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The Finnish Electricity market: opened also for small-scale consumers

The opening of the Finnish electricity market

The Finnish electricity market has undergone a series of extensive changes, opening fully for
international competition. The Electricity Market Act, fully implemented in early 1997,
makes that network a neutral marketplace open to any seller or buyer of electricity.

In Finland, the management of electricity balances and electricity trading in the free
electricity market is based on energy metering which registers by the hour. Such metering,
which is also usually able to be read remotely, was the original prerequisite in the new
Electricity Market Act for participating in the competitive electricity market. In practice, this
requirement excluded all small electricity users from the liberalised electricity market, and
they still had to remain as customers of a local electricity seller with a dominant market
position.

This barrier of competition was removed by the September 1998 amendment to the
Electricity Market Act. Today the deviation from hourly registering metering can be made on
the following basis:

“The balance settlement shall be based on the metering of electricity or a combination of
metering and load curve and on statements on supplies as stipulated by the Act. The ministry
will provide more detailed regulations on the load curves, their application and necessary
meterings.”

Load profile procedure

A “small consumer” is a customer with main fuses not exceeding 3x63 A and a power
demand of no more than 45 kW. When the customer changes suppliers, he has to pay the cost
of a possible extra meter reading. The consumer always has the right to go back to his
previous electricity supplier who is in a so-called dominant market position, on tariffs that the
supplier has published and which are under the control of the electricity market authorities.

Load profiles are only used in finding out the energy amounts between different electricity
sellers in order to provide statistically estimated hourly energy information on the measurings
for the customers on the basis of these profiles for the calculation of the electricity balances.

There are three load profiles in use:

- households of up to 10,000 kWh/a
- electrically heated households
- others

A temperature correction based on the measured temperature in the daily calculation of the
balances is made for the load profiles of electric heating. The estimated hourly readings are
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given with the measured hour-metering information daily for the balance calculation between
different sellers.

The placing of consumers on the load profiles and the construction of the hourly information
on their basis are included in the responsibilities of a distribution network company. In the
necessary data transmission, the use of the EDIEL standard has to be started by the beginning
of September 1999.

According to law, metering and the handling and supply of metering data for all the parties of
electricity supply and for the calculation of electricity balances are part of the tasks of the
possessor of the network, and their costs are included in the network tariffs. Tasks in
connection with measuring and data transmission can be externalised to be carried out by a
specialised actor, but the responsibility for their proper management remains with the local
network company.

Small consumers do not participate in the whole process, which is necessary only in the
management of electricity balances between the sellers. Their electricity metering remains
the same, but instead they receive two invoices for their electricity consumption, one from
the local network company and one from their new electricity seller.

Present stage of competition

The opening of the Finnish electricity market to competition has taken place in a controlled
manner and with appropriate steps, starting from the largest customers. The procedure has
proved to be correct, because due to their small number it has been possible to carry out the
necessary new information channels and routines almost manually at first. At the same time it
has given us the possibility to update the data processing systems and information channels to
correspond with the changed circumstances and the arrival of a great number of customers at
the liberated electricity market.

Until now, only about twenty thousand, or 1 %, of customers have changed their electricity
supplier due to the competition. The competitive bidding has often been won by the former
supplier, but with a lower price. The prices of electricity have fallen by 10-30 % in extreme
cases. According to data gathered by the Electricity Market Authority, about 40 % of the
electricity delivered to end-users in Finland is sold with prices determined by competitive
bidding.

Finland is in practice a part of the Nordic Power Market. Finnish electricity has been
exported to the other Nordic countries and Finnish consumers have made contracts to import
electrcity from Sweden. Many Finnish companies are trading in NordPool.

When markets opened up, state electricity producers in Finland and Sweden started to
compete to buy up distribution companies. By this way they collected increasing market
share of end users. Traditionally the majority of distribution companies have between 1991-
1995 signed long-term wholesale contracts with Imatran Voima Oy and Teollisuuden
Sähkönmyynti Oy. The contracts included besides energy charges also fixed charges
amounting to about 55-60 % of the total price of the base-load electricity.
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The retailers had not anticipated the opening of small-scale consumer market to competition,
rapid opening of Nordic spot market and wholesalers as new entrants in the end user market.
Strong price competition was established in the retail electricity market. The net result of the
retail trade decreased considerably compared to the past market situation. The high
proportion of fixed charges in long-tern contracts turned out to be risky for the electricity
retailers. Now they have to try to get these old wholesale contracts renegotiated.

Future market situation

Finland’s electricity market is only now fully open to competition, when even the smallest
consumers are able to change their electricity supplier. Electricity sales do not require a
special licence in Finland. Therefore, completely new actors are entering the field, as has
happened in the Norwegian and Swedish markets. These are, for example, oil companies,
supermarket chains, a nation-wide rental co-operative, a farmers’ interest group, home
owners’ association, etc.

Some of these actors are actual electricity sellers which acquire electricity from the free
electricity market in order to resell it. Some, on the other hand, arrange competitive bidding
amongst electricity sellers in order to accomplish a skeleton agreement relating to its
members, in which the members of the organisation can join if they so wish. At least they
receive some extra added value services in addition to the actual delivery of electricity.

Despite the overwhelming prominence of the state owned power company Fortum Power and
Heat (former IVO), there are many small companies in the electricity sector. By entering into
alliances, they have enhanced their bargaining power in the electricity wholesale market.

The changes in the electricity market will reform the structures of the electricity market to a
great extent. It is apparent that the market will become ever more international and the
electricity market will change into a true commodity market with its derivatives and other
financial operations. At the same time, the risks of those operating on the market will
increase and the pricing of electricity will become more transparent


