotablih the. e or prvalZat oo e
distrbution functlions Inithe near future. This framework Will

heia.sound base for the privatization of other segments of
the sector such as generation.

To minimize the chances for corruption and Illegal
economic activity. To this end, the New Market Model
applies bilateral contracts for power purchase In.order to

Improve transparency and to avoid the “overlap” of
unnecessary transactions.

= To maintain the full value of'power generated by Hydro
L resources to henefit Albanian tariff customers.

S eNmprevesinancialisusiainanliiAciRiTe energy Sector, by-
SNHEKINGECIECIFftETrEsponsibilities and obligations, ensuring
suificient information flow on market operation and

establishing a clear structure for financial transactions.




= FherAlbanian Market Viedel, 1n a bread meaning,
IS charactenzed by bilateral agreements between
participants in the Market: KESH-Gen, SPPs,
IPPs, and Qualified Suppliers on one hand and

entities that serve the load: OSSH-Disco; and
Qualified Customers on the other.

= The traders are the subjects that purchase and
SEllfat Wholesale level.

= JISO,purchiasestancilar Services for the
Transmission System.




—

AllFeontracts and-tariiis;among| different market panticipants
Wwilllee regulated since the very beginning except for:

a - Contracts between the traders and Qualified Suppliers,

on one hand, and OSSH (Disco) and Qualified Customers
on the other.

b - Contracts between SPPs, IPPs and Qualified

CUSIeMmETS,
A

-

G Gontiactsieiween KESH=Gen, on the one hand, and
wSthe export markets or Qualified Customers onithe other

hand, to an extent that is allowed by other Kesh-Gen
restrictions on sales.




Relations thatarerhased on standard
— agreements approved by ERE which all
participants are obliged to abide by:

- Between KESH Gen and OSSH (DSO).

- Between TSO and other members of the
I iansmission market and SEWIGES el atet Mot

S sBetieen SPPs and OSSH.
- Betwen OSSH (DSO) and its tariff customers.

25




ERE respoensibilities iollowing E . .E

Afterthe Approvalei-tiae Market Model by the Albanian Gevernment,
ERE should.reflect.changes inf market rules and other sub-legal acts
related te the market operation. To this end, ERE will take into
consideration:

a) The relations between the Qualified Customer (QC) and OSSH
(DSO). Market Rules to be approved by ERE shouldifecus:in pasticular
on these relations, taking into consideration; that:

- A qualified customer cannot simultaneoeusly. be a tariff customer.

- A gualified customer is not allowed to purchase power from
y KESH| Gen,or OSSH.(DSO). -

—-

- VarkeRRUIESSHoUIdCleary define the criteria and payments for
UG a Qualified Customer as a Tarifff Custemer in order to protect
Tariff Customers from the increase of cost resulting from this.

- Ensure power at a “stand-by” tariff and other mechanisms that
reduce the risk of Qualified Customers in the market. T




soonsiollities following itne aporoval of
plawerneccet pneclal (aiiedeer)

GIve priorty to the transmission system or congestion

managementwhen transmission lines are limited and
cannot meet all the demands of the Tariff and Qualified
Customers. This Is another issue that needs to be tackled
with in the Transmission Code and Market Rules that
should determine how to share the lack of capaecities
between the Tariff and Qualified Custemers:in erder to be
Implemented by OSSH (DSO). These rules should be
drafted on the principles of open access and non-
discrimination in order to meet thereguinementsyefithe
NENioean Unienrandiiescomply,witherERergy Community
MieaiyaAlNBIEBYaRT parties should make their contribution
“Stordraft these rules.




responsiollities following rme rloorovrll

EeWAITaIeE

=_ln.erder for the market to achieve its objectives, ERE, and, in
many. cases, SO should have sufficient information on
operations, costs, as well as the terms and conditions of
contracts among the parties. Therefore, in the process of the
preparation and implementation of the documents, ERE will

ensure that market participants will be reguestedto provide all
iInformation that ERE and TSO willineed tersucecesstully
perform their functions. The informatien,will be periodical,
complete, and accurate, with an exception of n ot supplying
BRormation related {0 competition. Theinfermationshoeuld

i —

lciude at leastails |Iab|||ty efithergEneration unit and

- cufrel use"'tﬁ" aval apility ef'transmission and current use as
" Well'as other data on generation and prices. The information
will be published on the websites of ERE and TSO for as long
as it will be in compliance with relevant requirements of
confidentiality.




EXE r2soonsiplliiles followinc the saporoyeal
O themew markermodelNconunued)™

= ERE should increase effective utilization of the energy
system by applying a tariff system for Tariff Customers,
which encourages customers to use power during night
hours, reduces power usage at peak hours and
encourages Tariff Customers to reduce capacity.

ERE In cooperation with TSO and market participants
should draft rules and standardize contracts that address
WeNssue; in'case the energy. billisypet paid or is paid
partially.  EREshpuldalso drait, amerefetnertnings, iigsss
S aioiprecediEsSHorERsSUrErtial I exercises its regulatory
admernty vis-a-vis OSSH (DSO), in compliance with the
protocol of liguidations. ERE also possesses the authority

to monitor the flow of funds in OSSH (DSO).




= Approved by [Decision;of the Board of
Commissioners No.1, dated 25 January.
2005, as a reqguirement of the Law No. 9072

dated 25 May 2003 “On the powelsector.”

= Market rules were approved by the Board
wditerthesapproval of the Jransitory Market
= Vodel by thexeeuncilefVinisters.

m——




- What do they regulate?

- Minimum requirements at the initial stage
of the national power market and Albania’s
participation in the regional power market.

- Requirements for the technicalieperation
of the power system, the netwerk Codes.

- he role of each energyamanketypaiticipants

nicomplianRcenvitiirthesiransiery Market
S \Viedel.




= Define indetail‘thelssues on basic market operations;, 1n
ordertermatehload with resources, and more specifically

With:

The ancillary services
Balancing energy
CBT service

Service for allocating interconnection.capacities

saOperation plan.according to the scheme for year, month,
Eek, and daysinadvance et e

"NEpErationproceaures
= The flow of funds and liguidations

= Access to market information
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= They will'be subject to review by ERE In
order to reflect the new power market model
that Is expected to be approved by the
government at the end of September 2007,







