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Latvia
Energy Union factshekt

1. Macro-economic implications of energy activities

Energy and transport are kegctors for the overall functioning of the economy as they provide an
important input and service to the other sectors of the economy. Together the activity in these two
sector$ accounted for 12.3% of the total value added of Latvia in 2015. Similaeiy siare in total
employment was 9.4% of total employment in 2015, of which 8.1% in the transport sector and 1.3%
in the energy sector.

Value added of the sector as % of total
economy gross value added

Energy&Transport as % of total GVA:

Employment in the sector as % of total
employment

Energy&Transport as % of total employment:
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The decarbonisation of the energy and transport sectors will require significant investments and a
shift in economic activities beyond these two sectors. The energy transition implies a structural shift
in economic activity. Energylated investment andobs will in part migrate from traditional fossil

fuel based activities towards construction, equipment manufacturing and other services related to

the deployment of low carbon and clean energy technologies. At the moment the efforts related to

the energy tansition in other sectors can only be partially quantified and are therefore not included.

The indicators used in this country factsheet largely build on indicators developed for the Commission Staff
Working Document "Monitoring progress towards the Energy Union objecfivdsey indicators"
(SWD(2017) 32 final) https://ec.europa.eu/commission/sites/mikitical/files/swdenergyunionkey-
indicators_en.pdf

Gross value added and employment in NACE secteEdebtricity, gas, stearand air conditioning supply

and HTransportation and storage

National accounts, Eurostat



https://ec.europa.eu/commission/sites/beta-political/files/swd-energy-union-key-indicators_en.pdf
https://ec.europa.eu/commission/sites/beta-political/files/swd-energy-union-key-indicators_en.pdf
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In the case of renewable energy sector, both the direct as well as the indirect effects on employment
are being estimated. According to EurObserv'ER, in 2015hhee of direct and indirect renewable
energy related employment (excluding large hyghmwver plants owned by the incumbent
Latvenergo) in total employment of the economy in Latvia was at about 0.77%, above the EU average
of 0.54%. The turnover of the remable energy industry (excluding large hygrawer plants owned

by the incumbent Latvenergo) in the same year was estimated at around EUR 640 million.

Employment in renewable energy industry - 2015 Turnover of renewable energy industry - 2015
(% of direct and indirect jobs in total employment)
Total renewable sectors: Total turnover [EUR bn]
0.77% 0.54% 0.64 153
0.9% - 100% |
0.8% * 90%
1 0
o r—— Hwaste | ] geothermal
0.7% - s geothermal 80% solar thermal
0.6% - solar thermal 70%
m small hydro
0.5% - — m small hydro 60% bi
0.4% — biogas 50% logas
0 (e i
H biofuels 40% = biofuels
0.3% - photovoltaic 30% photovoltaic
0:2% heat pumps || 20% heat pumps
0.1% - m biomass 10% m biomass
0.0% - B wind 0% mwind
Lv EU28 LV EU28
*only direct jobs

(source: EC based on Eurobserv'Er and Eurostat; for-pgdeer, only small plants are covered)

An indication of the level of efforts and challenges encountered by Latvia in the energy sector is
given by the Gross fixed capital formation (GECIRyestments in the electricity and gas sectors
taken as reference sectors amounted to about 1.5% of the cglsn@DP in 2015.

GFCF in energy as share of GDP, Latvia*
3.0% -

2.5% A
2.0% -

1.5%

[% GDP]
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0.0%
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*GFCF=Gross fix capital formation

(source: Eurostat)

* Gross fixed capital formation consists of resident producers” acquisitions, less disposals, of fixed tangible or
intangible assets. This covers, in particulaachinery and equipment, vehicles, dwellings and other buildings. It
also includes foreign direct investment (FDI). Steam and air conditioning supply are also included in the figures
mentioned above as Eurostat reports electricity, gas, steam and ailocamglisupply together.
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In terms of trade, Latvia is a net importer of fossil fuels. The trade deficit in energy products has
fallen from about 5.3% of GDP in 2006 to 3.2% in 2015. This is influenced mainly by the falling prices
on fossil fels and reduced oil import. Conversely, the trade deficit in gas has increased.

Trade balance of energy product and current account
balance
Trade balance of all energy products [%GDP]:
-5.31 -3.21 -2.24 -1.69
40 4
o
[a]
(U]
G
-8.0 4
-10.0
2006 2015 2006 2015
Lv EUu28
mGas mOil mCoal mElectricity

(source: Eurostat)

2. Energy security, solidarity and trust
2.1. Energy Mix

With a 36.4% share of renewable energy in the gross inland energy consumption of primary products

in 2015, Latvia has the third highest share of renewables in the energy mix in the EU (after Sweden

and Finland). It is considerably higher than the EU awe(4§%). Petroleum products and natural

gas also played an important role in gross energy consumption in 2015 with a share of 35.2% and

26% respectively. In comparison to the average mix in the EU, Latvia's energy mix has also a much
lower share of soliduels (1.1% vs 16.2%).

2015 LV: Energy mix*

4.4 Mtoe
4.2Mtoe

GIC - total:
GIC - energy mix*:

waste
. renewables .

2015 EU28: Energy mix*

1627.5 Mtoe
1626.2 Mtoe

GIC - total:
GIC - energy mix*

[
solid fuels |

*energy mix as share share in GIC-exciuding electricity and derived heat exchanges, GIC=gross inland consumption

(source: Eurostat)
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2.2.Import dependency and security of supply

51% of Latvia's primary energy is coming from imports, slightly less than the EU average. This is due
to the high importance of renewables in the energy mix.

Net import dependency of Latvia decreased between 2005 and 2015, more than in the majority of
Member States. It was supported by increase in indigenous renewable energy production,
particularly in heating sector, and reduction in energy consumption in 2015, amdpto 2005.

However, Latvia was exclusively dependent on Russian natural gas supplies until the Klaipeda
terminal in Lithuania became operational. As of April 2017 actual deliveries of natural gas from
Lithuania to Latvia started both for local consurgpyi | YR F2NJ aG2NAyYy3I Ay (KS
underground storage facility. During the first 5 months the total delivered amount from Lithuania to

the Latvian natural gas transmission system reached 1.42 TWh

Import dependency 2015: Top non-EU suppliers for main energy carriers”
‘ Natural gas ‘ ‘ Crude oil and NGL | | Hard coal
bsolute change 2005-2015
Abeelutechan o) LV EU28 Lv EU28 Lv EU2S
1.9% -12.7% 12.0% -7.0% 7.2% na 8.4% -10.4%
Russia Russia Russia Russia Russia
120% E 2 £ 100.0% 37.3% 28.8% 100.0% 29.1%
22 © N
® 3 ; d S -
80% : :
3 3 - 3 Norway Norway Colombia
w
20% 32.8% 12.4% 24.3%
g :
o ° United
EU28| LV EU28 LV EU28 LV EU28 LV Algeria Nigeria States
total energy natural gas crude oiland NGL | hard coal 10.7% 8.3% 16.0%
carriers
2005 m2015 *share in total imports for the MS and in total non-EU imports for the EU28

The only functioning natural underground gas storage facility (UGS) in the eastern part of the Baltic
Sea region (including the three Baltic States and Finland) is located/i6 dz]Lkatéiay'Bue to its
capacity largely exceeding domestic demand, Latvia comfortably fulfils requirements of the EU
Regulation on Security of Gas Supply related to ability of Member States to satisfy total gas demand
during a day of exceptionally high gas demang to 294 000 MWh per day. UGSY 6 dzis luded/ a

to supply gas in winter also to neighbouring countries and contribute to the security of supply and
functioning of the regional market in the Balt&gion.


https://en.wikipedia.org/wiki/In%C4%8Dukalns
https://en.wikipedia.org/wiki/In%C4%8Dukalns
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LV N-1 rule for gas
220.7
%

wee 2016 ———threshold 100%

(source: gas coordination group)

3. Internal market

3.1. Interconnections and wholesale market functioning
3.1.1. Electricity

Lv Electricity interconnectivity level Market concentration index for Wholesale electricity prices
power generation
23.7% .
relative change 2005-2015 [%] relative change 2013-2016 [%]
24.1% -5.7% -14.8% -29.9%
60 -
9,633 51.4
10,000 - !
’ 9,080 50 4 455
________ m 8,000 - =40 - 38.7 36.1
S
6,000 1 4,910 % 30
4,000 4 3.726 2 20 4
T 2,000 - 10 +
2017 2020
0 ! 0 :
electricity interconnection EU28 LV EU28 Lv
====2020 target: 10% 2005 W®2015 2012 m2016

Latvia is part of the Nordic and Baltic wholesale electricity markee interconnection levelfor
electricity in the Baltic States increased to around 10% after the Estlink2 interconnection with Finland
entered into operation in 2014. Once the LitPol Link (connecting Lithuania and Poland) and NordBalt
(connecting Lithuania and Sweden) began ogertthe interconnection capacity rose to around

The interconnectivity level is calculated as a ratio between import interconnection and net generation
capacities of the country (i.e. the 2017 value is the ratio between simultaneous import interconnection
capacity [GW] and negenerating capacity [GW] in the country at 11 January 2017, 19:00 pm as resulted
from ENTSGE Winter Outlook 2016/2017)For the three Baltic states it is considered the common
interconnection level with the rest of the EU.
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23.7% for the three Baltic States together. The launch of the Estlink 2 interconnection also
contributed to the increased the connectivity of the Baltic States with the Nordic power market.

Accordingtoddt FNBY G(GKS b2NRAO St SOUNAROAGE SEOKIyYy3aS ab
in Latvia since 2013 have experienced a decline of 18.7%, attributable to the improved
interconnectivity of the Baltic region with its neighbouring regions.

Latvia is alo among the Member States with the highest power generation market concentration
with significantly lower degree of competition compared to the EU average.

In 2015, the three Baltic States agreed on a common strategic goal: the synchronisation of their
power systems with the European network. It is recognised as astselfling objective of the
reinforced BEMIP cooperation (Baltic Energy Market Interconnection Plan) as it would contribute to
achieving a fully functioning and connected internal energykatand to increasing energy security

in the electricity and gas sectors of the Baltic States. A dedicated BEMIP Working Group was set up
supported by the Commission to work on the identification of the most-effatient synchronisation
scenario that engres system stability. The infrastructure element of the synchronisation of the Baltic
States' electricity system with the European network has been included in the 3rd list of Projects of
Common Interest.

Several projects in the region have received thbel of Projects of Common Interest (PCI) in the
framework of the transEuropean energy networks policy. They are expected to contribute to
enhancing security of supply, effectiveness of operation and competitiveness of the electricity
markets in the entie Baltic region. The transfer capacity on the Latvjaastonian border will be
improved and the existing bottlenecks will be removed in several steps by 2020, 2024 and 2025
through the construction of the Estonlaatvia 3rd interconnection and the enhamgent of transfer
capacity of internal lines within the Baltic States.

3.1.2. Gas

In 2015, wholesale gas prices in Latvia were higher than the EU average prices, inter alia due to
import dependence from only one country and exclusive rights of gas supply givenet@as
supplier.

So far, Latvia has been fully and exclusively dependent on Russian gas imports. Nevertheless, other
sources of supply are starting to become available. The Klaipeda LNG terminal in Lithuania, which
opened in 2015, now provides an altative source of gas for Latvian consumers.

On 3 April 2017, the Latvian gas market has been opened to competition ensuring that instead of a
single supplier, consumers in Latvia can now choose between several possible suppliers who can
freely access the stem in line with EU rules.

The vertically integrated gas company JSC Latvijas Gaze is set to be fully unbundled by end of 2017.
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Market concentration index for Wholesale gas prices
wholesale gas supply
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Enhancing the crogsorder gas infrastructure between Latvia and Lithuania and reinforcement of the
internal gas transmission lines in Latvia are of high importance for improving the operation of the
whole Baltic gas transmission system operation and for a development egianal gas market in

the Baltic Sea region. Also the project on Modernisation and expansion of the Underground Gas
{G2NX3S Ay Ly6dzllfya KFra 0SSy AyOfdzZRSR Ay GKS

3.2. Retall electricity and gas markets
3.2.1. Electricity

Latvia's electricitynarket was liberalised in 2015 and there are currently 15 electricity suppliers.
While facilitating investment and choice, the deregulation and the discontinuation of subsidies led to
a sharp increase in household electricity prices by around 28 % in Rlltwed by a decrease in
2016 and in 2017. For industries, electricity prices remained stable.

In the summer 2016, an electricity tariff reform introduced a fixed conneetipacity payment
component, favouring consumers with a constant use of theimection capacity.

Smart electricity meters were introduced in Latvia in 2014. Around one third of electricity customers
were equipped with electricity smart meters by March 20Their share is expected to increase
significantly to 80 % by 2020 and 10b$w22023.

Annual switching rates-electricity - Households electricity prices Share of taxes and levies in households
household customers average band* - with taxes electricity prices (band DC)
average 2011-2015[%
. [ relative change 2013-2016 [%)] average 2013-2016
5.8% 0.0% 1.5% 19.6% 32.6% 35.0%
7% 7 6.2% 0.250 - 0% - seon B
6% 0.202 0.205 35% 4 31.4% 7
s | A8% 0-200 4 0.162 30% -
= =
% So.150 - 0.136 £ 2% 1
= 55 20%
3% - £0.100 | S 5
. 30 3 15% |
° 7 4
0.050 | 10%
1% - % A
’ 0.0%  0.0% 2%
0% 0.000 . 0% |
EU28 Lv Eu28 s m 2015W EU28 Lv
2011 m2015 ) , ) 2013 m2016
Electricity - Band DC : 2 500 kWh < Consumption Band DC : 2 500 kWh < Consumption <5 000 kWh, second
< 5000 kWh, prices from second semester semester

t A
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3.2.2. Gas

Following the gas market liberalisation on 3 April 2017, also household consumers can now choose
between several possible suppliers. Regulated tariffs are to remain availablerufoerable
consumerdo guarantee that they can still access affordable energy.

Annual switching rates -gas - Households gas prices Share of taxes and levies in households
household customers average band* - with taxes gas prices (band DC)
average 2011-2015 (available years
over the period) [%)] relative change 2013-2016 [%] average 2013-2016
5.9% 0.0% -10.0% -19.4% 23.3% 20.5%

8% 7 7.0% 0.080 1 0071 30% 1 26.3%
7% 1 0.070 0.064

. 2% o 229% 20.8% 21.7%
6% 1 5.3% —0.060 - 0.050 -

o = . £ 20% -
5% 1 = 0.050 1 0.041 =
4% - 50.040 1 5 15% -
3% | 3,0.020 3100 |
29 - ~0.020 |

19% - 0.010 - 5% 1

0.0% 0.0% 0.000
0% A ‘ 0%
EU28 v Eu28 v EU28 Lv
2011 m2015 2013 moole ) 2013 w2016
Gas - Band D2: 20GJ < Consumption < 200G, prices Band D2: 20G) < Consumption < 200GJ, prices from
from second semester second semester

3.2.3. Market performance indicators

According to the periodical survey of DG JUST, Latvian consumers are as satisftbd sétivices
received on energy retail markets at the same level as the EU average.

Market performance indicator (MPI), Market performance indicator (MPI),
retail electricity services retail gas services
average 2010-2015 [-] average 2010-2015 [-]
< 0 ~
o o < o]
~ Ts) ~ ~
100 q 100
90 A 90 4 80.2 79.7
78.1 e -
o4 726 75.3 72.9 715 20 | 736
70 1 70 4
0 60 -
50 - 50
40 - 40 4
30 30 4
20 A 20 A
10 1 10 4
0 ! L{| o4+ =
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3.3. Energy affordability

In Latvia, the share of energy in total expenditures for all households as well as for the poorest
households is amondné highest in the EU (12.4% vs EU average of 8.6%).

In 2015, around 29% of citizens of the most socially deprived households were not able to keep their
homes adequately warm. It is 6% more compared to the EU average (23%) but almost 16% less than
in 2005 Thus, Latvia is among the Member States with the largest improvement over the last decade

in this area. Nevertheless, more needs to be done in coming years to improve the energy
affordability.
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Energy affordability - energy Inability to keep home adequately warm
expenditure share in final consumption (share in total population at-risk-of-
expenditure for the lowest quintile poverty)
absolute change 2005-2014 [pp]* absolute change 2005-2015 [pp)
1.4% 4.4% 1.6% -15.6%
50
14 12.4% o 44.7%
12 20
' 8.6% 7.9% > 29.1%
3 7.1% N
- 25 211%  227%
6 20
4 15
) 10
2 5% J
0 | 0%
EU28 v EU28 Lv
2005 m2014 2005 w2015

4. Energy efficiency and moderation of demand

Latvia reduced its primary energy consumption by 2% from 4.36 Mtoe in 2014 to 4.27 Mtoe in 2015.
Finalenergy consumption also decreased by 2.8% from 3.9 Mtoe in 2014 to 3.79 Mtoe in 2015
showing a positive trend. Latvia energy consumption is already below the levels of primary and final
indicative national 2020 targets. However, in the coming years BOR9, Latvia is expected to keep

up the national energy efficiency actions and programmes, in particular the ones under Article 7 of
the Energy Efficiency Directive.

Lv relative change over 2005-2015 Primary energy intensity
16.4% average annual change 2005 - 2015:
6.0 q r 25 E
= = -1.8% | -2.0%
~ ] g
5.0 L o o
<2 20 E =
40 I
£ r1s3 2
230 2 &
£ - 10 S g
2.0 1 H >
-4 o
5 =] =,
1.0 w
T
0.0 0 =
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
I primary energy consumption final energy consumption
——GDP at 2010 fix prices —LV —EU28

Although primary energy intensity decreased over the 20035 periodat a faster pace than that of

the EU average, it is still thd" highest in the EU. While energy intensity has decreased for services
and residential sectors, energy intensity of Latvia's industry increased in the time period from 2005
to 2015. A set ofmeasures were introduced in Latvia to increase energy efficiency in the
manufacturing industries, including support from the European Structural and Investment Funds. In
2015, transport sector was the biggest energy consuming sector in Latvia represeB8g share in

the total final energy consumption, which is below the EU average (33%). The share in energy
consumption of the residential and services sectors in Latvia were above the EU average.
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2015 LV: Final energy 2015 EU28: Final energy
consumption consumption
3.8 Mtoe 1084.0 Mtoe

other (non-specified) 0.496 waste
Eﬂ agriculture/forestry/fishing
services Iaa services
Em residential Eﬂ residential
!:mtransport transport
industry industry

Energy efficiency financing instrumts for multiapartment buildings are becoming more available

to their inhabitants in Latvia. Achieving further energy savings in the residential sector is an
important investment priority under the European Structural and Investment Funds for the figancin
period 20142020, as only some 3 % of apartment buildings have been renovated in the period 2009
2013. The framework for energy performance contracting is being developed (with an emphasis on
residential and public buildings as well as public lightiwhjch is expected to create the functioning
energy services market in Latvia.

Final energy intensity in industry Final energy intensity in services sector Final energy consumption per square
meterin residential sector, climate
corrected
average annual change 2005- 2015 average annual change 2005- 2015 average annual ?;a]nge 2005-2015
[%] =
-2.0% 2.1% -0.9% -1.5% 2.0% -2.6%
200 ~ 180.2 60 - . 35
180 - 29.5
157.6 0 30 4
'5 160 + '5 43,7
S 140 - 2 25 - 22.3
< 113.7 g 40 1
% 120 4 3 Y. | 186
92.3 £
2 100 4 ' 2 30 - 5 15.2
= 3
£ 80 4 o &5
H £ 20 18.2 16.4 =
T 60 1 37 i 10 -
£ 10 - 2
— 10 - 5
20 A
0 0 T 0
EU28 Lv EU28 Lv EU28 Lv
2005 m2015 2005 m2015 2005 m2015

Between 2005 and 2015, the final energy consumption in transport in Latvia increased by 1.0%,
slower than the 1.8% average annual increase of the GDP. The evolution of transport energy
consumption is highly correlated to the trends in passenger activity rather than with freight
transport.

10
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Final energy consumption in transport vs. GDP Lv Passengers and freight transport activity vs. energy
average annual change 2005 - 2015 [%]: consumption in transport (excl. aviation)
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Passengers transport activity [bn passengers-km]
= Freight transport activity [bn ton-km]
Energy consumption transport (excluding aviation)

N energy consumption in transport  ====GDP at 2010 fix prices
———————— index2005=100

passengers transport activity=Private cars + bus + rail + tram & metro
freight transport activity=road+rail+inland waterways+pipeline

The share of collective passengers land transport into total passengers' transport decreased by 6%
between 2005 and 2015, indicating a higher use of private transport means.

Share of collective land transport in all
passengers' transport*
change 2005-2015 [pp]
0.2% -6.1%
50% -
40% -
- 30% 1 23.8%
= 20% | 17.0%  17.3% 17.7%
i .
0% T
EU28 Lv
2005 m2015
*trains, motor coaches, buses and trolley buses

The Latvian transport development guittels determines the increase in energy efficiency as an
important indirect goal which aimed to be achieved through the majority of actions considered for a
period of 20142020. In particular, railway electrification and Rail Baltic project aim at reddicéng
current emissions level and increasing energy efficiency. In the same vein, the planned road quality
improvement measures will contribute to better energy efficiency and will help to decrease the
amount of fuel consumed by road transport.

5. Decarbonisaton of economy
5.1. GHG emissions

Latvia is on track to meet its 2020 target of greenhouse gas (GHG) emissions reduction outside the
ETS by a 9 p.p. margin. Emissions outside the ETS are expected to increésddiyv8en 2005 and

2020 whereas the target is not to increase more tharPd. ™ 2015, such emissions account foré80

of Latvia's total GHG emissions. More than half of this total is due to the transport and agriculture
sectors.

11
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Preliminary accounts under the Kyoto Protocol fatvia show overall emissions of +4.4 Mt £&Q.

as an annual average in the period 2€ARL5. For comparison, the annual average lod EU28
accounted for removals 0f119.0 Mt C@eq. Latvia is one of four EU Member States which show
overall emissions ithis preliminary accounting exercise. This is primarily due to Forest Management
accounts showing emissions; Latvia is one of only three EU Member States with this accounting issue.

Emissions by Deforestation are by far higher than very limited remdyalsfforestation. While the

initial share of emissions by Forest Management was comparatively small, it strongly overshadowed
emissions by Deforestation in 2014, and then reduced to the same share inQQé&#all, there is a
changing pattern of emissionshich is driven by varying emissions by Forest Management. All other
reported activities remained constant ovidte course of the thre-year period.

12



