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Abstract

Electricity market power in Albania is in a difficult situation as a consequence of the lack of the adequate home-brew electricity resources and the great dependency from the hydro resources, inadequacy of the interconnections capacity with the neighbouring networks of electricity power, the considerable technical and economic barriers, the difficult financial KESH situation, as well as inadequacy of the vertically integrated KESH structure. 

World experience has shown that system owned by state and vertically integrated, like KESH, do not receive the necessary investments, modern management and technological increase, compared to the private property electricity systems, separated and market oriented.

Electricity market liberalisation philosophy is destruction of this vertically integrated KESH structure and opening to the competition and creation of the choice opportunity in the side of the customer in as many as possible parts of the value chain, starting from production to the consummation of the electricity. 

This paper aims at making an overview of liberalisation importance in electricity market, actual electricity market situation in Albania and the importance it signifies for this market, opening towards the competition.  

1. Electricity market liberalisation 

Electricity market liberalisation objective is the realisation of benefits by means of creating stimulators of a higher efficiency and innovation. The effective stimulations are established by competition among the market actors. Competition exposes the market actors to the risk of loosing the market parts if they aren’t adequately efficient and innovative. 

The main criterion to introduce competition in the electricity market is separation of the network activities, that are natural monopolies (transmission and distribution) from other activities opened to competition (production, commerce, supply of the final consumers). 

Separation consists in the division of the activities of:

· Production and transmission/system operation;

· Production and distribution; 

· Distribution and supply of the final consumers. 

The main objective of the separation is elimination of the discrimination in the competing segments (production, commerce, supply of the consumers) of the electricity sector. Likewise, another important objective is the improvement of the regulation efficiency. 

A separation degree among the regulated and the competing activities is necessary so that the regulation is efficient. In order to liberalise the markets, many separation models of the transmission networks and system operation have been implemented. Anyhow, all the models should offer a solution for two dimensions. 

Firstly, there should be kept the same ownership on the transmission network and the operation system. The other dimension is related to the form of the division in terms of ownership and the independence level. Regarding the first dimension, many countries in Europe have kept united the ownership of transmission and system operation in the form of the transmission system operators. 

Such a policy is attended based on the idea that the transmission planning and ownership are integrated parts of the system and market operation. In this case, the challenge consists of the establishment of the leading and regulating structures that offer transparency and efficiency in the investment and operation and that don’t favours the investment in the transmission towards those in generation and vice versa. 

Secondly, at the ownership and division level, there are different experiences with instances that include the private ownership as well as that of the public ownership. An argument for the state ownership is the insurance that the main objective of the operator is to optimise the social well-being. 

In the case of the division of distribution and consumers supply the main problem is the possible discrimination that is created when the owner of the distribution network is also a competitor in the market of the supply of the final users. The means that can be used to place in disadvantageous position the competitors in the market of the supply of the final users consist of the abusive distribution prices, cross-subsidy subvention, unnecessary technical requests, procedural and implementation delays. 

Hence, in this case, the main challenge is to ensure the independence regarding the retail market. There exists the necessity of an efficient system to support the quiet and easy change on the side of the consumers of the retail furnishers, which means, all the retail furnishers are to be placed at the same game level. 

The model that is used in this case is that of “the competition in the market of the retail”. This is a system in which the individual consumers must be supplied with electricity by more than one supplier and the retail consumers can buy from more than one supplier. Figure 1 represents a graphical presentation of the structure change of the monopoly and competition in the retail market. 

Figure no.1. Graphical presentation of the structure change of the monopoly and competitioon in the retail market.
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Source: Competition in Electricity Market, OECD 2001

As it is obvious in the graphical presentation, the transmission and operation of the system continue to remain monopolies. While regarding the production services, distribution and supply in the competition structure in the retail market, it is evident that they are offered by many market actors. 

While the new aspect of the competition in the retail market is introduction in the structure of the intermediaries, thus wholesale market. Figure 2 present the way of the competition cooperation in the retail market.

Figure no.2. Way of the competition in the retail market
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Source: Competition in Electricity Market, OECD 2001

Transaction among the producers, users and a possible number of negotiators, which involves the retail merchants, stock markets of the energy and brokers, are freely developed (within the limitations by the network). In this way, from the demand perspective, the final users are free to choose and negotiate for their contracts. On the other side, producers can sell the electric energy to every market actor. Even though the network activities and prices must be regulated, there should be provisions that ensure non-discrimination of the activities of the third parties to enter in the network, that usually involves many forms of the division of the network activity by the producers and suppliers of the final users. Finally, it should exist an independent operating system which implies that the system operator is not under ownership or is controlled by the owner of the producing assets.  

Division is not adequate to create a competitive market. Definition of the general functions of the actors already divided must be clear, anyhow the detailed division of the roles and responsibilities is important in order to transform a market divided in a competitive market. 
2. The current situation of the electricity market in Albania

The Albanian electricity sector is based almost completely on a single generation resource, the hydro energy. Almost all the amount of the electric power in Albania is produced by the water-power stations, thus from the hydro resources mainly in the northern part of Albania, on the Drin river with about 88% of the electricity production in the country. Consequently, the production of the electricity is probalitary and depends on a very high level on the showers level in this part of the territory in the country. 

The demand for electricity is continuously increased since the midst of the 1990-s with about 6% every year.
 Approximate figures have suffered increase also the General Domestic Product, but according to the estimations if the electricity resources would be adequate to face the increasing demand, the economic increase would be even higher. This explains the importance of the electricity sector for the economy and increase of the attention for opening, liberalization and the competition increase in the electricity market. Table 1 presents the electricity balance in Albania in the years 2001-2007.

Table no.1. Electricity balance in Albania in the years 2001-2007

	In GWh
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	Demand
	6258
	6200
	6200
	6429
	6640
	6465
	6659

	Net production 
	3690
	3123
	4811
	5394
	5356
	5451
	2976

	Import
	1750
	2269
	919
	567
	365
	633
	2730

	Electricity deficit
	818
	808
	470
	468
	919
	381
	953


Source: Albanian Electricity Corporation Annual report, 2007

As it is shown in the table the demand for electricity increased from 6200 GWH in 2001 into 6600 GWH in 2007. On the other side the production in the country is increased during the years 2002-2004, to remain almost constant until 2006. The year 2007 has brought a drastic decrease of the home production at levels much lower that the production level in 2001. 

The difference between home demand and home production was to be covered by the import of the electricity in greater quantities in the years 2001 and 2002, and after that in 2003, the imported quantity started to decrease until 2005, while there was an import increase in 2006, anyhow at reasonable levels. 

This home demand increase is not accompanied with the increase of the country generating capacities. On the other side, Albania’s importing capacity is limited due to inadequate transmission system. That is why as it can be observed in the above table, Albania is faced with electricity deficit, becoming in this way an obstacle for the economic and social development of the country. 

KESH (Albanian Electricity Corporation) does not possess the technical possibilities to complete this electricity deficit, since the home production resources are limited in the same way as are limited the opportunities because of the lack of the adequate capacities of interconnection with the neighbouring grid systems. In the Figure 3 it is presented the grid bottleneck in Europe. As it can be noticed, Albania is almost totally separated form the neighbour networks.  

Figure no.3. Grid bottleneck in Europe
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Source: Conditions for making competition work in the Central European electricity market, Dr. Reinhard HAAS, Institute of Power Systems and Energy Economics, Vienna University of Technology
In the Albanian electricity system almost all of the activities are carried out by KESH, an association with a completely state capital. The generation is mainly by the water-power stations that are owned by KESH with the exception of same small private water-power stations of private ownership or given by concession, which anyhow do not have any significant impact in the home generation. In 2007 this private sector was represented by 14 companies, with almost 46 water-power stations, each of them with a capacity until 10 MVA. To all this companies, 6 of them are concessionary and the other 8 companies are private. Anyway, the production of these private companies amount only 1.03% of the electricity generation.
 Meanwhile, transmission, distribution and supply of the final consumers are completely carried out by KESH (or by OST into an administrative unit under the KESH, but with separated accounts). 

The situation of the sale and purchase of the energy in the wholesale markets is special if we take into consideration the structure of all the electricity system in its entirety. Thus, in this market, KESH operates as the only electric energy purchaser while as offers  there are small hydro power station, in case if KESH buys electricity generated in the country and some foreign companies in the case if KESH imports electricity. However in the market, there exist three private companies that are licensed to perform the activity of export and import of the electricity. Meanwhile, only an undertaking has received the license of the qualified furnisher and another company is licensed as a qualified client
. The energy that KESH buys from the small hydro power station is very small, and the price for this electricity is defined by the Electricity Regulatory Authority. While in the case when KESH imports electricity, this is done through the tendering procedures and in emergent cases also by direct procurement. 

Regarding the financial situation of KESH, it should be viewed from many perspectives. Firstly, during all these years KESH has not been able to collect all the invoices for electricity sold. Despite all the attempts done repetitively the level of collecting continues to remain problematic, by the end of 2007 again KESH has not been able to cash 15% of all electricity invoices. This low level of cashing has prohibited KESH from paying the necessary maintenance of the existing system and to invest in new generation plants in order to serve the increasing demand. The low level of cashing can be explained by the problems of management of a big corporation such as KESH but also with the other fact that, in Albania the electricity in many cases continues to not be considered a market good in the side of the demand as well as in that of the supply. Many consumers continue to avoid the payment of the electricity, justified in many cases with the low level of the incomes for many families. In the side of the supply, the electricity often is used to achieve social objectives leading to a mismanagement of the energy sources in the country. Finally, the actual tariffs are regulated and do not reflect the real costs of the electricity. Despite the fact that the tariffs are reviewed time after time, they do not reflect again the real costs of the electricity. 

The model of the electricity market, approved in 2007, defines participants in this electricity market and the relations between them, with the purpose of consolidation and stable development of the electricity market in Albania, by defining the Albanian Electricity Regulatory Authority (ERE) as an independent institution with the authority to regulate the sector by approving all the necessary secondary legislation in this sector. 

According to this model, the Albanian market is characterised by bilateral contracts of the electric energy between the participants in the market in one side: KESH-Gen (generation division of KESH), SEP (Small Energy Producer), IEP (Independent Energy Producer), the qualified suppliers, and other entities that serve to the load, while in the other side stand the DSO (Distribution System Operator) and the qualified clients. In this market the traders which are subjects that realise the purchase and sale of the electricity in wholesale market have also their place. Tariffs, the transmission terms and other conditions in the market are completely regulated. 
The market model aims at the creation of the necessary structure that the competition is developed in the market of the wholesale the same as for the qualified clients
. So, the aim is the opening of the wholesale market, and regarding the retail market, the model aim to introduce competition only in the part of the qualified clients. This is a normal and necessary solution, since the liberalisation should become in stages to defend the interests of the electricity industry and to be putted in place a system for protection of consumers. 

The status of the qualified client can be benefited by those tariffs clients that consume every year a quantity bigger than 100 GWh.  Actually this status has been gained by only an enterprise. Such a situation can also be consequences of the very high limit of the annual consume to gain the status. Anyway, the decrease or the complete elimination of this limit again could limit the competition based on the qualified clients, because even if the limit is completely eliminated, and the annual consume becomes zero, again as qualified clients can apply only a small number of consumers. The status of the qualified client is not a title that a client requires only for prestige, but this status will be required by the clients only if it will create a benefit for this consumer. 

The fact that the qualified clients can be supplied with electricity only by the small and independent producers of energy as well as by the traders, will increase the costs of electricity searching. Despite the research costs, there exist also other costs related to the procedure to gain this qualified client status. Another cost that would be faced in this case has to do with the moment of the exchange of the supplier, because it can happen that during this supplier exchange time, the client may remains without electricity. This cost increases furthermore if it is taken into consideration also the method selected for the OSSH (Distribution System Operator) privatisation. The privatised OSSH will include two services: distribution and supply of the tariffs clients. In this conditions the privatised OSSH can have the incentives that, by using its dominating position in the distribution market, to artificially increase these costs of supplier exchange with the aiming to obstruct to the tariffs clients to gain  the status of the qualified client and in this way to loose a part of its clients in the market of supply of electricity. 

All these facts and costs sorted out make indispensable and essential the intervention of the state in this case. So, the institutions that draft and implement the politics of the electricity sector must not be limited only to the fact of the determination of the annual level of electricity consumption, which even it were zero, again can result with no effect in the market, but should create in to market the conditions that the competition between the qualified clients have as its final results creation of a competing market, where the consumers have a objective and real right to choose in the market. In these conditions, there should exists a clear and complete policy for creation of a competitive electricity market, which would decrease considerably the cost of the energy research, gaining of the qualified client status and creation of the real opportunities, with lowest supplier exchange costs, that the qualified clients to gain such a status. 
Decrease of the research cost can be realised only through creation of a new stock market where this energy will be traded and of a market for the bilateral agreement between the operators in the market. Moreover, the creation of the trade system requires also the creation of the offer side and to this purpose it should be increased the number of the generating and trading enterprises that will operate in the market of the electricity. However, caution should be shown because, taking into consideration that the physical nature of electricity does not allow for a true electricity spot market, that is, a market for immediate electricity delivery. Instead, transactions are scheduled some time in advance of physical delivery (e.g. one day, one hour or five minutes in advance). Imbalances between scheduled and actual supply and demand that inevitably arise are handled following some predetermined procedures, which may or may not be competitive.

On the other side, it should be established a complete regulating framework which gives clearly and in a transparent way the procedures for gaining the qualified client status. Lastly, clear and strict regulations should be defined in order to decrease the opportunity of the aside with the distribution operator that discriminates the qualified producers of the energy to achieve their qualified clients through distribution line. 

But the biggest problem that this trade market, is the fact that it joins two activities of the electricity, respectively the distribution and supply of consumers, moreover when it is thought that for all the territory of Albania will be given only a license for 30 years. Such a structure would create a very powerful position of the enterprise that would possess these two activities, position that can create for it the stimulation to discriminate towards the consumers and other operators in the market. In the side of the consumers we would not have to do simply with the danger of the discrimination by the side of the supplier but also with another fact that in this market model it is almost absent the consume choice (at least with the actual conditions is almost impossible that family consumers to have the right to choose and it is limited almost completely to the industrial consumers). 

Table 2 below is presents the assessment of the European Bank for Reconstruction and Development (EBDR) for the reforms undertaken in the electricity market in some countries of South East Europe (SEE). In order to make this assessment EBDR utilizes a classification that starts from 1 and ends 4+. In the case of the electricity sector the minimal evaluation with the indicator 1 means that the electricity sector operates as a department of the government with very little market freedom. 

While the highest indicator is 4+, which means that the tariffs for the electricity in the country reflect the cost of electricity and offer a better stimulation for the improvement of the efficiency and a trade totally liberalised with well-functioning arrangements for network access and full competition in generation.

Table no.2. Reforms undertaken in the electricity market in some countries of SEE

	Countries
	1999 
	2000 
	2001 
	2002 
	2003 
	2004 
	2005 
	2006 
	2007

	ALBANIA
	2.00
	2.33
	2.33
	2.33
	2.33
	2.67
	2.67
	2.67
	2.67

	BOSNIA AND HERZEGOVINA
	2.00
	2.33
	2.33
	3.00
	3.00
	3.00
	3.00
	3.00
	3.00

	CROATIA
	2.33
	2.33
	3.00
	3.00
	3.00
	3.00
	3.00
	3.00
	3.00

	FYR MACEDONIA
	2.00
	2.33
	2.33
	2.33
	2.33
	2.33
	2.67
	3.00
	3.00

	MONTENEGRO
	1.00
	1.00
	1.00
	1.00
	1.67
	2.00
	2.33
	2.33
	2.33

	SERBIA
	2.00
	2.00
	2.00
	2.00
	2.33
	2.33
	2.33
	2.33
	2.33

	SLOVENIA
	3.00
	3.00
	3.00
	3.00
	3.00
	3.00
	3.00
	3.00
	3.00


Source: EBRD, Transition Report 2007.
As it can be seen from the table the starting point of the reforms in the sector of the electric energy in Albania dates in the beginnings of 2000 with the commencement of the work for the creation of the full regulating framework in this sector. Likewise, a main point of the reform has been also the reformation of KESH, the division of its vertical activity, with the final aim that some of its activities separated in a second phase to be privatised. Another direction of the reform has been the methodology of the tariffs, with the objective that the price of sell to reflect the electricity cost. Lastly, a reform direction has been also the balance of the energetic resources, to eliminate in this way the dependence of the sector from the atmospheric conditions in the main HECs basens and to make the system technically capable to face the demand for energy in the country, through the creation of new producing and transmitting capacities and reconstruction of the existing assets. Compared to the countries of the region Albania in 2007 is somehow behind the countries of the region by leaving behind only Serbia and Montenegro with a lower level of these indicators.

Conclusions 

The objective of the liberalisation of the trade of the electric market is creation of the benefits through the formation of the stimulators of a higher efficiency and for greater innovation. The effective stimulators are created by the competition through the market actors. An essential condition to introduce the competition in the market of the electric energy is the division of the activities of the market, that are natural monopoles (transmission and distribution) by the other activities opened for competition (production, trade furnishing of the final consumer).

The sector of the electricity in Albania is in a difficult situation as a consequence of the lack of the adequate home energetic resources and the big dependency form the hydro resources, inadequacy of the capacities of interconnection with the neighbouring networks, the considerable technical and economic barriers, the difficult financial situation of KESH, the KESH vertically integrated structure. 

The Albanian economy can’t make progress without the further development of the actual electro energetic system. The world experience has demonstrated that the state-owned and vertically integrated systems, do not take the necessary investments, modern management and technologic increase, compared with the electric systems private property, divided and oriented towards trade. The actual structure of the electro energetic sector and the albanian legislation make almost impossible that Albania progress with the same rhythm with the neighbours. 

The main aim of the actual Albanian trade model of electricity is introduction of the competition in the trade of the wholesale and for the qualified clients. In this framework is aimed at liberalisation of the generation licensing, by creating a considerable producers in the market. Privatisation of the KESH distribution division will make possible that a part of the value chain in this sector to operate by having as its objective the maximisation the profits, which would create the necessary stimulations also for the other actors of the chain value to operate on economic basis, which would make possible that finally the electricity to be considered as a good. A good basis for the creation of the economic stimulus is the liberalisation of generation. 

According to the Albanian model of the market the competition will be introduced only in the wholesale trade and for the qualified clients, so the selection of the final consumers (the competition in the retail market) is reflected only to the qualified clients. The reception of the qualified client status requires that the client to reach a limit of annual consume, as well as the accomplishment of a detailed procedure according to Energy Regulation Entity. On the other side reception of the status requires confrontation of other costs that are related to the research and with the costs of the exchange of the supplier. All these costs make difficult to apply it for the status of the qualified client, that’s why it should be formulated a complete and clear policy that would enable that the chosen strategy, through the introduction of the competition in the wholesale market and the qualified clients, to have as the final result the creation of an effective and real choice for the consumers. Drafting of a policy would considerably decrease the cost energy research, reception of qualified client status and creation of the real opportunity and without cost of the substitution of the tariff client.
But the biggest problem that this market model presents is the fact that it joins two activities of the low flow of the sector of the electricity, respectively distribution and furnishing. Such a structure would create a very powerful position of the enterprise that would possess these activities, position that would create for her the stimulation and the opportunity to discriminate towards the other consumers and operators in the market.
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