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1 Country overview
1.1 General information

The Republic of Latvia, located on the south shore of the Baltic Sea, regained its independence in 1991 after the break up of the Soviet Union. Since ancient times, with its coastline exceeding 500 km and easily accessible ports (Ventspils, Riga, and Liepaja), Latvia has been a significant link between the states that surround the Baltic Sea and Russia. The Baltic Sea has always been of great importance in the political, economic and cultural life of the country. The overall length of Latvia’s boundaries exceeds 1800 km. Latvia is bounded by Estonia (on the North), Lithuania (on the south), Russia and Belarus (on the east).
The territory of Latvia covers 64 589 km2, of which approximately 42% is covered by forests. The population of Latvia is 2 309 000 (1 January 2004), of which the urban population amounts to 1 580 000 (68%).
The capital city, Riga, is located in the centre of the country, is a port on the Gulf of Riga and has a population of about 740 000 that constitutes 32% of the total population. The largest cities are Daugavpils (112 600), Liepaja (86 985), Jelgava (65 754), Jurmala (55 156), Ventspils (44 010) and Rezekne (37 777). Latvia's currency, the lat, exchanges at approximately EUR 1.42 per lat, or 0.7028 lats equals 1.0 EUR (as at January 2005).

Latvia is strategically located at the crossroads of East-West energy trade. Large volumes of crude oil and refined products travel through Latvia by pipelines and rail and are exported via the port of Ventspils, Riga and Liepaja. Large volumes of natural gas from Russia are pumped into underground storage in Latvia during the summer for use in the winter and some re-exports to neighbouring countries.
Latvia is not rich in important mineral resources, and among combustible resources only peat is produced at industrial amounts. There are significant reserves of raw building materials — limestone, gypsum, dolomite, clue and gravel. Climate in Latvia is determined by its location in the northwest of Eurasia in the proximity of the Atlantic Ocean. To a large extent, climate in Latvia is influenced by flows of marine air. Frequent cyclones bring about considerable weather changes. The average annual temperature in Riga is +6°C. The climate is partly maritime; the average length of heating season is up to 200-210 days in the year. (heating period is slowly increasing, in connection with installing modern heat substations -  consumers will have longer comfort period).
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Figure 1
Variation of the degree – days in Latvia 
1.2 Economical situation

Reforms realised in Latvia and integration in the European Union has left a positive impact on economic development of the country. In the period from 2001 to 2003 the average annual gross domestic product growth in Latvia was 7.3%. In 2004 GDP increased even faster – by 8.5 per cent.
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Figure 2
Gross Domestic Product (GDP) development in Latvia, years 1995 – 2004 (in per cent, 1995 = 100%).
High domestic demand (private consumption and investments) associated with the ability of Latvian enterprises to find new export markets was the reason for the growth over the past years. Manufacturing, construction, trade, commercial services and transport and communications had been the biggest contributors to the GDP growth. The economic activity increases in all major branches of the national economy. In the last years almost three-fourths of the increase was ensured by growth of service sectors where the biggest contribution was made by growth of trade, transport and communication sectors (fig 3.).
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Figure 3
Changes of GDP structure of Latvia.

The amount of output in the manufacturing sector shows steady growth for several years also, having reached annual growth of 9-10 % since 2001. The highest growth rates were registered in wood industry, machine building and metal product industries. Updating and reconstruction of production facilities, as well as utilization of the EU funds will promote productivity and competitiveness of this sector.

In 2000-2003 the average annual consumer price inflation in Latvia had been within the 2-3% band but in 2004 it reached 6.2%. Higher inflation growth in 2004 was due to a combination of several one-time factors, mainly the rise of administratively regulated prices, harmonisation of indirect tax rates, inflation expectations related to Latvia’s accession to the EU, and partly high world oil prices.

EU is the main trading partner of Latvia. Trade with the EU member states has been constantly expanding since restoration of Latvia’s independence, and currently more than 70% of Latvian exports and imports are linked to the EU, including also the new EU member states. In 2004 most of Latvia’s foreign trade turnover was made up by trade with Germany (14% of the total), Lithuania (11%), Sweden (8%), Russia (8%) and Estonia (8%).

2 National structure of energy supply and demands
The rapid decline in the general economic situation after regaining independence is clearly reflected in the reduction of the total primary energy supply (TPES), which shrank by some 43% from 1990 to 1995. Since 1996 the TPES has stabilised and since 2000 there has been a small increase, because of increased economic activity (see fig. 4 and 5).
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Figure 4
Interaction among economy, energy and environment dimension in Latvia
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Figure 5
TPES development in Latvia, 1990–2004.

Primary resource supply in Latvia is provided by local and renewable resources (fuelwood, straw, hydro resources, biogas) and imported energy resources (oils products, natural gas, coal et cetera). Now in Latvian primary resource supply dominates three main kinds of energy resources, which covers approximately even parts – oil products (mostly diesel and gasoline), natural gas and firewood. Approximately 45% of total primary resources is used for energy production.

Historically, dependency on import has been very high — during 1990–1995 it was around 80–90%. Positive structural changes took place in the TPES, which resulted in reduction of import dependency to 65%-70%. A significant growth in consumption of local resources, from 14% (1990) to 35% (2004), occurred mainly because of increased biomass (fuelwood) production and consumption. The other important change in TPES structure is a significant decrease in heavy fuel oil (HFO) consumption. HFO has been substituted mainly by natural gas. The structures of primary energy supply in Latvia by type of fuel from 1990 to 2004 is presented in figure 6.
[image: image6.emf]0%

20%

40%

60%

80%

100%

1990 1995 2000 2002 2004

Shale oil

Electricity

Hydro

Coal

Peat

Wood

Natural gas

Oil products


Figure 6
Structure of Latvian TPES 1990-2004.

At the moment renewable resources take significant place in TPES of Latvia. Main resources which are widely used are firewood and hydro resources, in a less amount – wind energy, straw and biogas. A part of renewable resources in supply of primary resources has grown from 26% in 1996 up to 33% in 2004. However there is also undigested potential, whose effective use can make a contribution in reducing Latvia’s dependence from imported primary resources.
2.1 Indigenous fuels

Presently, indigenous fuels in Latvia mainly consist of wood fuels and peat. According to statistical information (for 2004) indigenous fuel production amounts to 78 PJ. As both fuels are bulk material of low –calorific value, preconditions for their competitiveness are short transport distances and high efficiency in fuel production. 

Wood fuels

Fuel wood is the most important indigenous energy resource in Latvia. In 2004, production was 77,9 PJ. Wood-fuel export prices exceed domestic prices, which motivates exports. Some 20% of the annual production is exported to the Nordic countries and the UK. In addition, sawdust from the mechanical forest industry is collected, pressed into pellets and exported to Sweden and Denmark. Fuel wood accounts for 28% of the total gross energy consumption. The annual variation in fuel-wood production is quite large because of the variation in export volumes. In Latvia, wood fuel is typically used on a small- and medium-scale, with no demand for power generation so far. 

Peat 

Fuel peat consumption has decreased from 4.1 PJ in 1990 to 2.4 PJ in 2000, to 0.9 PJ in 2002 and to 0.1 PJ in 2004. Although peat is among Latvia’s few indigenous fuel resources, it has until recently had limited application for energy uses. The major consumer up to 2003 was TPP-1 in Riga, which utilized almost all of the peat used in energy production. In November 2005 Latvenergo completed the reconstruction of Riga TPP-1 plant into a natural gas-fired combined-cycle plant. This has practically ceased consumption of energy peat in the country. In addition, peat demand for public heat-only-boilers has declined from 0.1 PJ to about 0.05 PJ during the past 5 years. In addition to direct energy use, traditionally peat has been used as a raw material to manufacture peat briquettes for households, but these volumes has sharply declined (from 0.05 PJ to 0 within the past 5 years). Several studies were conducted about the utilization of energy peat in  small CHP plants, however non of them yet implemented.

2.2 Imported fuels

Natural gas

Latvia imports all of its natural gas supplies from Russia, which apparently will remain the only supplier in the future. Average natural gas imports from Russia were 1.3-1.6 billion m3 during the past 5 years. Natural gas is one of the most important fuel sources in Latvia, and accounted for some 32% of the total primary energy requirement in 2004. Its share has increased notably from 20% in 1996, largely because of the increasing price of HFO.  Overall, gas consumption in Latvia depends on a few major consumers; the largest being the national power company Latvenergo, with its two CHP plants. Latvenergo accounted for 34% of total gas sales to customers. The Riga district heating company operates a number of large heat-only boiler (HOB) plants is the second largest with a 10% share. The only steel mill in the Baltic (Liepajas metalurgs) consumes 9% and is the largest industrial consumer, accounting for 36% of sales to industry. 

Oil products

Latvia has no own oil production. However, the USA and Norwegian joint venture TGS Nopec has applied for oil exploration and extraction licenses. Licenses will be issued for three fields in Latvia's territorial waters in the Baltic Sea – covering 1143 km2, 765 km2 and 767 km2. Apart from the activities associated with oil-field exploration, there also have been plans to construct refineries in Latvia. 

Heavy fuel oil

Heavy fuel oil (HFO gross consumption has declined from 46 PJ to 4.5 PJ, during the past 5 years, being currently 3% of the total energy gross consumption. Reasons for the sharp decline in HFO demand are linked with competitiveness and environmental issues. Currently, the price of HFO is on the same level as that of natural gas and three times more expensive than, e.g., wood fuel. Latvia imports HFO mainly from Russia and the CIS. In addition to HFO, Latvia imports limited amounts of shale oil from Estonia. Shale oil is used by public HOB plants.

Coal

Latvia imports coal mainly from Russia, Kazakhstan, Ukraine and Poland. The coal imported from Russia is of low quality, and is used in small boiler houses and households. Average coal imports were 2.7 PJ during the past 5 years, which is very little amount comparison to 26.3 PJ in 1990.. Coal consumption has declined to 1.4% of total energy gross consumption, comparison to 7.7 PJ in 1990. Coal’s current importance in Latvia’s energy sector is very limited. Being an expensive imported fuel with high incremental transportation costs, coal is widely substituted by other fuels, particularly wood. 
2.3 Final energy demand
Similar to the trend in TPES, final energy demand has declined by more than 40% since independence (see fig. 7). After a major drop in consumption during 1991–1995 (from 273 PJ to 163 PJ), it stabilised at around 161 PJ. After some decrease in 2000 (up to 142 PJ), in the past 5 years there has been a tendency for final demand to increase (168 PJ in 2004).
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Figure 7
Final energy consumption by sectors in Latvia, 1990-2004.

A significant part the final energy demand is heat energy (district heating) that is consumed mainly by the residential sector for heating. The share of district heating in the final energy demand in 2002 reached 20%. A considerable part (approximately 22%) of the rest of the final energy demand is covered by biomass (wood). Biomass is widely used in residential and service sectors.
There is a positive trend over the past 5 years concerning the energy intensity of the Latvian economy. When we analyse energy-intensity indicators (e.g., energy use per GDP unit), we can conclude that energy efficiency for 2002 had increased by approximately 30% compared with 1995.

The main reasons, besides changes in economic structures are:

· Improvement in heat-generation technologies;

· Improvement in heat-transmission pipelines, including reinforcement of their heat insulation;

· Heat meters and controls in buildings;

· Measures to increase the energy efficiency of the demand side in all sectors.

Electricity consumption is given in the Figure 8.
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Figure 8
Electricity consumption by sectors in Latvia, 1990-2004.
2.4 Energy and fuel prices
In Latvia the majority of fuel prices are market based. The only exemption is pricing of natural gas. The approval of prices and tariffs for natural gas and electricity is the competence of the Public Utilities Commission. Average prices (excluding VAT) by industry enterprises of energy resources are provided in fig. 8, in accordance with statistical information provided by the Central Statistical Bureau of Latvia. Biomass fuel pricing is usually made on the basis of actual energy content, taking into consideration the calorific value of dry matter, moisture content and weight. 
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Figure 9
Dynamics of fuel prices developments in Latvia (excl. VAT).

2.5 Power supply system
Generation and supply
During the past 5 years domestic (large) power plants in Latvia supplied roughly 65% of the total annual power demand — distributed energy resources (DER
) covered 3–6%, but the rest were received as import supplies from Estonia, Lithuania and Russia 
There are three large hydro power plants (HPPs) with total capacity 1530 MW in Latvia, which are located on the river of Daugava and form the cascade of the Daugava HPPs. Daugava HPPs operate mostly during the system maximum (peak) hours of the Baltic Interconnected Power System (IPS). It is only possible to regulate power production of the cascade on daily and part-weekly basis. The variable nature of flow in the Daugava river means the power generation of HPPs is hard to predict in the long term. The average value of annual production is around 2.7 TWh, which is approximately 45% of the total annual demand.
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Figure 10
Power supply structure in Latvia.

Two large CHP plants, Riga TPP-1 with an installed electric capacity of 144 MW and Riga TPP-2 (390 MW), are located in the capital of the Latvian republic, the city of Riga. CHP plants are the main heat-generating sources of the right bank heating networks of Riga. Power is produced mainly in cogeneration mode, according to the heat-load curve. Since 1992, the heat load at Riga has decreased for different reasons, such as an efficiency increase of the district heating system and decentralisation. In the past couple of years heat demand in Riga has started to stabilise and some indications of a possible increase have appeared. Nowadays Riga CHP plants cover about 20% of total annual power demand of Latvia, generating approximately 1.3 TWh.
The dominant fuel used for power production is natural gas. A large gas portion is consumed by two major Riga’s cogeneration stations.
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Figure 11
Structure of fuel consumption in public CHP, year 2004.
Electricity market in Latvia

The Latvia electricity market is small 5.6Twh (final demand, 2004) with one dominant player- power company Latvenergo with 95% share in domestic production. Currently Latvenergo is a vertically integrated monopoly and it’s operations cover generation of electricity and heat, transmission and distribution and also import and export of electricity.
Competition in the production and supply is small due to small number of independent producers and suppliers. In fact the competition is limited to that between state owned vertically integrated monopoly Latvenergo and imported electricity. All industrial customers are eligible from July1, 2004. There are 8 DSOs in Latvia - 7 comparatively small operators and the dominant company SJSC “Latvenergo” (99% of electricity distribution market). There is a single TSO - a joint stock company “Augstsprieguma tikls”, 100% owned by “Latvenergo”, which starts operations as a separate entity from September 1, 2005. The TSO, as well as significant number of DSOs, are located separately from production and supply affiliates.
The energy sector legislation is approximated by implementing specific internal market requirements applicable to the energy sector in Latvia. This is executed to harmonise overall legislation by the Energy Law and to follow this up with secondary legislation.

The Energy Law establishes legislative and regulatory framework to liberalise the electricity and gas markets. The system operator concept is implemented both to regulate access to the transmission and distribution networks at reasonable cost, taking into account the existing capacities of transmission and distribution networks, and to expand the options for consumer choice of energy supplier. 
Opening up of the market in Latvia is to be implemented in several stages, in accordance with the Regulations of the Cabinet of Ministers on eligible customers for electricity (21 September 21 1999), described in Table 1.

Table 1
Opening up of electricity market in Latvia.

	Threshold for eligible consumers 
(share of the market)
	Year of implementation

	Market opening
	2000

	>100 GWh annually (5%)
	2000–2001

	>40 GWh annually (13%)
	2002

	>20 GWh annually (19%)
	2003

	>1 GWh annually (45%)
	until 30 June 2004

	All non-household consumers (75%)
	2004–2007

	All consumers
	After 01 July 2007


The Electricity Market Law was approved on 25 May 2005. It regulates the relationships between market participants, and defines the main principles of trading and the power system auxiliary services (balancing, regulation). 

At the present market opening is 76%. Due to specific cost structure (prevailing hydro and import from neighbour countries) no one of eligible customers has executed their rights to purchase electricity from other supplier. Starting from July 1, 2007 all customers will become eligible with 100% market opening.
2.6 Heat supply system

Active development of the centralised district heating system in Latvia was started at the beginning of the 1950s. It was especially important in large cities, where the construction of multi-storey apartment houses was started together with the development of large industries (that consumed steam). In the city of Riga the large CHP supply plant Riga TPP-1 was constructed to satisfy growing demand. Later on, district heating systems were developed in small cities as well, and even in country places. 
Centralised district heating systems are especially efficient in places with high density of heat demand. When planning its development, municipalities distinguish zones in which only a district heating system is possible for economic, architectural and environmental reasons. District heating in Latvia forms the backbone of the heat market. Approximately, 70% of households are connected to a district heating grid, and district heating accounts for 39% of state primary energy consumption. 

The highest level of heat-supply centralisation is in the capital of Latvia, the city of Riga, where approximately 75–80% of the heat supply is from central plants; in other cities this percentage is lower, with an average of 57%, and in country areas it is only 4%. The city of Riga is the largest heat-demand center, not only in Latvia, but also in the Baltic States. It accounts for approximately 53% of the total heat market in Latvia (see fig.11). Riga’s district heating system consists of two large and several smaller heat regions. It is one of the most advanced and efficient systems in Latvia with low heat tariffs, a developed infrastructure of main (transmission) and quarter (local distribution) heating networks, individual heating points in almost every building and large cogeneration plants. A further 14 big cities in Latvia, such as Daugavpils, Liepaja, Ventspils, Jelgava, etc., occupy approximately 34% of the market, while small cities take 13%.
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Figure 12
Breakdown of total heat supply by cities.

In 2004, the district heating systems of Latvia produced 31.1 PJ (8637 MWh) of heat energy.  In the DH sector heat energy is also produced by cogeneration plants and boiler houses – 14.8 PJ (4116 MWh) or 48% of the total amount by the former and 16.3 PJ (4521 MWh) or 52%  - by the latter.

Consumers of district heating can be characterized by their consumption as follows:

· Households - 18,1 PJ (5033 MWh);

· Industry – 0.6 PJ (155 MWh);

· Others – 5.9 PJ (1640 MWh).
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Figure 13
Structure of fuel consumption in public boiler houses, year 2004.

3 General overview of legislative framework, governmental policies

3.1 National strategies and governmental policies

In Latvia energy policy is similar to that in EC countries and other industrially developed countries, and is dominated by the following priorities:

· Security of supplies, especially considering the dependence on Russian gas supplies and integration with Russia’s electricity system;

· Competitiveness, with the introduction of market mechanisms;

· Protection of the environment.

The main policy documents that deal with energy policy issues are the National Energy Programme, Governmental policies in the energy sectors and the Strategy for the Sustainable Development of Latvia.
The National Energy Programme was accepted in concept by the Cabinet of Ministers on 2 September 1997. The objective of the National Energy Programme was to define a set of measures to ensure stable energy supplies at the lowest costs and lowest affordable environmental impacts that, in quantity and quality, correspond to domestic demand. This objective is to be achieved by improving energy efficiency, promoting the utilisation of domestic energy resources and decreasing the share of energy in the country’s imports. It is a planning document that integrates into a single system the interrelating technical, financial and organisational measures, and it is composed of 12 subprogrammes. The Programme covers a period up to the year 2020 and is due for renewal in 2004 - 2005. Unfortunately, renewal of the Programme has been protracted because of other priorities in the energy sector. At the end of 2005 it was prepared and submitted for the discussion the first draft of a new national energy programme for the period 2006  -2016. The main issues are security of supply, renewable energy, energy efficiency.

National Energy Efficiency Strategy accepted by the Cabinet of Ministers on November 21, 2000. The strategy emphasizes the importance of energy efficiency as the main energy policy instrument to reduce pollution of environment in Latvia. The main objective of the strategy is to formulate the measures for increase of energy efficiency to decrease energy intensity of GDP (energy/GDP) by 25 % in 2010. The strategy foresees the set of institutional, economical and political measures and activities to achieve the set target.
The Cabinet of Ministers approved the current Government Policy for the Electricity Sector on 11 September 2001. In the current document the sector is assessed from a broader perspective and more attention has been paid to instruments of implementation. The policy aims to move towards a common Baltic electricity market, according to the commitments made by the Baltic Council of Ministers. Objectives of the policy anticipate comprehensive sector reforms and envisage competition in both the wholesale and retail of electricity. Integration of the energy supply systems of the Baltic States into those of Nordic and Central European countries should be supported.
In the future development of the energy industry, special attention shall be paid to problems related to environmental protection, taking into consideration the increasing requirements for public well-being and the international commitments of Latvia. Particular attention is paid to the domestic potential of renewable energy resources, especially wood, peat and wind, all of which have been insufficiently used in electricity generation so far. Cogeneration plants will obtain support if the annual average efficiency of primary energy use reaches 80% and heat energy is supplied mainly to district heat supply systems.
Taking into consideration the strategic importance of energy supply, the trends of the European integration process and the Transatlantic Partnership, the Ministry of Economy will, on a regular basis, establish criteria aimed at balancing the electricity demand in Latvia with domestically generated electricity and imported electricity, including imports from the electricity trade in the Baltic States. Although the policy aims ‘at 80–90% self-sufficiency in electricity production by the year 2008’, this statement is not based on any feasibility assessments and market analysis. In fact, after closure of the II-nd unit in Ignalina NPP in 2009 and oil shale units in Narva power plants during the period of 2010-2015 the situation might be even worse, when no free capacity is available in Estonia and Lithuania for export to Latvia. With the lack of interconnections to NOREDL and UCTE, the dependency from electricity import from Russia (as the only supplier) politically is not acceptable.  That is why, the new target of establishing 100% self-sufficiency should be considered. Instruments to attain the objective of the energy policy in the electricity sector are as follows:

· Application of market mechanisms to promote growth of the electricity industry and the economy;

· Harmonisation of costs involved in environmental protection and energy generation, transportation and utilisation;

· Balanced sector development in line with the overall economic growth;

· Promotion of use of renewable and domestic energy resources.

Strategy for Sustainable Development of Latvia had been approved by the Cabinet of Ministers of the Republic of Latvia on 13 August 2002 and is aimed to define the directions of the country’s sustainable development. It includes description of situation, objectives of Sustainable Development Strategy of Latvia and defines results of policy, indicators of achievements and directions of actions for the achievement of the policy objectives. The main objectives relevant to climate change mitigation policy and energy policy are: 1) to promote the development of energy industry in accordance with balanced and sustainable economic development, 2) to decrease air pollutant substances from energy facilities, 3)to increase the use of renewable (local) energy resources.
3.2  Energy legislation 

The energy sector in Latvia is regulated by a legal framework of general primary and secondary legislation. Primary legislation (being dominant over general legal rules in cases of discrepancy) specific to the energy sector mainly comprises the: 

· Energy Charter Treaty;

· Energy Charter Protocol on Energy Efficiency and Related Environmental Aspects;

· Energy Law;

· Law on Regulators of Public Services

The Energy Charter Treaty of Latvia was ratified on 13 September 1995 by a law in force since 16 April 1998. By signing the Charter, Latvia committed itself to a number of obligations, including easing the transit of energy and energy resources through its territory, eliminating any discrimination that relates to the origin of products or their destinations, excluding any unreasonable impediments, prohibitions or dues. For Latvia these are extremely important because of large volumes of oil and gas transit.
The Energy Law passed by Parliament (the Saeima) in September 1998 and in force since 6 October 1998 incorporates the main provisions of the EU energy directives. It regulates rights and obligations of enterprises that operate as natural monopolies with the intention to protect consumer interests, promote business development within the energy sector and ensure implementation of Government policies. 

According to the Energy Law the main task of the energy sector in Latvia is to provide a secure, environment-friendly and long-term energy supply to the national economy and to the residents. This should provide the requested amount and quality for economically based and acceptable prices, to ensure efficiency and competitiveness promotion in energy undertakings and in the national economy.
The Law on Regulators of Public Services was passed by Parliament (the Saeima) on 19 October 2000 and has been in force since 1 June 2001. The Law stipulates the general procedure for the regulation of public services. The terms and conditions on transparency of prices of public services are incorporated in the Law on Regulators of Public Services. A multi-sectoral regulator — the Public Utilities Commission (PUC) — took over regulation of the energy sector from 1 October 2001. 
After the law On Regulators of Public Services was passed on October 19, 2000, a two-tier system of public service regulation was established. The first tier regulator – the Public Utilities Commission – regulates public services (electricity and natural gas supply) on the state level, while the second tier regulators – local government regulators – regulate local service providers including heat supply in the territories of the respective local governments.
The Commission and local government regulators according to the law are independent in their decision making and are not subject to the decisions of the government, local governments or other state institutions. The Commission does not supervise local government regulators and has no right to influence their work. One of the main tasks of the Commission is to find balance between the interests of involved parties, protecting consumers and promoting the development of service providers, ensuring safe and reliable services.
The Commission performs the following main functions:

· protects consumer interests and promotes the development of public service providers;

· promotes competition;

· issues licenses;

· supervises the compliance of services with requirements for quality, environmental

· protection, technical regulations, and standards;

· sets tariff calculation methodologies;

· approves service tariffs;

Technically, terms and conditions for energy supply and utilisation are determined by the Government Regulations on Heat Supply and Utilisation (passed on 28 February 1995), Regulations on Electricity Supply and Utilisation (passed on 22 October 1996), Regulations on Gas Supply and Utilisation (passed on 20 January, 1998). These were updated, in conformity with the Energy Law, by the Government on 9 March 1999.A new Competition Law has been in force since 1 January 2002. This Law applies to all market participants and to any registered or unregistered groupings of market participants.  

3.3 Environmental laws

Law on Environmental Protection (1991, 2000, with latter amendments) 
aims to ensure environment protection from impact of anthropogenic processes and pressure and promote sustainable use of energy. The Law aims to include environmental protection requirements in regulatory documents, concepts, plans, programs pertaining to other sectors, to ensure wide participation of the community in observance of environmental .protection principles, to provide the community free access to information. Institutions of municipalities are responsible and monitor using of natural resources and environment protection in own administrative territory. Municipalities organize preparing and carrying out of environment protection program in own administrative territory.
Law on Pollutions (2001 with latter amendments) aims to eliminate or, if impossible, to reduce the use of non-renewable resources and energy. The Law is in conformity with EU Directive 96/61/EC “On integrated pollution prevention and control”. EU has accepted the requested transitional measure until 31.12.2010 for some energy enterprises. CO2 trading scheme is implemented also through the Law on Pollutions.

Law on Environmental Impact Assessment (14.10.1998 with latter amendments), which is in conformity with relevant EU directives 85/337/EEC and 97/11/EC on the assessment of the effects to certain public and private projects on the environment. The law defines the list of activities for which environment impact assessment is needed as well as list of planning documents for which the procedure of strategic environment impact assessment should be applied.
Law ‘‘On Natural Resources Tax’’ (1995) aims to restrict wasteful use of natural resources, to reduce production and sales of environment polluting products, to encourage introduction of new and updated technologies and to financially support environment protection measures. The law promotes use of renewable resources by the establishing following measures:
· establishes effluent taxes (emission charges) based on pollutant volume.

· establishes credits from tax payments to subsidise environmental investments,

· establishes some form of subsidies for the collection and  re-use of waste materials, including waste for energy production.

The following activities relevant for the energy sector are taxed:

· extraction of local energy resource - peat 

· discharge of pollutants (noxious emissions, waste) directly into the environment, 

· CO2 emissions for fuel combustion facilities (exemption is stated for the facilities included in the National Plan for Allocation of Emission Allowances as well as for facilities which use as fuel wood, straw and local peat)

· CO2 emissions in case the facility corresponds to the list of facilities defined by Annex 2 of the law “On Pollution” and is included in the National Plan for Allocation of Emission Allowances and emissions are included in the quota however the operator of facility had not delivered the quota as defined by the law. 

· use of suitable properties of earth bowels by pumping the natural gas into the geological structures.

4 Energy policy

4.1 Security of energy supply

Security of energy supply is a prime goal, in particular for countries with a high dependence on energy imports. This is true for Latvia, which imports approximately 70–80% of its total primary energy resources. In Latvia, the measures implemented to achieve energy security are:

· Diversification of fuels or fuel supply sources, such as switching the small boiler houses, especially in the countryside, from fossil fuels (coal, HFO, natural gas) to local fuels (biomass);

· Energy efficiency improvements for industry, the housing sector and transport; 

· Power interconnection with European power systems (Nordel, UCTE);

· Expansion of Inčukalns UGS;

· The fuel mix and use of renewable energy sources.

To maintain  the minimum stocks of crude oil and/or petroleum products required for 90 days, as provided in the EU acquis, is one of the measures to increase security of supply. On 14 August 2001, the Cabinet of Ministers adopted the Concept on Formation of the State Oil Product Reserve. Latvia has started to create its oil product stock. The creation of such a stock, its storage and recording, is a difficult process both technically and financially. According to the Treaty of Accession to the European Union, Latvia should create oil product reserves for 30 days, which should be done by 31 December 2004. On 31 December 2009, formation of the oil product stock for 90 days should be completed. 

The major concern of Latvian government in the power sector is a high share of natural gas (supplied from Russia under control of Russian state monopoly GAZPROM) in electricity production. In order to avoid this increasing dependency the government gave an order to state power company Latvenergo to study different diversification options, including coal-fired power plant in the West coast of Latvia.
Renewable energy sources

According to Directive 2001/77/EC, Member States shall take appropriate steps to encourage greater consumption of electricity produced from renewable energy sources (RES). The global indicative target for RES-E (RES electricity production) is 12% of gross domestic electricity consumption in the year 2010, for the European Community the target is 22.1%. In the Treaty of Accession to the European Union (2003), Latvia has verified its target to increase the share of electricity production from RES-E from 42.4% (year 1999) to 49.3% (including large Hydro Power Plant (HPPs)) by the year 2010. 

In Latvia many of the energy and environment policy documents recommend wider utilisation of renewable energy because it is one of the measures that decrease dependence from imported primary resources and increase security of supply. The Energy Law establishes favourable conditions in which to use local, renewable and secondary energy resources and a diversified structure of imported energy resources. The Energy Law and related government regulations promote power generation from RESs by a direct price support scheme – feed-in tariffs. 

The previous support scheme envisaged that system operators would be obligated to purchase all the power from RES at incentive tariffs. Latvia initiated a doubled tariff that applied only to small-scale hydro and wind plants (capacity less than 2 MW) plants and their equipment that commenced operation prior to 1 January 2003 (hydro plants) or 1 June 2001 (wind plants). Such support was made available for the 8 years from the commencement of operation of each respective power plant. After this period the Regulator shall determine the purchase price. Also, the Regulator is to determine the purchase price for power plants that are put into operation after the date mentioned above. For small-scale power plants of capacity less than 7 MW and that use for fuel municipal waste or the products of its processing (biogas), and are commenced before 1 January 2008, the purchase price will correspond to the to the average electricity sales tariff. For any other types and capacities of power plants that use RESs different to those described above, the electricity purchase tariff will be determined by the Regulator. Currently, the average electricity tariff implemented for the calculation of feed-in tariffs is approximately 48.7 EUR/MWh.

The Electricity Market Law (passed by the Parliament on 25 May 2005) substitutes some provisions of Energy Law. According to the Law, the public wholesaler should purchase mandatory power from RES at incentive tariffs in an amount defined by the Cabinet of Ministers. Both captive and eligible consumers are obligated to purchase (from public wholesalers) the share of RES-E, proportional to its demand or (alternatively) compensate the public wholesaler’s expenses. The new Electricity Market Law envisages that for new RES-E capacities competitive bidding procedure will be implemented.

Promotion schemes for various energy carriers or technologies

The energy policy of Latvia not only supports the utilisation of renewable energy, but also the use of cogeneration technology. According to the Energy Law and Regulation of Cabinet of Ministers No 9, Requirements for Combined Heat and Power (CHP) Plant and Procedures by which Purchase Price of Surplus Electricity Produced shall be Determined, system operators are obligated to purchase a surplus of electricity produced in cogeneration plants at incentive tariffs (Table 3.1). However, such cogeneration plants must meet certain conditions:

· The fuel utilisation factor should be not less than 80%;

· 75% of heat generated by a CHP in cogeneration mode should be supplied to the district heating system

· Electricity produced by a CHP plant in cogeneration mode is purchased according to the supporting principles specified by Regulation No 9 but power produced in condensing mode should be traded in the open market.

Electricity Market Law (2005) foresees subsidies (mandatory purchase of electricity at incentive tariffs) for CHP plants and RES-E, which satisfy certain criteria. In the longer perspective, we may expect the introduction of new market-based mechanisms for purchasing power from CHP plants and RES-E.  

4.2 Environmental protection

In 1995, Latvia ratified the United Nations Framework Convention on Climate Change, and on 10 December 1997 signed the Kyoto protocol, thus undertaking the commitment that greenhouse gas (GHG) emissions in 2008–2012 will not exceed 92% of the 1990 level (FIG 3.1). In 1994, Latvia joined the Geneva Convention on Long-range Transboundary Air Pollution, which determines that the ratifying countries have to reduce air pollution within the borders of the country through the reduction of emissions. In the short-term horizons for Latvia, it will not be difficult to fulfil the agreement of the Kyoto protocol concerning CO2 reduction, because in comparison with the 1990 the level of CO2 emissions has decreased considerably.
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Figure 14
GHG emissions in Latvian and Kyoto target.
Forecasts related to the amount of GHG emissions up to the year 2020 show that Latvia would fulfil the obligations of the Kyoto protocol even if no special GHG mitigation measures were to be implemented. Yet the government has an active position concerning environmental policy to ensure sustainable development of economy. 

The following important policy documents are relevant to climate change mitigation issues in Latvia:

· National Strategy for Sustainable Development of Latvia (2002);

· National Environmental Policy Plan for the Years 2004–2008 (2004);

· The Third Latvia National Communication under the UNFCCC (2001); 

· National Plan for Allocation of Emission Allowances.

The National Strategy for Sustainable Development of Latvia (2002) aims to define the direction of the country’s sustainable development. Policy objectives relevant to energy and climate change mitigation policy are to:

· Ensure the contribution of Latvia to the prevention of global climate changes in such a manner that does not hinder the economic development of the country;

· Promote the development of the energy industry in accordance with a balanced and sustainable economic development;

· Decrease air pollutants emanating from energy facilities; 

· Decrease air pollution caused by transport;

· Increase the use of renewable (local) energy resources;

· Switch to environmentally more friendly fuels;

· Increased the use of CHP;

· Increase the safety of energy supply;

· Ensure heat-energy conservation in buildings;

· Use highly efficient technologies for electricity appliances

· Implement a system to analyse and check energy consumption.

The Latvian National Environment Policy Plan for the Years 2004–2008 was accepted by the Government in spring 2004. In its main statements, the Plan confirms and further develops the objectives and principal measures defined by the national sustainable development strategy. The Plan determines the objectives and envisages achieving significant results in terms of the rational use of energy resources and a decrease of GHG emissions. The main objectives concerning the energy sector are:

· To promote the sustainable development of energy industry, 

· Through implementation of the United Nations Framework Convention on Climate Change (UNFCCC) and its Kyoto protocol and the norms of EU legislation to reduce the negative impact of global climate change. The contribution of Latvia to the prevention of global climate changes has to be ensured in such a manner that it does not hinder the country’s economic development.
4.3 Energy efficiency

In Latvia, as in other Central and Eastern Europe countries introducing market economy, there is too high energy consumption per gross product unit when compared to more developed countries in Europe. It is the same with heat consumption in buildings and electricity consumption per production unit.
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Figure 15
Energy intensity in different countries
Latvia has about twice higher energy intensity than EU-15. However we can recognise a positive tendency in energy intensity development in Latvia in the last 10 years. From 1996 to 2003, primary energy intensity has declined by 31% and final energy intensity has declined by 33%.

As one can see from Figure 16 in Latvia the share of manufacturing, agriculture and transport sector in GDP have decreased by increasing the share of commercial sector and transport sector in total value added of economy. Final energy intensities have decreased in all sectors of economy except transport sectors. As final energy intensity of commercial sector is lower than in industry this had positive impact on final energy per GDP decrease. 
Final energy intensity has decreased in agriculture and commercial sector 2 times but in manufacturing sector by approximately 25%. The rather high final energy intensity in manufacturing sector in Latvia forms from the structure of manufacturing branches. The main manufacturing branches are wood and wood products production, food production, iron and steel production and textile and leather production. 
The high final energy intensity in transport sector could be explained with very fast development of number of cars in Latvia. In year 2002 the number of passenger cars per 1000 population has increased 2 times compare with year 1995. This results in increase of fuel consumption in transport sector.
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Figure 16
GDP structure and final energy intensity development in Latvia
Both factors structural changes of economy and decrease of energy intensity in each of economic sectors lead to changes of energy intensity of GDP. The structure of Latvian economy where service and commercial sector has a big share (55 %) is a stable in the last years and it is not expected essential changes in this. Therefore, the main focus of energy efficiency measures has to be directed to decrease of energy intensity in each of economic sectors. Analyses of energy intensity indicators allows concluding that it should be strengthen energy efficiency activities in manufacturing, households and transport sectors.
Governmental energy efficiency strategy in Latvia is based on informing the public, implementation of respective standards, and economic motivation. Mainly selffinancing energy efficiency improvement measures will be supported. Institutional measures set up in Energy Efficiency strategy are planning and cooperation of all energy efficiency programmes, establishment of Energy Inspection and energy audits of existing buildings and equipment. As economic and political measures may be point out encouragement of competition and encouragement of loans and subsidies for implementation of energy efficiency measures. 
Explanation of necessity for energy efficiency measures and their positive effect to public, promotion and offering of up-to-date technologies, and possible technical and financial solutions are main educational and educational measures.

Normative and administrative measures for different sectors are:
· In construction of buildings – establishment of thermo technical parameters and standards of heating and ventilation, lighting etc. for building envelopes;
· In energy supply – efficiency provision and control of water boilers, freezing equipment, and heat supply networks; broader usage of CHP principles;

· In industry – audit of technological processes that require much energy; implementation of energy efficient equipment and technologies;

· In transport – measures for vehicle efficiency, promotion of public transport and electrical transport, rational regulation of transport flows;

· In households – provision of energy efficiency information and labelling for energy consuming household equipment and machines;

· In maintaining the existing block houses –successfully operation of the Dwelling Development Agency that co-ordinates and manages energy efficiency projects.
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Degree-days in Latvia
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