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Glossary
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[bookmark: _Toc365558330]INTRODUCTION

In September 2009, USAID awarded a $2.9 million two-year contract to Advanced Engineering Associates International, Inc. (AEAI) for ‘Advisory Services to Assist in Privatization of the Electric Distribution Company in Kosovo.’  AEAI responsibilities under this contract included: a) regulatory support to the energy regulator (ERO) during the period of distribution company privatization as well as the provision of post-privatization support and b) assistance to KOSTT in the development of market rules and related legislation. 
At the same time, USAID awarded a separate contract to Deloitte Consulting to provide privatization advisory services to the Ministry of Economy and Finance for the privatization of the distribution and supply functions of the state-owned electric utility, KEK. At that time, the Ministry of Economy and Finance[footnoteRef:2] had jurisdictional responsibility for the privatization of Publically Owned Enterprises (POE).  [2:   Kosovo’s energy sector came under the Ministry of Energy and Mines (MEM) until a change in Government triggered a portfolio re-shuffle in February 2011.  Until that time financial and economic affairs had been under the portfolio of the Ministry of Economics and Finance (MEF).  Following the re-shuffle, energy and economic affairs were moved under a restructured Ministry of Economic Development (MED), and financial matters were assigned to a Ministry of Finance (MoF).] 

The overarching  goal of the initial 2-year assistance program of advisory services was to assist the Government of Kosovo to realize the successful privatization of the distribution and supply activity of Korporata Energjetike e Kosoves, which was to be vested under the name of “KEK Network and Supply Company “KEDS””.  This would be done by giving support to undertaken the energy sector regulator and to the System and Market Operator, KOSTT. 
On September 28, 2010, the original Task Order was modified to:
· extend the duration of the existing services provision by 15 months to enable the Project objectives to be fully met, taking into account the slower than expected progress towards privatization of KEDS;
· bring into the AEAI Project the Deloitte team which had been tasked with providing Privatization Advisory Services to the Ministry of Economy and Finance (later Ministry of Economic Development as noted above); and
· introduce a new task - an independent study of KEK losses.
A further modification was made to the Task Order on 30th March 2012.  This modification: 
· extended the Project completion date from December 20, 2012 to February 28, 2013

· replaced the completed Task Area 4 (independent losses study) with a cross-cutting task area on support on public information for both the Ministry of Economic Development and the Energy Regulatory Office
· allowed other task areas to be revised, removing completed tasks and introducing new tasks reflecting changing needs of the beneficiaries and evolution of the environment in which the Project was being undertaken.
For simplicity, throughout this Report we refer to the “Project” being the Project set up to deliver the Scope of Work established by USAID and the “Project consultants” being AEAI and its subcontractors.
[bookmark: _Toc365467217][bookmark: _Toc365467375][bookmark: _Toc365558331]A further modification was made to the Task Order on 1st March 2013 to extend the duration of the existing services provision by 6 months to enable the Project objectives to be fully met, taking into account the slower than expected progress towards privatization of KEDS.  The above mentioned modification introduced the new task “Privatization advisory services in supporting MED to address energy security of supply requirements”. Implementation of this project activity provided advisory support to the Ministry of Economic Development (MED) to deal with issues related to the transaction structure for Kosovo B Power plant divestiture in close coordination with the New Kosovo Power Plant transaction.
Finally, a 30-day no-cost extension was agreed on July 29, 2013 in order to provide additional time for project administrative close out activities (September 2013). This extension allows for specific requirements of the beneficiaries (KOSTT, ERO and MED) to be met by implementation of project activities during the month of August. The extension facilitated a more efficient project implementation given the summer vacation schedules of counterparts and project consultants.  The final day of Project activity is 30 September 2013.

Notwithstanding the many extensions and modifications to the Project, its overall goals remained untouched; rather the modifications to the Task Order have been designed to allow the contractor to meet the goals as originally intended, despite the delays in the KEDS transaction, which lies outside the scope of work, or scope of control of the Project and of USAID.

This report is structured into several further sections as follows:
Section 2 – a more detailed description of the Project objectives, and an assessment of the situation before the assistance was provided compared with the situation after the completion of the Project.
Section 3 – recommendations for future assistance within the Kosovo energy sector.
Section 4 – a more detailed description of individual tasks undertaken during the Project, evaluating the benefits provided to beneficiary organisations.

[bookmark: _Toc365558332][bookmark: _Toc219872498]IMPROVEMENTS IN THE SITUATION OF THE BENEFICIARY ORGANISATIONS

In this section the Project consultants consider the current condition of the beneficiary organisations compared with their situation at the start of this USG-funded assistance, and try to evaluate the improvement in their condition which can be identified as resulting from this consultancy intervention.  It must be recognised, however, that the consultancy effort has not been an isolated one:  Kosovo has never lacked consultancy support, and this project has been undertaken in an environment in which other USAID consultants are active, and in which other donors – primarily World Bank and EC, but also KfW[footnoteRef:3] – have been working, sometimes in clos coordination.   [3:  The KfW, formerly KfW Bankengruppe (banking group), is a German government-owned development bank, based in Frankfurt. Its name originally comes from Kreditanstalt für Wiederaufbau, meaning Reconstruction Credit Institute.] 

Each of the three beneficiaries – ERO, KOSTT and MED/KEDS-PIU - are quite distinct entities, which have unique roles within the power sector, and which each face quite separate challenges.  We take each by turn below in our assessment.
[bookmark: _Toc365558333]ERO
A key objective for the project’s support to ERO was to ensure that no regulatory obstacles should derail the KEDS privatization transaction itself.  A secondary objective, though equally important one in the long-term, is aimed at sustainability of that privatization – that the regulatory regime and its implementation should provide a rational, predictable and stable environment for the whole sector, including the new operator.
In 2009 ERO had both institutional constraints, and philosophical constraints that had a bearing on its behaviour viz-à-viz the privatization.  
Institutional Constraints
In terms of institutional constraints, ERO had limited internal resources, both financial and human at the outset of the project.  Seven professional posts were vacant.  An antagonistic relationship between the MoF and the ERO Board Chairman combined with the introduction of a Budget Law, which took precedence over certain financing provisions of the earlier Law on the Energy Regulator, combined to result in an allowed budget substantially below the ERO’s operating requirements.  As a result staff morale was low.  After the appointments of the new Chairman and two new members of the Board the situation in ERO in institutional terms is not today substantially improved. Two new Board members are energetic but widely different in skills and expertise.  Although their energy is revitalising staff morale to a limited degree, the organisation still lacks genuine leadership and remains under-resourced.
This institutional weakness has probably been the greatest hurdle for the Project.  A good and effective working relationship has been established between the Project consultants and ERO at all levels, and, particularly in the area of tariffs, staff have grown far more comfortable to participate and contribute to the development of the work than was the case at the outset.  The Project has attempted to push ERO staff into a more collaborative role than they appeared to have been used to with other consultancy teams.  This has been deliberate, because while there is validity in using consultants for additional resource, it is dangerous in the long term for any organisation to surrender all intellectual control over work done on their behalf.  The Project has identified an improvement in accountability and in readiness to get involved in the thinking, which is a positive step.  ERO’s ability to implement, however, remains weak.  In part, this is because the Board, although being a decision-making body, acts sometimes rather indecisively However, some of the staff, again particularly in tariffs, have “grown” noticeably in their understanding of regulatory economics and price control over the last four years including significant boost of  their self-confidence.
Philosophical constraints
ERO had, at the outset of the Project, a certain anti-privatization mindset, which substantially coloured their dealings with Government and with the Project.  In part, their mindset was understandable:  having seen the negative results of the privatization in Albania, and the growing evidence of major problems between the new operator and the Albanian regulator, ERO anticipated serious problems for the sector from the transaction.  A particular concern for ERO was a threatened attempt to impose upon them a “regulatory statement”.  While this sounds as though it is no more than a regulator’s commitment to certain regulatory parameters (a good thing), it is in effect a shackle imposed on a regulator by a Government during a privatization.  In a European acquis[footnoteRef:4] context, that is problematic as regulatory independence is a cornerstone of the internal market. In terms of having the  long-term sustainable and clear sectoral relationships, and in terms of disciplined sector operations, it is dangerous.  In the event, the Project was able to demonstrate to the international community that the regulatory statement was largely unnecessary, as the legal and regulatory framework (with the (important) exception of the tariff framework) was sound; and the Project was able also to gain the regulator’s agreement to work together to substantially improve the tariff and pricing arrangements.  In the end, IFC withdrew their requirement for the regulatory statement, which removed one of the largest blockages to regulatory cooperation during the privatization. [4:  Acquis communautaire (sometimes called EU acquis)  is a French term referring to the cumulative body of European Community laws, comprising the EC’s objectives, substantive rules, policies and, in particular, the primary and secondary legislation and case law – all of which form part of the legal order of the European Union (EU). The term is most often used in connection with preparations by candidate countries to join the Union. They must adopt, implement and enforce all the acquis to be allowed to join the EU. As well as changing national laws, this often means setting up or changing the necessary administrative or judicial bodies which oversee the legislation. Since Kosovo signed the Energy Community Treaty in 2005 it has prioritized the transposition of EC Directives into its primary and secondary legislation.
] 

	With the change in the Board chairmanship, and the Board make-up, the philosophical opposition to privatization has substantially reduced.  While there is a strong assumption within ERO that the new operator will try to “out-manoeuvre” the regulator, this is probably justified: any private, commercial operator looks to maximise its own gain.  It is likely that there will be a period of one to two years before the relationship between KEDS and ERO stabilises, and before they each fully get the measure of the other.  There is a risk of flawed decision making during this period.  Given the information imbalance between regulator and operator, and the greater commercial experience of the operator, it is rather more likely that any flawed decisions will be pro-investor than anti-investor.
[bookmark: _Toc365558334]KOSTT
KOSTT is a different type of organisation to ERO and has different strengths and weaknesses.  However, like ERO it has benefitted from substantial other donor support over the years (EC, KfW amongst others).
At the start of this Project, KOSTT was a technically strong operator, with specific knowledge limitations in the commercial arena of market operations, entirely characteristic of regional transmission operators.  From the outset KOSTT differed from ERO in their use of consultants, seeing these as a supporting resource while maintaining intellectual ownership of the process, and making conscious policy decisions about the course to be taken.
The Project tasks in support of KOSTT have been aimed at the specific knowledge gap that the company currently has, and this has led to the focus on the market design, rules and the detailed procedures that market participants are mandated to follow in implementing the rules.
During the course of the MYT task for ERO, the Project consultants had close involvement with KOSTT’s system planning and management teams.  During this process it was possible to track the rapid and impressive growth in understanding within the company of the complex inter-relationship between its statutory system development and operations role, and revenue control by the regulator.  Having provided a disappointing submission (in terms of flaws, inherent contradictions and unanswered questions) at the outset of the MYT process, KOSTT revised its submission and over three months pulled together a coherent, internally consistent and technically sound second submission with fully argued justification for its modification of its own 2011 Network Development Plan.  With a strong operator, this demonstrates one of the benefits of the longer MYT process:  given sufficient time the operator should be able to provide a full business case for its proposed capital expenditures, enabling it to secure adequate funding, which the regulator is obliged to allow when costs are justified.  The shift in internal thinking was also evident; KOSTT started out defensively, wishing not to give full details; but within three months an instruction came from the top of the organisation to provide the Project (and ERO) with every bit of information requested.  This demonstrated an understanding of the importance of providing as much as possible accurate data. 
[bookmark: _Toc365558335]MED
During the course of the KEDS advisory project, Project Consultant (Deloitte) provided strategic advisory services to the Ministry of Economic Development (previously the Ministry of Finance and Economy) for the restructuring of the Kosovo electricity sector. 
Project Consultant involvement occurred at two levels; within the Ministry itself and within the KEDS Project Implementation Unit (the KEDS PIU) which was responsible for both the day-to-day resolution of issues necessary to create a sufficient enabling environment to sustain foreign direct investment as well as the KEDS transaction.
	The KEDS PIU consisted of the Project Director, a Financial Specialist, a Technical Specialist and a Public Relations Specialist. Aside from the Project Director, who had many years of experience within the electricity sector, none of the other KEDS PIU staff had significant experience in the sector (the Technical Specialist had limited electricity sector experience, the others did not have any). Further, none of the KEDS PIU staff had any experience in fundamental issues related to the project – experience in managing a privatization transaction, experience in tariff design, or electricity market design.  Therefore, there was a need to invest significant effort in getting the KEDS PIU staff ‘up to speed’ on the industry, in general, as well as providing specific input into transaction, electricity market design, and tariff issues. Deal specific issues – such addressing the accumulated bad debt on KEK’s balance sheet, the issue of incentivizing an investor to reduce commercial and technical losses, etc.,-- were also addressed by Deloitte on a case-by-case basis, with active PIU involvement, thereby building significant capacity on issues relevant to the electricity sector. As the PIU was involved in the process issue resolution, the PIU – which will be retained in order to monitor the KEDS transaction post privatization – has been well trained to address issues that might challenge the sustainability of the KEDS transaction and has confidence borne from a deep understanding of issues.
	In addition to its day-to-day advice to the KEDS PIU, Project Consultant provided strategic advisory services to the MED, which has government responsibility for the electricity sector, including the Kosovo e Re transaction. The Minister of Economic Development has advisors with significant commercial and financial capability; however, there is not significant depth within the MED necessary to run the number of complex transactions that were running in parallel. As a result, Project Consultant worked closely with advisors from the MED (including those assigned to the Technical Working Group) to help frame issues and determine appropriate responses/solutions that would result in a successful KEDS privatization while enabling the Kosovo e Re transaction to move forward. As with the PIU, significant knowledge transfer occurred between Project Consultant and MED staff regarding the development of market-oriented solutions to key issues.
[bookmark: _Toc365558336]Measurement of the Project Results
Throughout the Project, key indicators have been identified against which the consultants’ performance in meeting objectives could be met.  Naturally, as the Project has been extended several times due to external delays in the KEDS’ transaction, those indicators have themselves been modified slightly to remain valid and useful.  Below we describe the rationale behind the selection of appropriate indicators, and how these have been used successfully to demonstrate progress towards meeting the evolving objectives of the Project.  The descriptions below are divided into the three main beneficiaries of the Project’s assistance, together with three “one-off” work areas that were added to the Project tasks at USAID request through its life.   
ERO
At the outset of the Project in 2009, the main focus of the Project’s support to the regulator was on evaluating the legal and regulatory framework and remedying any deficiencies which might render a privatization transaction more difficult to achieve or less sustainable if realised.  For a private sector operator (and indeed a public one), the critical elements are the primary and secondary legislation in place governing the whole sector, and the licensing arrangements which will govern the individual operator.  Close examination of the rights and obligations contained in these two broad types of arrangement (whatever the jurisdiction) are evaluated by an investor as part of his due diligence, and flaws within them may represent risks to his investment. Focal measurements for this Project were therefore on the identification of potential flaws and implementation of modifications to the legal and regulatory framework, and on identification of flaws and implementation of changes to the licensing and compliance system and training.  A third bundle of indicators measured the Project’s delivery of appropriate (and linked) training and capacity building for the regulator.  
By 2012 the Project had substantially met its objectives in the areas described above, and the indicators were refocussed on the next level of detail – introducing a multi year pricing arrangement, and then supporting ERO in the carrying out of a multi year revenue control; this built on the main flaw in the legal framework that had been identified earlier:  pricing, a crucial aspect of the regime for an investor.  In addition a set of indicators was introduced to build on the licensing and compliance mechanism, again to reflect more detailed advice on implementing the modifications that had been recommended earlier.  As the training package continued, so the Project continued to report on indicators related to training, but now in additional specific areas related to the focus on pricing and compliance monitoring.  Additional focus was placed on know-how transfer and round-table discussion in an effort to engage ERO more fully at working level in the detailed tasks being undertaken.
The measurement of capacity building and training continued in the final six Project months with a narrower scope.
KOSTT
For KOSTT, the Project identified two bundles of indicators, rather than the three bundles identified for ERO, reflecting the slightly lesser (though still considerable) significance of the market and system operator for the transaction.  One bundle was aimed, as with ERO, at the regulatory framework set in place by KOSTT for the management of the physical system and the management of the commercial electricity market.  The indicators also tracked support given by the Project in the allocation of 110kV assets which in Kosovo, as in many Balkans countries, became a focus of repeated debate.  A second bundle of indicators, again similar to ERO, was set in place at Project inception for training and capacity building.
As with ERO, the indicators were refined and refocussed in 2012 as work was completed and the focus of effort modified.  Tracking of Project activity shifted from work on market design to work on the market rules themselves. In the later stage of the project it was then shifted to work on the detailed procedures that underpin those rules, particularly focusing on metering and settlement which are substantially new areas in the Balkans, and where little existing knowledge exists within the sector.  In 2012 the training and capacity building bundle of indicators was removed altogether, as the Project had found that KOSTT was receiving substantial training and capacity building from other technical experts and that additional input was not required from the Project by the Beneficiary.
MED
As with ERO, the Project’s tasks relating to support to MED were divided into three distinct bundles of indicators.  As with both KOSTT and ERO, one dealt exclusively with capacity building and know-how transfer of the MED’s KEDS-PIU team.  Two others measured firstly the Project’s independent advice to MED (and to a lesser extent to MEF) throughout the transaction, led by the Government’s Transaction Advisor, IFC; and secondly the conduct of the transaction bid process.
	As the transaction made gradual progress, the Project’s performance monitoring focussed more heavily on the bid process itself, and on ongoing capacity building within the PIU.
	During the Project’s final year and taking into account that the new investor took over KEDS on May 8, 2013 that marked competition of the privatization transaction, the monitoring indicators  narrowed their focus to track delivery of advice on post transaction monitoring of the new operator by Government. 

Independent Losses Study
During the first Project year a specific study was undertaken by the Project following a requirement placed on the Government of Kosovo by IFC.  The indicators identified to track this deliverable focussed on delivery of the study’s main components, including a workshop.  The monitoring system demonstrated that the intended objectives of the study were achieved on time and in the planned manner.

Public Information Strategy
During the third Project year a task was included in the Project’s scope of work to develop a coordinated public information strategy for MED.  An indicator to allow the monitoring of this task was included in the Third Annual PBMS.  Again, the monitoring system demonstrated that the intended objectives of the study were achieved on time and in the planned manner.

Transaction Advisory Services
During the final Project year a further sub-task area was included for the final six months of the Project year.  Although the main thrust of the Project services has been to support the KEDS transaction, additional guidance would be offered to MED to assist them in refining the appropriate strategy. Two bundles of indicators were developed by the Project to track delivery and achievement against this task.  With the last TO modification in March 2013 the project itself and monitoring indicators focused on independent advice to MED in dealing with drafting new strategy for Kosovo B transaction and with submitting  on time required deliverable. The monitoring system demonstrated that the intended objectives of the draft strategy for Kosovo B were achieved on time and in the planned manner.

Study on the Effect of Unreliable Power Supply on Kosovar Businesses 
This one-off study was carried out in the third and final Project years to examine the impacts of power unreliability on the country’s economy.  The indicators identified to track this deliverable focussed on delivery of the study’s main components.  The monitoring system demonstrated that the intended objectives of the study were achieved on time and in the planned manner. 
Study into the Financial Incentives and Non-Financial Barriers to Renewable Energy Supplies

This one-off study was carried out in the third and final Project years to examine the barriers for required investments into the renewable sector in Kosovo.  The indicators identified to track this deliverable focussed on delivery of the study’s main components.  The monitoring system demonstrated that the intended objectives of the study were achieved on time and in the planned manner.
[bookmark: _Toc365558337]RECOMMENDATIONS FOR THE FUTURE

Kosovo’s energy sector remains far from “steady state” with many key issues unresolved.  The country does not enjoy anything near security of supply and new base-load generation remains as far on the horizon today as it has been for the last ten years.  The distribution and supply sector is evolving under the recent change in ownership, and those changes in relationships will realistically take some months, if not some few years, to settle down and “bed in”, if international experience is any guide.  The wider regional market continues to evolve at a regular pace, altering the operating and commercial environment for the entire sector.
However, as noted above, the beneficiaries who have been the subject of this assistance (or at least two of the three of them) have enjoyed a number of years of relative stability from their inception in 2005.  For both ERO and KOSTT, their ability to understand their role and the environment in which they operate is substantially greater than it was eight years ago, despite the difficult nature of that environment.  The portfolio ministry for the energy sector, MED, is in a slightly different situation.  All three of these beneficiaries have reached different stages in their maturity, and have different requirements going forward.  The following comments act as observations on how their needs might evolve and may be considered as recommendations in the event that any further assistance from USG is contemplated.

The Energy Regulatory Office
ERO’s resource constraint (financial and human) gives them a substantial dependence on any assistance available.  Key areas where support might benefit ERO in particular are:
· Support during the next two years of regulation of both privately and publicly owned participants in the market to aid ERO to distinguish between valid and invalid requests from the new operator, and in disputes between the new operator and other participants in the market
· Support in compliance enforcement across the sector
· Support to manage the imminent security of supply crisis and develop a strategy for its regulatory response in line with the Law
· Support in dealing with electricity market opening related issues, both,  in Kosovo internally and as a part of wider regional market 
· Support in dealing with regulation of renewable energy resources sector and relevant related issues
This is not an exclusive list, but any future support should avoid “doing” things for ERO that constitute part of the normal, routine work of ERO; here USG (and other donor) assistance has provided years of support.  Deliverables should be focussed on new regulatory tasks, or on new implementation, where ERO can have a legitimate concern that it does not have the experience to drive the work or implementation itself.
A further recommendation goes to the heart of ERO’s continuing institutional weakness:  ERO’s financial situation is subject to the application of the Budget Law.  The Law on the Energy Regulator contained clear provisions aimed at financial independence of the regulator, and on the basis of those provisions, inter alia, the EC approved the laws as being compliant with Kosovo’s Athens Treaty obligations.  Those obligations will become even more onerous in terms of regulation under the Third Package.  What the EC did not know when they gave their approval, was that the financial independence of the regulator, granted by this sectoral law, is effectively removed by application of the Budget Law.  This Project has not examined the Budget Law, nor has it been involved in the deliberations of the appropriate departments of the Ministry of Finance.  But the Project is aware that ERO’s financial health is damaged by application of this law, and that this was not envisaged by the Law on the Energy Regulator.  A simplistic response might be to dis-apply the law to ERO.  However, without examination, we cannot say whether that would be appropriate in all the circumstances (or even legally feasible in Kosovo).  Certainly, however, we recommend that ERO is supported to identify precisely both root cause of the problems and to secure an appropriate “fix.”  Failure to do that will jeopardise all the investments that have been made in the ERO since 2005.  Simple lobbying each year during the budget round will not solve the root problem.
The Project consultants have observed ERO, its staff and Board at close quarters over the last four years.  The regulatory staff and Board lack confidence and have a dependency culture when it comes to consultants.  ERO will almost certainly need future assistance, particularly as they do not have adequate internal resources.  They have expressed a desire to have a trusted advisor on hand on a long term basis to help them with the many varied tasks that arise in the course of any regulatory year.  While this is understandable, it may just serve to continue that dependency culture.  A harder line, focussing on outputs and their value may be more useful.  ERO will certainly need substantial technical resources to undertake the next MYT, and this can realistically only be funded by donor support unless their budget restraints are addressed.  These tasks will need to commence in December 2015 for Distribution and Transmission and in December 2014 for Generation at the latest.  Given the lead time for donor funded assistance, tenders will need to be launched at least a year ahead of those dates.  The main focus for this assistance is consulting engineering with expertise in multi year regulatory price controls.

KOSTT
The Project considers that KOSTT may have future requests for USG support and, while it is not possible to foresee any specific areas of support at present, its view is that the company has been consistently reasonable in its requests for assistance during the last four years, and also that it conducts itself in an appropriate manner.  Its requests for assistance to date have been specific, focussed and logical.  On this basis we would recommend that any future requests from the company for technical support are looked on kindly.
MED
Having in mind the present situation with a lack of long-term generation capacities in Kosovo and the current slow progress in achieving these, assistance to MED should be considered in order to assist MED staff and recently created Generation PIU to address these challenges. This assistance should help MED staff to revise the current strategies and to develop new plans to facilitate the generation transaction by attracting potential experienced and qualified equity investors.


[bookmark: _Toc365558338]PROGRESS ON ACTIVITIES BY TASK AREAS 

This section of the report summarises progress attained on the different task areas.  It is structured in five parts:
1.	Support to the Energy Regulatory Office (ERO)
2.	Support to the Transmission System and Market Operator (KOSTT)
3.	Support to the Ministry of Economic Development (MED)
4.	Independent Losses Review
5.	Public Information Strategy
A further modification was made to the Task Order on 1st March 2013 to extend the duration of the existing Project services provision by 6 months to enable the Project objectives to be fully met, taking into account the slower than expected progress towards privatization of KEDS.
[bookmark: _Toc219872499][bookmark: _Toc365558339]SUPPORT TO ERO
[bookmark: _Toc365558340]The task objective was to ensure that regulatory actions necessitated by the KEDS transaction were fulfilled by the ERO in a timely and appropriate fashion.  

[bookmark: _Toc365558341]Support on Economic Regulation
Will the ERO pricing framework support the transactions?
In December 2009, the Project reviewed the ERO legal and regulatory framework with a view to identifying whether it would support the KEDS transaction.  The review found that the framework had been put in place between 2005 and 2007, and was in line with international practice.  The single (though material) “red flag” identified was the approach on pricing.  Here the Project consultants flagged the tariff methodology in particular as being inappropriate because, although some of the principles were reasonable, it was in the form of a consultation document and therefore did not give clear and specific regulation of pricing for the different licensed activities.  Even more concerning, it had been set aside by ERO on the basis of complexity and so there was no written regulation giving legal support to the regulator’s price setting activities since 2007.  Although the original tariff methodology envisaged multi year revenue setting, ERO’s practice had reverted to annual tariff setting, a process which brings little additional benefit to either the sector or customers compared with the annual “budget round” historically undertaken by Government departments before the establishment of an independent regulator, particularly in a country such as Kosovo where political appointees face strong political pressure.  Other parts of the pricing arrangements, such as the Regulatory Accounting Guidelines, were also flawed in part.
Throughout 2010 the Project worked with ERO’s tariff department and their EC advisors to seek agreement to modify the tariff methodology and other related elements. In particular, the Project consultants succeeded in gaining ERO’s agreement to revert to (but properly implement) a multi-year tariff approach which would give greater predictability to licensee revenue streams on the one hand, while allowing a more in-depth regulatory review of costs and revenue requirements on the other. It also provides a mechanism for smoothing in price rises in a sector where future step changes in prices would otherwise be difficult to introduce.  The Project also sought to introduce this mechanism into Kosovo because the annual price setting rounds were clearly leaving the regulator with inadequate data and in a position where they couldn’t effectively carry out their statutory duties in respect of pricing.  ERO also agreed to a wide review and revision to their pricing framework.  The Project’s efforts in this were fully supported by the ERO’s EC consultants who did not themselves have the expertise or the resources within their own Project to undertake support to ERO on a multi year tariff review.  
A discussion on the details of this review was initiated at Board level with ERO and their ECLO advisors at the 15th December 2010 tariff methodology presentation.  The Project suggested that a further initial review be undertaken in April 2011, with the expectation of a full review, leading to a multi-year tariff, from April 2012.  This proposal was acknowledged as potentially feasible, but ERO expressed concern about just what level of increase it could accommodate within the 2011 tariff adjustment in the light of the lignite royalty decision. Despite uncertainty over the royalty, ERO determined at that meeting that the Project’s proposal should be adopted.  
 (
Economic Regulation - Key Results
The MYT process has greatly increased transparency in the revenue setting process and greatly increased stakeholder consultation
ERO has for the first time greater visibility of company costs and spends, and the licensees understand better the need to demonstrate good business planning.
More exhaustive data discovery and analysis increases the likelihood that revenues will cover costs
Licensees have a more predictable income stream in which to plan and operate their licensed activities – particularly important for the KEDS privatization
)Multi year tariff regulation is a world away from annual price setting.  Its aim is three-fold:  to give greater revenue predictability, important for an asset-intensive industry (whether privately or publicly owned); to allow time for more in-depth examination of company costs and required revenues; and to introduce incentives for improve productivity and reduce costs, which do not work over short periods.  While its benefits are clear, it is not a straightforward exercise for a regulator, as it requires far more expert resources than a regulatory agency can afford to employ in-house.  Normal international practice recognises that the regulatory gains are sufficiently material, particularly where private sector participation is an objective (as in Kosovo) and the conventional solution is to buy in the additional technical, and sometimes economic, expertise for the periodic reviews.  Not only does this keep the in-house staff at a more moderate level, reducing regulatory costs, but it allows a regulator to rely on an “independent” expert opinion, one usually informed by experience gained in many different countries around the world (and thus with a lot of comparator data).

Development of new pricing framework
Following this decision, the Project consultants worked with the ERO tariff team to draw up a plan of work for the amendment to the pricing rules, needed to underpin the change to the MYT structure and to remove the weaknesses in the existing tariff methodology.  The work was commenced at the beginning of January 2011.
It was agreed that the work would be done collaboratively, with the Project consultants developing the transmission and distribution pricing rules, while ERO’s EC advisors worked in parallel on the pricing rules for generation and supply.  
Independently of this effort, and as part of the IFC’s work on the transaction in February 2011 CEPA (CEPA a subcontractor of Mott MacDonald who was a prime technical advisor to IFC)   produced a report recommending changes to the ERO tariff methodology. The Project consultants reviewed the report (which was not for some time issued to ERO) and confirmed that the key recommendations contained were substantially in line with those already agreed with ERO.  The Project consultants advised ERO (and USAID) of this, and recommended that work already commenced should continue in the manner foreseen.
The pricing rules went into consultation in summer 2011, and were adopted formally by ERO on September 2011.  The next phase in the development of the revised pricing framework was to develop charging principles for the network businesses of KOSTT and KEK.  These were drafted by the Project in the second half of 2011, consulted upon and finally approved by ERO in November 2011.
Initiation of multi year tariff regulation
	Towards the end of 2011, it was agreed that ERO would carry out the transitional year control (2012) in their normal way, with support from their EC advisors, but that the first multi year tariff would be undertaken with the Project leading the support.  While the 2012 control was underway, the Project prepared the MYT sub-Project plan and, once the ERO had the 2012 control in place (April 2012), the Project consultants presented the plan to ERO.  The plan was agreed in late April and preparations were made for the process to commence in May with contracting of consulting engineers and development of the questionnaires.  ERO proposed a split of effort for the MYT to optimize the consultancy resources available to them.  (It became evident that the split was proposed by ERO in large part also because of a lingering concern about the independence of USAID advice where the transaction was concerned.)  The Project agreed with this split, which required the Project consultants to carry out technical evaluations of the licensees’ capital and operating expenditures, and assist in financial modelling of the maximum allowable revenues.  The ERO’s EC advisors would support on economic parameters such as Weighted Average Cost of Capital (WACC).
In order to address earlier (valid) licensee criticisms of ERO, the Project’s MYT sub-Project plan included three separate stages of consultation, two public meetings, extensive meetings with licensees for data clarification and full transparency.  These requirements were all fully accepted by ERO.
The MYT commenced internally in April 2012; it commenced publicly on June 6th 2012, and the process was completed by ERO on 22 March 2013. As a part of efforts in supporting of MYT process initiation the Project consultants in the second half of 2012 developed MAR models for all licensees and handed over to relevant ERO staff. It is important to note that ERO tariff department staff was closely involved in the development of mentioned models so the sustainability of models usage was ensured.
 The last Project input into the MYT process itself was a review of responses to the ERO consultation on the provisional evaluations of MARs for the licensees, support at a public meeting and support to finalise the evaluations in February 2013.   A final workshop was held with the tariff department and some Board members in 12th February 2013, prior to Project close-down.  This workshop walked through preparation for the automatic adjustments needed later in the year under the MYT, and the next reviews in 2016 and 2017.
Once the MYT award had been made by ERO, the focus of Project effort switched to implementation.  The Project consultants developed Annual Reporting Forms that will be required for planned adjustments of MAR and that are to be forwarded to licensees for annual submissions. The final forms were submitted to ERO tariff Department. The work included also necessary adjustments of MAR models themselves that allowed linking of all licensees models together and associated Annual reporting Forms.
[bookmark: _Toc365467228][bookmark: _Toc365467386][bookmark: _Toc365558342] (
Supplementary Papers provided at Round-Table Workshop on 19
th
 July
Principles and best practice in capex (capital expenditures) monitoring and in dealing with “within period” change requests
General guidance for dealing with sector disputes and Court Cases
“Schedule of Fees” – revised drafting of text and mechanism together with an explanatory note to the principles followed and detailed drafting
“Regulatory Accounting Rule” – revised “rule” to replace earlier guidelines, with explanatory note to explain changes and the drivers of the changes
Guidance on treatment of generation pricing principles; how the issue arose and options for ERO in dealing with this 
)Further work was undertaken by the Project consultants on a number of areas of detailed compliance monitoring and post-MYT implementation issues, including the monitoring of capital expenditures and an appropriate regulatory response to capital expenditure change requests.  Consultants also prepared drafts of revised regulatory accounting rules, incorporating reporting requirements needed for ERO to monitor the multi-year controls over time. 
On 19th July a round-table debate was held with ERO, facilitated by three Project consultants.  While generally this dealt with MYT implementation practicalities, it also provided an opportunity to discuss some other, unrelated “live” regulatory issues. 


[image: ]
Figure 1 - Workshop "Support to ERO Round Table Discussion, 19th July 2013

To support this round-table exercise, the Project consultants developed a number of papers and handouts on some of these issues.  The handouts and papers would also provide an ongoing aide-memoire to assist regulatory staff in reviewing the material presented in more detail at a later date.

The future of regulatory pricing in Kosovo
Realistically, ERO will struggle with the next rounds of work on regulatory pricing.  The Government’s reluctance to allow proper financial autonomy seriously affects the organisations ability to carry out its statutory duties.   This precludes it from procuring experienced consulting engineers and experts in multiyear price regulation from its own budget which is standard international practice. It is understaffed (by at least 50%) and those that they have are underpaid, leading to a problem retaining good staff.  Put simply, ERO will not be able to carry out the job envisaged by the Assembly while its budget is so constrained[footnoteRef:5].  International donors can plug this gap, as both EC and USAID have been doing, but it is not sustainable unless Government of Kosovo allows ERO to recover the costs of its full operation as envisaged by law.   [5:  An apparent confusion should be addressed here:  the Budget Law sets revenue against line items, and these separate items are therefore capped individually, with no freedom to move revenue allowances from one line item to another.  ERO has in the past underspent on some line items, while its overall budget has proved insufficient.  Attempts by ERO in successive budget rounds to secure increased allowances against underfunded items have met with failure.] 

[bookmark: _Toc365558343]Support to Review the Legal and Regulatory Framework
As mentioned above, the Project consultants had reviewed the ERO legal and regulatory framework in December 2009.  At that time, only the pricing arrangements required major modification, and this became the focus of work with the regulator.
	In summer 2011, however, the Board of ERO made a number of modifications to the framework.  In some cases, these changes were ostensibly to bring the secondary legislation into line with new primary legislation.  An initial review indicated that a number of problems had been introduced by these revisions, some by careless errors, but a concerning number were deliberate shifts in policy.  As one example, the code of ethics was modified to dilute the prohibition on accepting gifts in cash or kind.  There was a perceptible trend in the revisions which indicated a deliberate reduction in transparency and openness and a worrying trend towards undue protection and promotion of the financial interests of Board members. 
The Project advised USAID of the nature of some of these modifications and recommended that, without a change to the composition of the Board, it would be inappropriate to continue to provide support in these circumstances.  The 2012 Task Order modification was therefore made subject to a positive change being made in the Chairmanship of the ERO.  
Once a revised Board was put in place in Spring 2012, it was possible to work collaboratively with ERO to highlight the changes made the previous year and to advocate modification – in many cases simply to revert to the earlier regulations.
The Project prepared and issued a major Legal Issues Report to ERO in August 2012.  The report had evaluated all regulations modified in summer 2011, and had examined a number of Decisions as published on the ERO website.  (
Legal Review - Headline findings
Over 10 rules reviewed in which 69 separate risk issues identified
Of these 14 of serious concern and 22 of moderate concern
33 issues of low materiality, but noted for completeness
Six generic but serious issues identified in relation to ERO’s treatment of Board Decisions
Themes identified:
Lack of clarity (35)
Lack of transparency (10 issues)
ERO Non-compliance / non-implementation (18)
Poor regulatory policy (6)
Poor regulatory practice (4)
Undue discrimination (1)
)A full presentation of the report to the ERO Board was made on 31st January 2013.  


[bookmark: _Toc365558344]Support to Strengthen the Regulatory Organisation
In dealing with the weaknesses in the ERO organization, the Project identified two key causes:  
1. Lack of required level of communication between the Board members and between the Board and staff/departments.
2. Underspending by ERO against certain internal line items in its approved budget, leading to repeated budget cuts. 
The Project worked with USAID and the new Board commissioners to try to overcome a problem with the 2012 budget, and to set the scene for ERO to lobby for adequate funds for 2013.  As a starting point, the Project organized a 2-day workshop on 12th-13th June 2012 away from the ERO office in the nearby town of Durrës, Albania.  The objective of the workshop was to review the existing (constrained) draft work program of the ERO; to modify it to include all necessary tasks and develop justifications and costings that could then be  (
Figure 
2
 ERO Workshop 2013 work programme & Budget, Durres, Albania 12-13 June 2012
)[image: Turkey i 3_12_12]used by ERO in its submissions to the Ministry of Finance.  Since establishment in 2005, this was the first event ever held by ERO at which every single member of staff was present and involved.  Project consultants took the opportunity to do a blind poll of staff members to find out what they wished to change about their organization and their own role within it.  Staff participated eagerly and the results were presented at the workshop.  There was some resistance from the “old guard” on the Board to some of the messages, but they were made and recorded.  The Project consultants wrote up a brief summary of the workshop and the results, and included several wider recommendations for organizational change.  This was submitted to ERO Board and Staff on 2nd July 2012.
This was completed, the work programme finalized and a budget prepared.  The 2012 budget issue was resolved satisfactorily enabling some additional expenditures to be made and relieving the pressure on staff salaries.  ERO submitted their final budget proposal to the Ministry of Finance on 28th September 2012 for EUR 767,656 in line with the work programme agreed in Durrës at the workshop, a substantial increase on previous budgets.  

[bookmark: _Toc365558345]Support on Licensing and Compliance
[bookmark: _Toc365467232][bookmark: _Toc365467390][bookmark: _Toc365558346]Licensing
[bookmark: _Toc365467233][bookmark: _Toc365467391][bookmark: _Toc365558347]At a meeting on 9th August 2012, the Project was asked to have discussions with ERO about actions that had been identified for the regulator by other consultants.  This was done on 14th August and ERO confirmed that the timetable for licensing for KEDS was as set out in their regulations.  ERO confirmed that their doors were open to KEK whenever the licensee wished to open discussions for licence transfer.
[bookmark: _Toc365467234][bookmark: _Toc365467392][bookmark: _Toc365558348]Compliance
[bookmark: _Toc365467235][bookmark: _Toc365467393][bookmark: _Toc365558349]Under the previous chairmanship, ERO had ceased to undertake compliance monitoring or enforcement activities despite evidence of a number of material breaches, for example failure to unbundle (KEK) and failure to produce regulatory accounts (KEK).  This concern was discussed between the Project consultants and one of the new Board Commissioners, Merita Kostari at the Durrës Workshop in June 2012.  Ms Kostari considered that prior to implementation of a concerted monitoring and enforcement effort, staff needed to become engaged in the subject and realize for themselves how little they were actually doing.  Once that stage had been reached, ERO could develop a plan for implementation of monitoring and enforcement activities across all departments.  It was agreed that the Project would seek USAID approval to provide support, which was obtained. Accordingly and a program of activities was developed, commencing with a workshop on 27th November 2012 led by Dr Brian Wharmby.  The workshop was immediately followed by a Study Tour of regional regulatory bodies to examine their policies and practices in monitoring and enforcement.  The first regulator visited was EMRA in Turkey, then ERE in Albania, ERA in Montenegro and finally EH in Hungary. The tour was completed on 19th January 2013.  Staff who attended were drawn from all departments of ERO and at least one Board Member went to each regulator. The main focus ERO staff of applying the knowledge acquired from these study tours was on appropriate structuring and required adjustments of the ERO’s current monitoring programme. 
[bookmark: _Toc365558350]Support on Preparation for Consultations
[bookmark: _Toc365467237][bookmark: _Toc365467395][bookmark: _Toc365558351]It was envisaged that ERO might undertake a number of broader policy consultations in the period up to end of 2014.  The Project had proposed that it support ERO in preparation for the consultations in terms of identifying its objectives and considering how best the consultations might be conducted.  The consultation subjects were:
· [bookmark: _Toc365467238][bookmark: _Toc365467396][bookmark: _Toc365558352]Public consultation on competition (a statutory requirement); this was discussed with ERO in June 2012 and this activity was included in the 2013 work programme
· [bookmark: _Toc365467239][bookmark: _Toc365467397][bookmark: _Toc365558353]Consultations with the Energy Community Secretariat; the ERO has been repeatedly provided advice by Project consultants that they should invite ECS to Prishtina to discuss a number of issues, of which two are of major importance:  the need for a budget unconstrained by Government interference; and a rational debate about Kosovo A decommissioning.
· [bookmark: _Toc365467240][bookmark: _Toc365467398][bookmark: _Toc365558354]Consultations with stakeholders regarding the next tranche of generation (after Kosovo e Re)

[bookmark: _Toc365467241][bookmark: _Toc365467399][bookmark: _Toc365558355]All three of these topics were discussed with members of the ERO board on several occasions during the Project.  Although ERO recognised the need for it to conduct some sort of exercise on competition (and had sought to put funding in its work programme) it largely resisted working actively on the task.  This appears to have been driven largely by two factors:  one (valid), which was the very high level of input required by the Board on other elements of their work during this period, particularly the multi year tariff process, and a second (rather less valid) view that the end 2014 ( full electricity market opening in accordance to the Treaty obligations)  is a long way off, and that this activity could be deferred.
[bookmark: _Toc365467242][bookmark: _Toc365467400][bookmark: _Toc365558356]In terms of the generation adequacy issue, ERO appeared to find itself “between a rock and a hard place”.  While it had seen the impending crisis looming, it deferred to a Government which was ostensibly driving the generation transaction on the one hand, and it was also conscious that the World Bank did not wish to see any generation initiative outside the context of the World Bank sponsored transaction.  ERO has to date decided not to raise this issue unilaterally.
[bookmark: _Toc365467243][bookmark: _Toc365467401][bookmark: _Toc365558357]The Project continued to urge the Board to open dialogue with the EC Secretariat, particularly with a view to gaining support for its funding problems (as the Third Package is largely predicated on strengthening independent regulation).  ERO has not, as far as the Project is aware, pursued this option.

[bookmark: _Toc365558358]High Level Cost of Service Study and Tariff Design
During the months of July and August 2013, the Project was requested by ERO to carry out a “High Level Cost of Service Study” and also prepare a separate paper on “Options for retail tariff restructuring”. The work included extensive interaction with ERO tariff department and therefore visits of Project experts were organized for initial round-table discussions followed by number of video-teleconferences organized prior to finalization of draft papers. The final drafts were submitted to ERO Board and USAID at the end of August 2013. These deliverables will allow ERO Board to consider appropriate options for retail tariff redesign for Kosovo costumers with an objective to bring more simplicity and transparency in tariff settings. The documents include required analyses of the current situation in regard to load profiles of Kosovo electric energy system and specific recommendations for the necessary improvements.

[bookmark: _Toc365558359]Workshops and Capacity Building
 (
Key Statistics
Number of
 training events delivered – 17
T
otal number of staff-training days - 130
Of which, for women - 49
Of which, for men - 81
)	The Project conducted number of workshops for ERO since Project inception in 2009.  These covered the topics of privatization, regulatory pricing, work program, compliance monitoring and enforcement and media management and media interface. In addition, Project assistance focused heavily on know-how transfer and on-the-job coaching.  This was particularly intensive in the area of regulatory price control.  In addition to these, the Project gave several additional presentations in a less formal setting as part of know-how transfer, and in support of ERO decision making, which are not included in the boxed statistics shown here. Throughout the Project this training and support was provided in a collegiate manner in both the ERO and Project offices in order to encourage full participation.
[image: C:\Users\Faruk\Downloads\USAID logo3.JPG]
Figure 3 ERO Study Tour Montenegro, January 2013

[bookmark: _Toc365558360]SUPPORT TO KOSTT

[bookmark: _Toc365558361]Support on Market Development
The original USAID scope of work envisaged that the Project would support KOSTT in implementing any changes necessary to the existing Market Rules.  However, those Rules supported the then existing sector structure of two state owned companies, with a limited number of very small generators which sold their output directly to the Public Supplier. In October 2009 there was no agreement on a new structure capable of supporting two private sector operators in both generation and in distribution and supply.  Although the workplan had already been developed, over the first six months of the Project a number of tasks were therefore undertaken at the express request of USAID as the needs of the transactions became clearer:  
· Work to develop a market design
· Work to support KOSTT to develop revised market rules
· Work to harmonise primary legislation with market design

Work to develop a market design
The Project commenced in an environment where there was legislative uncertainty about who was responsible for designing a market structure and where there was a generation transaction already underway and a distribution-supply transaction imminent.   Agreement on a market design that would (a) support the two transactions and (b) place a reasonable and “system normal” balance of risk on each was therefore urgently needed.  At this time, the Ministry of Energy and Mining had tasked a team of its international consultants to draw up proposals, and two meetings had been held with stakeholders to discuss initial thoughts, leading to the circulation of a proposal for a single buyer market structure on behalf of MEM in early 2010.  This proposal caused concern amongst certain stakeholders because although simple, it was inappropriate for Europe because it would be incompatible with EC energy law and so would potentially block Kosovo’s future entry into the EU.
 (
Unique intervention
Without the Project
’s intervention and leadership the market design concept would have been much longer in the development and would probably not have had such a wide buy-in
Relations at the start of th
e process were adversarial; the Project
 kept the different factions at the table and achieved an ultimate consensus
Failure to agree a market design would have led to the failure of the two transactions
)The Project was asked by USAID to attend the next meeting out of a concern that the meeting might produce a result that would not be acceptable for the two transactions.  It was agreed that the Project would do so in ostensible support both of ERO (who must approve it) and KOSTT (who must implement it).  Project consultants were therefore present at the third meeting called by MEM on 12th February 2010 to discuss its proposed model.  As the meeting was conducted in English, Project consultants spoke on behalf of both beneficiaries to express strong reservations about the proposal and to make clear, on behalf of ERO, that no regulatory approval would be given for such structure.  MEM’s consultants argued that EC law was irrelevant because it was clearly obvious that you could not achieve full retail competition until you had complete security of supply.  The Project consultants concluded the meeting by stating that Kosovo’s legal obligations could not be set aside by consultants on a presumption that something couldn’t be achieved:  the fundamental question to be answered being: “can we achieve the immediate security of electricity supply requirement for Kosovo while ensuring that all of Kosovo’s current Energy Community Treaty obligations are met in full?” which includes the commitment to full retail competition. The Project also passed on the view of the beneficiaries that it was inappropriate for a market design to be developed with so little input from the market operator and from the regulator.  MEM accepted that it might be better if the market operator assumed responsibility, and the meeting concluded.  
Immediately following this meeting, the Project convened a meeting of ERO, KOSTT and their EC funded advisors to agree what should be done, and how.  These individuals had sufficient experience and knowledge of both international market structures and the Kosovo system to provide a rounded set of options for a market design from which Government could select its preferred choice.  Key questions the design had to address satisfactorily were summarized as:
· A generator wants to know exactly how and when he’ll get paid for electricity
· A supplier wants to know how he will cover his demand
· GoK needed to know how their compliance with Treaty obligations would be affected.
 (
The Project representative
 speaking to the Stakeholders (GOK, USAID, WB, EC, ECLO, DG Energy) on 8
th
 July 2010:
“The group considered a range of options - from the most simple long term power purchase agreement between KRPP and KEDS, to a full-blown capacity market.
It is apparent to us that one extreme of the range of options is low risk for an investor, and low cost to the customer.  The other end is full ECT compliance with all the risk of competition and the costs that that implies. 
The group is absolutely agreed on one point:  the ultimate cost is one we should not ask Kosovo to pay:  the cost of losing this investment opportunity, represented by our four potential bidders waiting in the wings.  If we lose this opportunity for Kosovo, it may be several years before the country can regain credibility as an investment location …
Some options were discounted by the group because they were unnecessarily restrictive to the development of a more liberalised electricity market - we were sure we could do better in moving towards the compliance side of the spectrum
Other options were discounted because of their complexity and because the models themselves were relatively untried and untested for an environment such as Kosovo - the models are too advanced, too early.
Critically, the group acknowledges that the answer to that earlier question - can we have Security of Supply and full ECT compliance - is “yes, but not immediately”
)The Project successfully secured the commitment from these individuals concerned to work collaboratively, despite reticence on behalf of some stakeholders that US assistance might not fully reflect Kosovo’s EC commitments and obligations.  It was particularly encouraging that although the ERO representative would not attend all the meetings, ERO gave their consent for one of their EC consultants to work with the group. The EC also accepted this new focus, which was helpful as not only did this divert their consultant from other support effort for their beneficiary, but it was not part of their official EC terms of reference.  
It was also recognized that KOSTT had no mandate to do work on the market design and, to cover everybody’s concerns about working without approval, it was agreed that the group would be an “informal technical group.”  The stress on technical was deliberate, as there was a tendency within the international community to forget that the electricity market is based on a physical system, with actual constraints, which had resulted in KOSTT’s existence and statutory responsibilities being consistently ignored.  All models can allow the system to be balanced, but some models are more, some less efficient, and inefficiency costs money.
	The informal group met five times over the next two months and developed a final “Options Paper” for presentation to stakeholders (ERO, LPTAP, KEDS-PIU, IFC, MEM, MEF) by KOSTT on 26th April 2010.  The meeting narrowed down the options to two.  On 26th May 2010 MEM hosted a meeting at which it was agreed that the Project consultant would draft a letter which could be sent by the Minister to the members of the informal group (and others) formalizing their tasks and taking the design forward to implementation.  The working group would report officially with a full concept note on the final preferred option to MEM, which would forward the final design concept paper to Government for approval.
It was at this meeting that the local liaison office of the EC (ECLO) intervened to express concern that the options being considered were not fully in accordance with the acquis in terms of competition.  This intervention arose from concerns being expressed to the ECLO from ERO’s EC advisor on the working group.  These centred heavily around the (alleged) need to be fully third package compliant and the Transaction Advisors’ proposal for a long term PPA.  The Project had argued strongly throughout the market design process that (a) Kosovo was not obliged to comply with the third package, only the second and (b) that if the Transaction Advisors advised that the generation transaction was unachievable without a long term PPA, it was unthinkable to surrender security of supply in favour of compliance.  A meeting was convened between ECLO, MEF, World Bank, USAID (including Project consultants), Hunton & Williams and IFC on 29th June but it was not possible to break the deadlock. It appeared that Kosovo might face serious repercussions from the EC.   Despite this, the working group continued and on 6th July a design for the early stages of the market was agreed, with a second stage for the period after Kosovo B rehabilitation (full security of supply).  The concept paper was finalized by the generation transaction advisor for presentation on 7th July to the EC Secretariat, the World Bank, MEF, ERO and the KEDS-PIU.  At that meeting Cilla Bartok was present from DG Energy in Brussels but did not speak.  The following day, there was a full meeting of all stakeholders in the Government Building.   The Project consultants had been asked to speak to the meeting to update the stakeholders on the work on the market design.  At this meeting, the ECLO continued to voice opposition, but were finally taken aside by Ms Bartok and told they were wrong.  Ms Bartok then spoke to the full meeting on behalf of DG Energy and stressed that security of supply is the first priority for any state, and this is clearly the case in Kosovo.  This was a major breakthrough for the efforts to secure new generation capacity in Kosovo.
A meeting was set up for 14th July for MEM to present the concept paper formally to DG Energy in Brussels.  The Project attended this meeting at the request of USAID and the World Bank.  During it, the Generation Transaction Advisor took the DG Energy team through the timetable for the new build at which point it became evident that the earliest commissioning date of NKPP would be 2018.  Mr Barbaso of the EC then specifically asked for confirmation that this meant that Kosovo A could not be decommissioned in 2017. Ms Whitaker confirmed that this was the case.
Mr Barbaso made some closing remarks to the Kosovo Delegation.  Most critically he said: “Long term agreements are not considered best practice; however we recognise that certain circumstances require them and that this could be the case in Kosovo where there is no other solution for security of supply.”  His advice was that the primary laws should not legalise long-term agreements and urged caution in the drafting of legislative modifications so that Kosovo’s laws would not appear inconsistent with EC practice.  As a direct consequence, and following this guidance, the section 22(5) of Law on Electricity was removed.  The revised Law promulgated on 7th October 2010 is accordingly silent on the duration of energy sale and purchase agreements.  This statement resolved the one issue that had held up the generation transaction for over six months.  

Detailed Market Design
From this point on, KOSTT was given the task of developing the detailed market design.  The Project was present at all working group meetings and contributed to the development of the detailed design, which was finally submitted to ERO by KOSTT in May 2011.
The revised market design, as submitted in 2012 to ERO for approval allows for non-discriminatory access to the electricity market in Kosovo by any operator licensed by ERO, or exempt from the requirement for a licence.  It recognises the central role played by KOSTT and follows the provisions of the laws and the KOSTT market operator and system operator licences.  It does not – deliberately – deal with any single operator by name.  Indeed, to do so would be discriminatory.  Instead parties are placed on an equal footing, with parallel rights to influence the future development of the design, and to monitor and question the operation of the market.  A key element of the revised design and rules is the need to ensure discipline, that is the orderly, safe and secure operation of the system:  commercial operators should not ignore the rules to their own benefit, imposing cost or risk on other commercial parties, KOSTT or consumers.  The rules are therefore ENTSO-E compliant, and the market disciplines mandated by the rules are intended to secure Kosovo’s compliance with ENTSO-E rules.  Although the Rules do not currently provide for financial penalties for failure to comply with instructions, the rules allow for such provision to be introduced in future.

Work to support KOSTT to develop revised market rules
KOSTT then proceeded to develop the Market Rules.  The Project developed certain elements of the Market Rules in collaboration with the Market Operator and their EC advisors.  Following completion of the Rules in late 2012, an explanatory guide was developed.  The final element of work on this sub-task is the development of some of the detailed procedures which will be subsidiary to the Rules.  This work was completed in February 2013.
Subsequently, ERO made further comments on the Market Rules and so more changes and clarifications were made in August 2013. In addition, KOSTT requested that detailed procedures be developed (as required in the Market Rules) including related to meter reading, validation and estimation; these were completed in August 2013.


Work to harmonise primary legislation with market design
In October 2009, the MEM had prepared a suite of proposed modifications to the three energy laws:  the Law on Energy, the Law on Electricity and the Law on the Energy Regulator.  The drafts were intended to transpose applicable EC legislative changes into Kosovo law.  Produced by committee, the drafts were poor, but more significantly they included EC legal provisions that were way beyond those actually applicable to Kosovo.  They also did not fully address the single most critical “red flag” in the laws:  the limitation on the duration of a Power Purchase Agreement at 5 years:  this was left to ERO’s discretion, which did nothing to address valid investor concern.   As described above, the October 2010 Law on Electricity was silent on the duration of valid agreements, following guidance from the EU’s DG Energy.
At the specific request of USAID, the Project was asked to work with the USAID lawyer advising the Assembly of Kosovo to ensure that the legislative modifications – which by summer 2010 were being read in Parliament – were consistent with the EC Second Package and the Market Design.
The Project and the USAID Mission Director briefed the Minister of Energy and Mining on the work being done by USAID and by the Technical Working Group and requested a formal request from the Minister to the Energy Community Secretariat for a Project consultant to travel to Vienna to go through the three draft laws with the Energy Community Secretariat and agree the final drafts.  This was done, and the drafts were completed, submitted to Parliament and finally adopted by 7th October 2010.  

[bookmark: _Toc365558362]Support on Transmission Operations
Independent Review of 110kV – is an upstream boundary shift appropriate?
Shortly after the commencement of the Project, in October 2009, USAID requested support from the Project in providing an independent view on the question of whether the current split of power system assets between KEK and KOSTT (established in 2005) was appropriate; or whether the proposal from another consultancy Project to lift the boundary upstream had merit.  The Project agreed to give a view, but advised that this would be a technical and operational view, not one regarding asset valuation, which others were better placed to consider.  
	In early December 2009, the Project met with USAID to agree the approach to this issue.  The Project consultants discussed the issue at bilateral meetings with KEK and KOSTT in December 2009. At those meetings, the Project invited both companies to give it their views on factors they considered important in considering the boundary of 110kV ownership. The Project consultants asked them to provide written submissions setting out their views; these were provided in February and were used as the basis of the review.
There is no single, universal definition of the boundary between transmission and distribution networks. Where transmission and distribution functions have been unbundled elsewhere in the world, the interface between the two has usually been selected on the basis of a range of factors, including technical, operational and security issues. The Project’s approach was to consider these factors in the context of the existing Kosovo system.
A principal factor in recommending an appropriate allocation of 110kV assets is an assessment of the technical role that those assets perform in the Kosovo electricity network.  The Project also considered the extent to which the arrangements, which presently assume 110kV assets belong to KOSTT, are consistent with the legal and regulatory framework. 
In its submission, KOSTT proposed that the present arrangements should continue, with ownership of 110kV lines remaining with KOSTT and the ownership boundary being retained at the High Voltage terminals of step-down transformers.  In support of this view, KOSTT argued that:

1. Under the present legal and institutional framework in Kosovo, KOSTT was created as a company with responsibilities as a transmission system operator and a market operator

2. Loadings at individual substations on the 110kV system are a significant proportion of the overall electricity demand in Kosovo and the topology of the 110kV network is a “ring” configuration, rather than a radial system, supporting its contention that it performs a transmission rather than a distribution function

3. Donor-funded assets presently owned by KOSTT might need to be excluded from privatization of KEK if a transfer of assets were to take place

4. The present boundary between transmission and distribution in Kosovo is consistent with boundaries adopted between these functions in neighbouring countries

5. Revision of the transmission to distribution boundary might be considered in the long-term future when further 400kV circuits are in service and the configuration of the 110kV network could become radial

6. KOSTT’s proposed membership of the international transmission operators body, ENTSO-E, would be postponed and might be jeopardised if 110kV assets were transferred to KEK

7. The 110kV assets that would be transferred under the KEK proposal represent a significant proportion of KOSTT’s asset base and transfer to KEK could prejudice KOSTT’s commercial viability

8. There would be wide-ranging legal and commercial implications resulting from a transfer of assets to KEK

The Project considered these points to be valid and technically reasonable.
In its submission, KEK proposed that the ownership of most 110kV substations and lines (over 40 lines and 24 substations) should be transferred from KOSTT to KEK. It also proposes that the ownership boundary between KEK and KOSTT should be at the lower voltage terminals of 400/110kV or 220/110kV transformers.  KEK further proposed that three 110kV lines should remain in KOSTT ownership. These lines cross international borders between Kosovo and Serbia or Macedonia. It also proposes that five substations should be owned by power plants or directly-connected customers.  KEK’s principal arguments could be summarised as follows:

1. There would be no difference in the price of electricity if an asset transfer took place because both KEK and KOSTT network charges are subject to price controls imposed by ERO

2. Employees, vehicles and equipment would need to be transferred from KOSTT to KEK to enable operation and maintenance of the 110kV assets

3. The costs of expanding the 110kV network would be transferred from the Kosovo Consolidated Budget (KCB) to the new private owner of the new Kosovo distribution company

4. Transfer of assets would enable KEK to improve its ability to control load and improve reliability

5. Expansion of the 110kV network would be easier and quicker because it would be done by KEK alone rather than joint KEK/KOSTT Projects

The first and second points listed above were not particularly controversial; ownership of 110kV assets should not affect customer prices materially, and it seemed logical that a transfer of network ownership would be accompanied by transfer of human and material resources from KOSTT to enable KEK to manage its new assets. However, given that KEK envisaged a need for KOSTT to retain a small number of 110kV assets, it was likely that some duplication of expertise and systems to operate and maintain 110kV networks would result, and this would have caused inefficiency and possibly higher costs and prices. 
The Project also noted that KEK’s submission was silent on potential implications for the control facilities for the 110kV system. These were at that point owned and operated by KOSTT from a control centre in its headquarters building. It would of course have been feasible to relocate the facilities to KEK (at significant cost), but the Project was concerned that KOSTT would still have a requirement for control and operation of its remaining 110kV assets along with its 220 and 400kV assets. Split control of parts of the 110kV network would involve considerable operational interface arrangements between the two companies.
	KEK’s third point concerned the transfer of funding of 110kV assets from the public to the private purse. This might have appeared attractive in principle by reducing public funding requirements but it would have changed the underlying basis of the sales transactions then in progress in Kosovo. Given that the Kosovo 110kV system is principally a transmission network, transferring it to KEK would not only have reduced KOSTT’s role to that of market operator with a marginal transmission operator role, it would also effectively resulted in the privatisation of the transmission function under KEK ownership. In many countries, companies acting as monopoly transmission operators are often retained in public ownership for strategic or political reasons. If privatisation of transmission in Kosovo had been intended when the sales transactions were set up, then the sales package should have shown evidence of Parliament’s having this objective in mind:  clearly that was not the case.
KEK’s remaining points related to technical aspects of system development and operation. The fourth point asserted that KEK would be better able than KOSTT to ensure and improve reliability of supplies to customers if it owned 110kV assets.  The Project considered that if there were issues regarding supply reliability from the 110kV network, these should more properly be addressed through existing licensing and regulatory provisions that apply to KOSTT. It is not clear that change of ownership would of itself have improved matters. Allegations of poor or deteriorating reliability should have been taken up with ERO. Documents relevant to any such consideration could have included planning and operational standards as well as the Grid Code.   No such reference to the Regulator had been made by KEK.
The fifth point related to efficiency of procurement and Project management, where KEK claimed that it would be more efficient to develop the 110kV network through single-owner Projects rather than joint KEK/KOSTT Projects. This type of issue often arises when electricity sectors are unbundled. While it is possible to claim as KEK did that single ownership of development Projects can bring benefits, experience also shows that disaggregation of responsibilities results in better transparency, with companies better able to manage Projects in areas where they have full authority and competence. Of course the involvement of two parties means that proper interface arrangements are needed between the organisations. These interface provisions are at the present date relatively unfamiliar to KEK and KOSTT because of the short period since the separate companies were formed, but the Project was confident that they would able to develop and implement them successfully as has happened elsewhere.  The successful privatization of distribution should accelerate and improve commercial interface contracting, giving greater accountability and responsiveness at the boundary, and better system discipline by each respective licensee.
The Project examined KEK’s reasons for proposing a change of ownership of 110kV assets. These were unconvincing overall and the Project found no compelling arguments indicating that a change of ownership resulting from an upstream shift in boundary of the assets would lead to a better outcome for electricity customers in Kosovo. The Project submitted a final report to USAID on 12th March 2010 with this recommendation.

Independent Review of 110kV assets – is a downstream boundary shift appropriate?
With the commencement of the KEDS transaction, KEK and their advisors renewed their arguments for an upstream boundary shift.  As a result, IFC commissioned Mott McDonald (MM) to carry out a further review of 110kV asset allocation on behalf of IFC, and they reported back in October 2010. This report also concluded that KEK’s reasons for change were unconvincing and should be rejected, with 110kV assets remaining in KOSTT ownership. However, the report went on to recommend that the commercial boundary should change so that all the 400/220/110kV step down transformers would be transferred from KEK to KOSTT (that is, a downstream shift in boundary). The ownership boundary would become the step-down transformer’s low voltage circuit breaker and the low voltage busbar selector isolators, at the connection on the low voltage circuit breaker rather than on the high voltage side of the transformer as at present.
The Project was asked to consider the issues raised in the MM report and in particular whether the MM proposals for a change of ownership boundary were appropriate in the context of the proposed sale of KEDS. In doing so, the Project confined its considerations to issues raised by the new proposals in the MM report rather than repeating other aspects of the Project’s March 2010 review.
The arguments in the MM report had technical merit in that single-party ownership of important assets is likely to lead to more consistency of approach with respect to control and maintenance of those assets. This did not mean that the present ownership boundary was impractical or dangerous if proper interface agreements were in place, but the changes implied by the MM proposals would, in the Project’s view, further improve identification of liability in case of potential future disputes.
As to who should own the assets associated with the step down transformers, the MM report recommended KOSTT, on the grounds that KOSTT has the main skills of operating and maintaining high voltage equipment. 
In providing its independent view to USAID, the Project recognised the technical shortcomings identified in the MM report and agreed that a preferable technical solution would result by adopting the proposals for a downstream change detailed in the report.  The Project supported the view of MM that common ownership of the assets controlling and protecting the step down transformers, on both high voltage and low voltage sides, would give more assurance that the assets will be operated and maintained in a manner likely to ensure the stability and security of the system both now and in the future.
However, although the changes proposed in the MM report represented an improved technical outcome, the changes were not, in the Project’s view, essential.  The Project consultants stated that the then present boundary arrangements could be retained; any decision about the desirability of change at this stage should take account of the implications of the proposed change on the sale transaction. It was also important to make a definitive decision about the ownership boundary quickly to avoid jeopardising the timetable of the sale transaction.
	Having given consideration to the different arguments, Government approved the downstream shift in boundary in 2011.  KEK, and their advisors, continued their objections throughout and in March 2012 the Project was again requested by USAID to give a view.  As the previous reports were exhaustive, the key points were refreshed with USAID.

[bookmark: _Toc365558363]Workshops and Capacity Building
 (
Key Statistics
Number of
 training events delivered – 4
T
otal number of market attendees - 145
Of which, women - 46
Of which, men - 99
)Most of its inputs to the work of KOSTT were done in a collegiate manner, to facilitate know-how transfer from Project experts to KOSTT technical experts.  At the culmination of the development of both the detailed market design and the subsequent full market rules, the Project consultants prepared a number of presentations to give on specific subjects to all market participants at four workshops led by KOSTT in its role of Market Operator.  
These presentations were on various technical aspects of the market operation, including the balancing mechanism, imbalance pricing and customer switching.

[bookmark: _Toc365558364]SUPPORT TO THE MINISTRY OF ECONOMIC DEVELOPMENT (MED)
At the inception of delivery of services in 2009, the Ministry of Economy and Finance had initial responsibility for oversight of the privatization of KEK’s distribution and supply business (also known as the ‘KEDS Privatization’). The Ministry of Mines and Energy was a separate institution responsible for developing and carrying out Kosovo’s energy strategy, including having overall responsibility for delivery of the NKPP generation transaction.
In Spring 2011, the Ministry of Economy and Finance was restructured via the creation of two separate ministries: the Ministry of Finance (MOF) and the Ministry of Economic Development (MED).  Further, the Ministry of Mines and Energy was abolished as a ministry level institution. The responsibilities of the Ministry of Finance for the privatization of KEK’s distribution and supply business were given to the Ministry of Economic Development.
The government of the Kosovo nominated a Privatization Committee (PC) to oversee the KEDS Privatization. This PC consisted of 5 Ministers from Ministries deemed relevant to the transaction (the Ministry of Economic Development, the Ministry of Finance, the Ministry of Trade & Industry, the Ministry of Labor and the Ministry of Environment & Spatial Planning). 
In addition to the PC, the Government appointed a Project Implementation Unit (KEDS-PIU) which had the obligation of carrying out the day-to-day actions necessary to effect a successful privatization.  The Project consultants were embedded within the KEDS-PIU and worked daily with staff appointed to the KEDS-PIU. Such staff included the Project Director, a Technical Director, a Financial Director and a Public Relations Director. The KEDS-PIU was actively involved in all issues of relevance to the privatization of KEK’s supply and distribution business.
The government of the Republic of Kosovo hired a Transaction Advisor – the International Finance Corporation – to manage the transaction process. The IFC reported to the Minister of Economic Development.  The Project had responsibility for providing independent advice to the Ministry of Economic Development while also having day-to-day responsibility for working with the KEDS-PIU to deliver the KEDS Privatization.
In addition to the above, other participants in the privatization process were KOSTT (as Transmission System Operator and Market Operator), KEK (the state-utility), and the Energy Regulatory Office (ERO). The involvement of these parties in the KEDS privatization was formally approved by the PC via the formation of the Technical Working Group (TWG). The TWG comprised of a representative from each of the 5 ministries represented on the PC as well as representatives of KEK, KOSTT, the NKPP team, the KEDS-PIU, the IFC and the Project. The ERO was also asked to participate as an observer (instead of a full member) given the independence of the energy regulator.
The Project assisted the KEDS-PIU in its interaction with the TWG as well as various other energy sector constituents, including organized labor representing KEK workers impacted by the KEDS privatization and NGOs.
This Task Area had the following work streams:
· Independent advice to MED on the KEDS transaction
· Participate in the Market Model Working Group on behalf of MED
· Capacity building and support to the Project Implementation Unit
· Support in developing Kosovo B thermal power plant transaction and strategy
Details of the Project’s activities over the life of the Project are shown below.
[bookmark: _Toc365558365]Independent advice to the Government of Kosovo 
As an advisor to the Ministry of Economic Development, the Project had responsibility for assisting the MED on the KEDS privatization as well as providing advice on the interface between the KEDS Privatization and NKPP. This required that the Project provide: a) strategic advice and input in the structuring of the KEDS Privatization and in the development of the investment framework and electricity market design, and b) review of recommendations of the IFC in its role as Transaction Advisor. A number of these sub-tasks are discussed below.

Conduct transaction risk analysis
The Project provided significant commercial input into the structuring of the privatization of the Kosovo distribution network and supply (KEDS) functions, as well as across the entire Kosovo energy market via the Project’s development of a risk mitigation and associated financial model.
While a sufficient rebalancing of risk was secured (sufficient to secure the KEDS’ privatization), it remains to be seen whether the generation project agreements will be fully acceptable to KEDS.  Indications are that the potential generation investors are unwilling to negotiate the NKPP contract documents, which might suggest that they consider that to do so would result in accepting additional risk, watering down a currently favourable position.  This is not an unreasonable or unforeseeable negotiating position:  no operator wants to weaken his own commercial position if he can possibly avoid it.  Free commercial negotiations between two parties of equal commercial strength are likely to result in the most “right” balance of risk, which is why government or stakeholder influence or intervention in that process is undesirable.

Develop risk mitigation strategies and measures
The Project developed a preliminary risk matrix for the KEDS transaction and developed alternative risk mitigation strategies and measures for consideration in the KEDS transaction. The risk matrix was used as a reference throughout the development of the transaction structure to ensure the appropriate allocation of risk among the market participants.
The consultants’ work included developing alternatives to or augmentation of the World Bank Partial Risk Guarantee to mitigate against regulatory and government non-payment risks to KEDS at the retail level. The team prepared a draft final report on alternative guarantee options and delivered it to MEF and IFC for final review and acceptance. A discussion of the regulatory statement and World Bank Partial Risk Guarantee as it pertains to the KEDS transaction will be discussed below.

Review IFC due diligence reports
In an effort to facilitate completion of the due diligence process, the Project provided technical, financial, commercial and legal review of the work carried out by the IFC and its consultants, Mott MacDonald (technical advisor to the IFC) and Cameron McKenna (legal advisor to the IFC) on reports delivered by the IFC. These reports included the Due Diligence Report (including the Legal Due Diligence Report, the Technical Due Diligence report and the Tariff Methodology due diligence report), the Key Issues Report (which discussed key issues identified during the due diligence analysis of the KEDS privatization and identified key actions to be undertaken by the GOK to ensure a successful KEDS privatization), and a Strategic Options Review report (which reviewed strategic alternatives within the KEDS privatization).
The Project consultants worked closely with its IFC counterparts in the development of the IFC Key Issues Report by providing commercial input, technical back up and analytical support to the IFC team and its consultants via the KEDS-PIU. In addition, the Project provided detailed written comments to IFC and its consultants on the various due diligence reports (again by providing input to the KEDS-PIU). 

[bookmark: _GoBack]Business Model and Financial Model Overview
The IFC developed a business model for KEDS, which attempted to forecast the level of tariff increase as a result of different risk allocations and levels of investment in the distribution system network. In addition, the business model assumed certain costs from investment in the generation business to forecast total outturn tariffs over the forecast horizon. The estimate of forecast tariffs provided a view on how risks should be allocated (such as the risk of reducing commercial and technical losses) between the parties in order to mitigate future tariff increases.
In addition to the business model, the IFC developed a financial model that was integrated with the business model. The financial model provide a view on the value of the KEDS distribution and supply business given the ERO’s tariff methodology, the level of expected investment in the distribution system, and the allocation of risk to the potential investor (e.g., collections risk, commercial loss reduction risk, technical loss reduction risk, etc.).
Deloitte Consulting reviewed the IFC business and financial models for accuracy and provided input into the assumptions and model structure that were critical for driving the analysis. In addition, Deloitte Consulting worked with the transaction advisors to the Kosovo e Re project to ensure confidence in the assumptions that drove the tariff forecast. Deloitte assisted the IFC in its presentation to the MED of the findings of both the business model and the financial model.
Transaction structuring occurred prior to and after the development of the pre-qualification criteria as there were a number of issues identified in the Key Issues Report developed by the IFC that needed to be addressed. The development of solutions to these issues involved agreement among the various stakeholders identified previously. Deloitte Consulting actively worked with various GOK stakeholders to address issues contained in the Key Issues Report.

Assist GOK in developing commercial solutions on key transaction framework issues, including commercial debt collection, energy supply to northern communities, and employment of KEDS workers, to be approved by PC.

Specific key issues that were addressed and for which solutions were developed (which were later approved by the PC) include:

Past Due Customer Bills 
The IFC and the Deloitte Consulting advisors recommended through a series of presentations that past due receivables (customer bills) older than 90 days be retained by KEK and not transferred to the new KEDS owner.  In turn, KEDS would be named the collection agent and take responsibility for prosecution and collection of past due bills for a fee equal to a share of paid proceeds.  Rights of disconnection for past due bills would be transferred solely to KEDS and not be retained by KEK.  This recommendation was based on discussions with IFC and KEK regarding experiences and practices in other Western Balkan countries that were most successful.  
KEK, with the assistance of Tetra Tech, drafted the Collection Agreement outlining the responsibilities of KEK and KEDS and the timing of cash flow between the parties (as the Bad Debt is a KEK asset, it was felt that KEK would be best placed to draft the Collections Agreement). 
Deloitte attended all meetings of the Technical Working Group (TWG) where the recommendations and Collection Agreement were discussed and modified, before being presented and approved in full by the PC in December.  The Collection Agreement was included in the data room and made available to bidders.  The Collection Agreement was part of the suite of documents that form the RFP package against which investors submitted their bids to purchase KEDS.  The MED will further support the Collection Agreement by: (1) endorsing legislation to accelerate legal processing of KEK claims and (2) expediting collection efforts through local law enforcement authorities on court judgments in favor of KEK.

Shared Services 
Following privatization, both KEK and KEDS will require the services of several hundred employees who fulfil certain administrative and support functions, including accounting, information technology, human resources, facilities management and security.  KEK, with the assistance of their advisors Tetra Tech, drafted a Shared Services Agreement outlining the terms and conditions whereby these employees would provide services to both companies after transaction closing until a permanent arrangement can be implemented at KEK.  Such a structure is common in privatization transactions and includes extension provisions for certain core services that may be maintained beyond a transition period.  
Deloitte Consulting chaired several meetings of the Technical Working Group where the recommendations and Shared Services Agreement were discussed and modified, before being presented and approved in full by the PC in December.  The Shared Services Agreement was included in the data room and made available to pre-qualified bidders, who were allowed to provide comments.  This Agreement was a part of the suite of documents that formed the RFP package against which investors submitted bids to purchase KEDS.

Asset Transfer Plan 
KEK, with the assistance of Tetra Tech, prepared an Asset Transfer Agreement that details the schedules of assets, employees, licenses and contracts that transferred from KEK to KEDS as part of the KEDS transaction.  The Transfer Agreement recommends timing and sequencing for transfer to occur.  
The Asset Transfer Agreement was reviewed and debated by the Technical Working Group before being presented and approved in full by the PC in December.  The Transfer Agreement was included in the data room and made available to bidders, who were allowed to comment on the Transfer Agreement.  This Asset Transfer Agreement was a part of the suite of documents that form the RFP package for which investors submitted their bids to purchase KEDS.

Employment of KEDS workers 
KEDS-PIU met with trade unions and KEK worker representatives to hear their concerns and answer their questions regarding the privatization transaction.  Deloitte worked with IFC to evaluate best practices in nearby markets and in other Kosovo transactions regarding the transfer of employment obligations from POE’s to private owners.  KEK, with the assistance of Deloitte Consulting and the KEDS-PIU, prepared a summary of all current KEDS workers, including contract structure, tenure, salary range, and function within KEDS.  This formed the basis of a financial review on potential options for employee transfers.
IFC recommended to the PC that all worker contracts currently in place be transferred to KEDS and honoured by the winning bidder.  KEK employees have three different types of contracts, based on seniority and work responsibilities, which are governed by the Kosovo Labor Law for both private and state-owned enterprises and in line with deals previously struck (Airport, PTK).
The PC approved IFC’s recommendation to transfer all current employee contracts to KEDS and maintain employment at existing levels.  There are no contemplated reductions in work force as part of the privatization.
   
Minority Enclaves in Northern Kosovo 
The governments of Kosovo and Serbia did not reach a solution on energy issues in bilateral negotiations held prior to bid award.  Therefore, the government of Kosovo has approved a recommendation to transfer all assets in Northern Kosovo to the winning bidder.  [footnoteRef:6] [6:    In the meanwhile the high level agreement, auspiced by EU,  has been achieved between Kosovo and Serbia and will obviously need to be monitored for potential negative impact

] 

KEK proposed a solution whereby a privatized KEDS might launch a tender to select a regional service company in the northern region with responsibilities for meter reading, customer service, and collection in minority enclaves.  The KEDS owner will negotiate a fee for services to compensate the service company, who will operate as a KEDS subcontractor.  This structure will not require the issuance of an energy distribution license to the subcontractor.  
Deloitte and KEDS-PIU recommended to ERO that losses incurred by KEDS from energy supplied to the north be included in the allowed revenue calculation.  After considerable review, ERO agreed that any losses will not be incurred by a private KEDS and will be treated as generation costs, until a commercially reasonable collection system and method to monitor and review assets in the northern region can be put in place.  This solution will minimize risks to the private KEDS owner.

Key Environmental Issues 
During the transaction, several local NGOs raised concerns through written reports and media interviews that the KEDS transaction did not comply with Kosovo laws or strategies on energy sector development.  These reports contained unsupported charges that the KEDS privatization was against GoK and EU policies in several areas.  
Deloitte Consulting prepared a detailed report for USAID to address these charges.  Specifically, the Deloitte report concluded that the structuring and completion of the KEDS privatization was fully in compliance with:  (1) the acquis agreed with the EU as part of the Energy Treaty, (2) the Kosovo Energy Strategy: 2009-2018, particularly with the primary objectives regarding security of supply and lowest cost sources of electricity, and (3) the IFC technical report on environmental risks and remediation.  Further, the Deloitte report detailed why completion of the KEDS transaction achieved better compliance with these key Kosovo and EU strategy documents than can be achieved by retaining KEDS as a POE.  

	
Investor Outreach, Preparation of Marketing Materials, Preparation of Transaction Documentation 
In addition to working with the PIU, the IFC and other stakeholders to structure the transaction, Deloitte Consulting also assisted in developing all documentation necessary to launch the pre-qualification process and participated in a ‘road show’ with the Minister of Economic Development. Deloitte Consulting, the IFC and representatives of MED (including Minister Beqaj) met with a number of potential investors to generate interest in the KEDS privatization. Actions taken by Deloitte Consulting are discussed below:

Participate in investor road shows with Minister to maximize bidder interest
During the first quarter of 2011, Deloitte participated in investor road shows in London, Vienna and Istanbul.  In addition to increasing the interest of investors in the KEDS privatization, the road shows provided an excellent learning opportunity for Minister Beqaj and the MED participants regarding the issues that were viewed as important from an investor’s perspective.  The MED was able to consult with quality bidders for their advice on maximizing the likelihood of a successful bid process and establishing a smoothly functioning energy market after privatization. 

Support KEDS-PIU and IFC in attracting quality investors to the KEDS transaction during the pre-qualification period
While respecting the fact that the IFC was the transaction advisor of record with legal responsibilities for leading and managing the KEDS privatization, Deloitte Consulting endeavoured to assist IFC and MEF to broaden the base of potentially interested investors by suggesting investors which might be interested in the KEDS privatization. In addition, the Deloitte Energy Team participated in an all-day investor management plan and business case conference held on November 18, 2010.

Assist IFC and KEDS-PIU in preparation of pre-qualification documents, win approval from Privatization Committee to launch pre-qualification process
The IFC and their legal advisors Cameron McKenna developed an ‘Invitation to Prequalify’ which was provided to a number of potential investors which had indicated interest in the KEDS privatization based upon discussions with the IFC (in their role as Transaction Advisor).  The Invitation to Pre-qualify provided the technical, legal and financial criteria required by the MED of prospective investors. The minimum criteria required in the pre-qualification documentation ensured that only those investors (including consortia of investors) which met the pre-qualification criteria would be invited to provide a bid during the tendering process. The pre-qualification criteria are, therefore, critical for ensuring that only those companies that demonstrate sufficient technical and financial capacity to undertake the business of electricity distribution and supply are allowed to provide a bid during the ensuing tendering process. Deloitte Consulting worked with the MED and the IFC and other relevant stakeholders to ensure the prequalification requirements were sufficiently robust.
The Deloitte Energy Team provided capacity building sessions to the KEDS-PIU in advance of the IFC preparation of suggested pre-qualification criteria. The team has also worked with the IFC transaction advisory team to develop suggested transparent technical, financial, and corporate governance criteria for consideration by IFC and the Inter-Ministerial Privatization Committee. Prequalification applications were requested to be submitted on 18 March, 2011.
The pre-qualification process was completed during the first quarter of 2011, with the approval of the prequalification process by the Privatization Committee, the collection and review by KEDS-PIU of pre-qualification applications from bidders, and the unanimous approval by the PC to support the recommendations of KEDS-PIU and its advisory teams. The PC agreed to pre-qualify four bidders at a formal PC meeting on April 6, 2011.  The four bidding groups selected for pre-qualification were:  (1) Calik, (2) Limak Holding, (3) Elsewedy Electric, and (4) TAIB Bank/Yildizlar SSS Holding Consortium.

Assist GOK in preparation of draft purchase agreements including rules and procedures, draft information memorandum, share purchase agreement and other transaction-related documents

Deloitte Consulting participated in numerous working sessions with IFC, the KEDS-PIU, representatives of the MED, the Technical Working Group and representatives of KEK (and their advisors Tetra Tech) to agree on the terms and structure of the core documents necessary to address all aspects, requirements and risks associated with the KEDS privatization.  In addition, key marketing documentation (including the Information Memorandum) were prepared by the IFC and reviewed and commented upon by Deloitte Consulting.
Deloitte participated in numerous meetings of the Technical Working Group to ensure stakeholder consensus regarding the proposed transaction documents, which include a Purchase and Sale Agreement, Bulk Supply Agreement, Implementation Agreement and Import Agreement as well as the Transfer Agreements (i.e., the Transfer Agreement, the Collections Agreement and the Shared Services Agreement). Deloitte and IFC chaired the meetings and discussed the details of these documents at length with TWG members.  Additional discussions were held with KEK and ERO regarding details of the Bulk Supply Agreement, in order to address the concerns of all stakeholders.  
The TWG agreed with the structure and risk allocation under the transaction documents and recommended their approval to the PC. All of the draft purchase documents were subsequently unanimously approved by the PC.  These documents were then downloaded to the data room for bidder comment.  Following the receipt of bidder comment, the PC approved the final transaction documents.
Deloitte met several times with KEK, ERO, and other stakeholders regarding the Bulk Supply Agreement.  Certain key issues remained open on the BSA where a solution could not be reached, specifically regarding import responsibilities, need for a capacity charge paid by private KEDS, and overnight trading mechanisms.  Deloitte continued to work with Cameron McKenna, IFC and KEK to seek a compromise solution on these issues. 
In addition to the transaction documents, Deloitte Consulting participated in a series of meetings of the TWG to review the RFP bid procedures, including the Bidding Rules and Bid Protocol which were developed by the IFC legal advisors, Cameron McKenna.  The TWG approved draft RFP bid procedures and a draft Purchase Agreement that were subsequently approved by the PC.  These documents were then downloaded to the data room for bidder comments, in accordance with IFC recommendations.  

Assist GOK and winning bidder in application and negotiation of a Partial Risk Guarantee
A Partial Risk Guarantee (PRG) is a facility provided by the World Bank to protect investors against certain risks, primarily regulatory risk.  An electricity tariff methodology developed by an energy regulator is agreed between the investor and the host country government. To the extent that the regulator does not subsequently follow the agreed tariff methodology and the investor suffers financial loss as a result, the investor can claim under the PRG to the extent that the risk is covered under such PRG. The World Bank then seeks recourse against the host nation for any funds disbursed to the investor as a result of the PRG being called.
The concept of a PRG to support the KEDS privatization was discussed at various times with the MED. As a PRG was being contemplated for the Kosovo e Re transaction, discussions were held whether the PRG would be better placed within the KEDS transaction (to support the collections mechanism that supports upstream suppliers) or whether the PRG was better placed within the Kosovo e Re transaction.
Given the obligations that a PRG would impose upon the GOK, the MED sought to avoid having to offer a PRG as part of the government support for the KEDS transaction. As a PRG was a central document of the recently completed electricity distribution privatization in Albania, it was believed that investors would likely seek such a guarantee. Therefore, Deloitte Consulting worked to propose alternatives to a PRG that would be acceptable to investors.
Deloitte Consulting met with the Deputy Governor of the Central Bank to explore possible options to the World Bank Partial Risk Guarantee for the KEDS transaction that would not require a sovereign guarantee. In particular, Deloitte Consulting proposed the concept of proceeding with an escrow account in an international bank containing part of the proceeds from the planned KEDS share sale to serve as a backstop in an effort to mitigate regulatory risk associated with this transaction. It was envisioned that arbitration rules for such an approach would be identical to those of the World Bank PRG. This approach was discussed with the MED.
In parallel with these efforts, Deloitte Consulting and the IFC worked to convince the investors that a PRG would not be necessary for the KEDS transaction. The bidding documents were structured to not include any payment guarantee by the Republic of Kosovo. Ultimately, none of the bidders in the KEDS privatization requested a Partial Risk Guarantee.  

Assist during negotiations with winning bidder to finalize the share purchase agreement and other key closing documents
During the period leading up to the bid due date two of the bidders requested approval from the PC to form a consortium for purposes of the bid (this was viewed as a risk mitigation strategy where the bidders seek to share risk under the transaction documents). While it was viewed by MED, Deloitte Consulting and the IFC that allowing such combinations of pre-qualified bidders would reduce the level of completion, there was agreement that by not allowing the bidders to form consortia there was significant risk that bidders may not bid, leading to a failed bid. Therefore, the PC gave its approval for Calik to bid with Limak and TAIB to bid with Elsewedy Electric. The PC received two bids on May 21 from: (1) the Calik/Limak consortium, and (2) Elsewedy Electric. 
An Evaluation Committee (EC) was nominated by the PC to review the non-financial criteria of the bids to ensure compliance with the bid rules and bid protocols. Deloitte Consulting was in attendance during the Evaluation Committee bid review and subsequent deliberations in order to be able to report to the PC that the bid evaluation process was undertaken with transparency and in a manner consistent with the bidding rules.
On June 8, 2012, EC publicly opened the two financial bids from admissible bidders at a PC meeting.  Based on the bid criteria, the PC determined that the bid from the Calik/Limak consortium was the winning bid, with a bid price of Euro 26.3 million.  The selection of the Calik/Limak consortium as the preferred bidder was approved by the Kosovo government on June 11, 2012. 
Upon the acceptance of the Calik/Limak offer as the winning bid, the PC began discussions with the intent of finalizing the tender documentation.  The bid structure provided for a 90-day period to finalize all contracts related to the privatization. The Share Sale & Purchase Agreement (and connected agreements) had to be signed by October 18th 2012.
The finalization discussions primarily focused on the Share Sale & Purchase Agreement (and all Schedules), the Implementation Agreement (and all Schedules), as well as the development of a Disclosure Letter which serves to limit Government of Kosovo liabilities under the Warranties in the Share Sale & Purchase Agreement. No further discussion was held on the Bulk Supply Agreement or the Implementation Agreement. The Schedules to the Asset Transfer Agreement, Collections Agreement and Shared Services Agreement were updated. Deloitte was present in all meetings held between the MED, their Transaction Advisors (the IFC) and the Calik/Limak consortium.
During the finalization discussions, the Government of Kosovo requested that the Calik/Limak consortium provide a commitment (to be stated within the contract) of an investment commitment of up to € 300 million in Kosovo’s distribution network, such investment subject always to the approval of the ERO. While this condition was not part of their initial bid, the Calik/Limak consortium agreed to place this commitment within the contract, which was an important element for the GOK to accept the bid. Deloitte Consulting and the IFC did not believe that the contract amendment materially changed the risk profile of the bid, as the investment amount was at all times subject to the consent of the ERO and was consistent with the amounts indicated in KEK’s network investment plan and future investments which had been made available to all bidders in the bidding room. 
In addition to the investment commitment, KEK requested (via the GOK) a guarantee of payment for electricity taken by KEDS from KEK. Although KEK participated in all Technical Working Group discussions (the TWG had the mandate from the PC to review and approve all contracts from a technical and commercial perspective prior to these being provided to the PC for approval), KEK only requested this amendment to the contract documents after the date of bid submission. Calik/Limak agreed to provide a one-time corporate guarantee in the amount of €10 million (available for the period of 1 year starting from the Completion Date) to backstop the payment obligations of KEDS to KEK.
The final significant point of discussion regarded the status of the Power Purchase Agreements between KEDS and any future generation side transaction. The bid documents provided the GOK with a Condition Precedent that required KEDS to enter into a PPA with the Genco bidder (all Conditions Precedent must be met in order for the transaction to be final and the Share Sale & Purchase Agreement to be fully effective). As the timing of the Genco transaction has been delayed, it was not possible for KEDS to agree a PPA with the Genco bidder. Therefore, a structure regarding future PPAs was agreed with the Calik/Limak consortium that provides for Calik/Limak to enter into commercial negotiations with any subsequent Genco investor on a PPA of up to 20-years in term (subject to a cap of 1,300 MW). While there were other terms attached to this commitment, the MED, the IFC and Deloitte Consulting all reasonably believe that the outline for reaching agreement on a PPA between KEDS and the subsequent Genco bidder will provide the basis for PPA to be agreed in the future between the parties, subject to the willingness of investors in the Kosovo e Re generation transaction to enter into such negotiations. It is noted, however, that this assumptions relies upon the goodwill of investors in the Kosovo e Re transaction to enter into such negotiations.  Due to the significant delays in the Kosovo e Re transaction, which likely has limited investor’s willingness to undertake the substantial legal costs involved in negotiating a PPA with the off-taker, it remains to be seen whether investors in the Kosovo e Re transaction would be willing to enter into such negotiations.
In addition to the above points, there were a number of positions during document finalization that were requested by the Calik/Limak consortium. While some of these requests were accommodated, Deloitte Consulting and the IFC did not believe the sum total of changes to the documents compromised the integrity of the bidding documents upon which bidders did bid.
The GOK and the Calik/Limak consortium signed the Share Sale and Purchase Agreement on October 17th, 2012. Fulfilment of conditions precedent for the full effectiveness of the Share Sale and Purchase Agreement were met in early May, 2013.
 
Organize a post-privatization planning meeting
The Deloitte Consulting (and AEAI) contract was supposed to be concluded at the end of February, 2013 while the Conditions Precedent to the full effectiveness of the Sale & Purchase Agreement (SPA) was not required to be fulfilled until 6 May, 2013. The focus of Deloitte Consulting and the PIU during the period post-signing of the SPA was to ensure that Conditions Precedent are met in order to ensure the KEDS privatization completes as planned.
Post-privatization support has been discussed by Deloitte with the KEDS-PIU Project Director and with MED. Further, the IFC has approached the MED to offer neutral, post-privatization support to ensure the sustainability of the transaction. The IFC has asked Deloitte for its input.
In the last stage of the project in August 2013 the report “KEDS Post-Privatization Plan: Establishment of Monitoring Mechanisms to Support a Stable Post-Privatization Environment” was developed. 
This report examines the key issues relating to the Kosovo Electricity Distribution & Supply (KEDS) privatization transaction and focuses on post-privatization issues that might arise as a result of the transaction structure and associated contracts.
The report also examines the opportunity for intervention by key parties involved in the structuring of the KEDS privatization – such as the International Finance Corporation (IFC), the KEDS Project Implementation Unit (KEDS PIU), and the donor community – in order that the KEDS privatization is sustained which would result in a stable electricity sector sufficient to form the basis of a growing economy.


Develop a Strategic Communications Initiative
Effective communications around the KEDS transaction is critical to successful implementation of the privatization. Deloitte Consulting was tasked to develop a strategic communications initiative – specifically charged with developing a strategic communications framework and plan (roadmap) to support the transaction pre-, during, and post-privatization. 
Deloitte Consulting developed a strategic communications plan that was accepted by the MED. The Strategic Communications Plan that was developed by Deloitte Consulting assumed that an appropriate budget will be made available, and that full time professional expertise will be available for implementation.  KEDS PIU PR (Public Relations) staff was not capable of managing the initiative on their own, and no other long-term resources were available to oversee or support implementation. Ultimately, this budget was not made available.
Efforts were made to coordinate (sometimes integrate) KEDS PR functions and activities with those of GoK, MFE, KEDS PIU and KEK. Moreover, the KEDS transaction advisor engaged a PR firm/consultancy to support the KEDS transaction.  It was recommended that the MED develop a PR strategy and implement a communications strategy to explain the benefits of the KEDS privatization to Kosovo citizens.

[bookmark: _Toc221004618][bookmark: _Toc365558366]Subtask 3.2 – Participation in the Market Model Working Group (MMWG)
Participate formally in all MMWG sessions chaired by KOSTT
KOSTT was tasked with the responsibility of chairing a group of stakeholders within the energy sector in Kosovo for the development of an electricity market design consistent with EU electricity market requirements. In order to support the energy strategy as developed by MED and endorsed by the Assembly of Kosovo, it was necessary for the market design to also provide a commercial framework that would attract investment into the electricity sector via the KEDS privatization and via the successful conclusion of the Kosovo e Re transaction. Secondary legislation would then be developed to support the agreed market design.
A Market Model Working Group was formed, with representatives of all major stakeholders in the electricity sector in Kosovo. These included, KOSTT, KEK, MED, the ERO (and their advisors, including AEAI), the IFC, the Transaction Advisors to the Kosovo e Re transaction, the KEDS PIU and Deloitte Consulting. Donor organizations also attended from time to time as did representatives responsible for oversight of Kosovo’s obligations under the Energy Community Treaty.
While AEAI provided market design support to KOSTT under its primary contract, Deloitte Consulting participated in the Market Model Working Group to ensure the interests of the KEDS privatization were addressed. Deloitte Consulting attempted to balance the genuine commercial needs and requirements of both the Kosovo e Re and KEDS privatization transactions into the overall development of a new transitional market model and electricity sector framework for Kosovo. 
Deloitte Consulting was responsible for reviewing and commenting on all technical committee papers. Further, Deloitte Consulting wrote a series of technical working papers focused on the interaction between the Distribution System Operator, the Public Supply Licensee and market participants in generation and electricity trading and marketing.  In addition, Deloitte Consulting completed comprehensive reviews of position papers drafted by PwC (as Transaction Advisor to the Kosovo e Re transaction) including Ancillary Services and also Market Balancing Mechanisms.
Once the market design was established, Deloitte Consulting participated in a series of workshops that focused on structuring of codes and secondary legislation necessary to support the established market design. KOSTT had final responsibility for the development of such codes, energy market policies and legislation.


Tariff Due Diligence & Support for the IFC in development of a strong regulatory statement
Deloitte Consulting undertook a number of actions with regard to the regulatory structure of the KEDS transaction, particularly with regard to due diligence of the ERO tariff methodology as it applied to the Distribution System Operator licensee and the Public Supply licensee. Further, Deloitte evaluated the pass through conditions applicable to electricity generated by Regulated Generators, by the anticipated Kosovo e Re project and by imports to determine the impact of such tariff methodology on the viability of the distribution and supply businesses post-privatization. An evaluation of technical losses, commercial losses and unbilled energy was also considered as was the various ERO proposals for how the risk of mitigating these losses would be allocated.
Tariff design and methodology are critical to the determination of allowed revenues of licensees. Mott MacDonald, as technical advisor to the IFC, provided a detailed review of the ERO’s tariff design. This due diligence served as a key input into the financial model which informed the valuation of the-to-be privatized KEDS distribution and supply businesses. Deloitte Consulting conducted a significant amount of due diligence on the ERO tariff and on Mott MacDonald’s analysis and reviewed how the tariff design had been incorporated into the KEDS business model (excel based) and the KEDS valuation model (excel based) as developed by the IFC. Tariff affordability was a factor that was critically assessed during the development of the KEDS business model and the KEDS valuation.
Following the pre-qualification of bidders, the ERO released draft tariff rules that proposed a multi-year control period for tariff design. The ERO held discussions with bidders to get bidder input to the suggested tariff methodology. Deloitte Consulting, the KEDS-PIU, and the IFC participated in all of these meetings and offered considerable review and feedback to ERO.  As the ERO had not finalized the key financial variables in the tariff rules, bidder input was critical.  Specific to the privatization transaction, bidders need the key financial variables in order to properly value the KEDS assets and determine their potential cash flows from investing in the company.  Deloitte Consulting, the KEDS-PIU, and the IFC engaged in frequent dialogue with ERO on the financial variables. Ultimately, the tariff design and level of allowed revenues were determined by the ERO in its role as independent regulator.
During the course of the structuring of the KEDS privatization KEK submitted its tariff application for review by the ERO on an annual basis. Deloitte Consulting provided comments during the Public Comment period allowed by the ERO. Deloitte’s comments were focused on ensuring the reasonableness of ERO assumptions for those tariff elements (e.g., WACC, Capital Structure, Operating Costs, Efficiency Factor, etc.) which would impact licensee revenues in order to provide sufficient value to attract investor interest in the KEDS privatization.

Regulatory Statement
Allowed revenues for licensees regulated by the ERO are derived from the underlying tariff methodology of the ERO. Regulatory consistency in the application of established tariff methodology is viewed as important to investors, as deviations from established methodology will impact revenues (and cash flow) and can have a material detrimental impact on an investor’s return.
Consistent with the approach taken in the Albanian distribution privatization, a regulatory statement was initially thought to be a requirement of investors. The regulatory statement would form part of the contract between the investor and the GOK, and would form the basis of risk allocation upon which a World Bank PRG would be based.	
During extensive discussions with investors regarding the structure of the electricity tariff, Deloitte Consulting and the IFC were able to convince the pre-qualified bidders that a regulatory statement would not be necessary. This approach was in accordance with the MED’s desire to avoid GOK obligations under a PRG.
The final bid documents did not include a Regulatory Statement or PRG, as the IFC and Deloitte Consulting were able to convince the investors that the established tariff methodology was sufficiently defined to make the requirement of a Regulatory Statement unnecessary.

Provide assistance in structuring PPAs with POE KEK and potential Genco bidders

Deloitte Consulting and the KEDS PIU were responsible for all presentations to the TWG, for explaining the issues that arose, the potential outcomes and solutions for key issues, etc.  The PC members solicited input from the TWG during PC meetings to ensure that all members of the TWG had input to the recommendations of the TWG as they applied to decisions to be taken by the PC. The process of working through issues and developing consensus – while time-consuming – was instrumental in gaining broad-based stakeholder approval for the KEDS transaction structure and for gaining positive decisions at the PC that were necessary to deliver the privatization of KEDS. It is noted that decisions of the PC were unanimous, which reflected the strong behind the scenes work at the TWG that was necessary to reach consensus at the PC.
Topics of discussion within the TWG included: all transaction documents related to the KEDS transaction (i.e. the bidding documentation, including the Bidding Rules, Bidding Protocol documents, etc.; the transaction agreements, including, the Sale & Purchase Agreement, the Implementation Agreement, the Bulk Supply Agreement, the Import Supply Agreement, and the Transfer Agreements (the Shared Services Agreement, the Collections Agreement, and the Transfer Agreement); transaction documents relevant to both the KEDS privatization and the Kosovo e Re transaction (i.e. the Power Purchase Agreement between Kosovo C and KEDS, the Power Purchase Agreement between Kosovo B and KEDS, the Fuel Supply Agreements, the Heat Supply Agreement between Kosovo B and Thermokos, etc.); the market design documents provided by the Market Model Working Group (some of the participants in the TWG were not members of the MMWG); the issue of the transfer of the 110kV assets to KOSTT; technical and commercial losses as they related to the structuring of the transaction; issues related to the level of support (e.g., employment obligation) to be provided to current KEK workers who transfer to KEDS; and any other issue relevant to the transaction.

Provide support to the various Assembly committees and energy working groups
Q4, 2010 saw the successful passage through the Kosovo Assembly and the promulgation into law of (i) amendments to the three key energy laws (Law on Electricity, Law on Energy Regulator, Law on Energy) in order to bring them into line with EU Directives in accordance with the understanding reached with the EC Energy Directorate and also to improve the provisions of the laws in terms of potential investment barriers, and (ii) a new Law on Public Procurement which reflects and brings into Kosovo law the provisions of EU Utilities Directive 2004/17/EC and which provides a more flexible regime for procurement in public service sectors including electricity distribution. The legal working group consisting of representatives of AEAI, Deloitte Consulting and Tetra Tech provided guidance to government counterparts during the process of amending the primary energy legislation.
In achieving the results specified above, the project’s legal working group provided substantial advice and input to the relevant Assembly committees, i.e. the Trade & Industry Committee and its energy law subcommittee on the three new pieces of energy legislation and the Budget Committee and its working group on the Procurement Law. In addition, the project’s legal working group played a key role in resolving numerous issues raised by the ERO, the Ministry of Energy and Mines, and KEK.
The legal working group has also prepared a Table of Secondary Legislation in the form of regulations, rules, standards, codes, procedures etc. under the three newly amended energy laws to be drafted and brought into force within 9 months of the date of promulgation of the energy laws.  USAID consultants allocated responsibility between themselves for providing support and assistance to the various bodies which are required to produce the legislation (namely MEM, ERO, KOSTT and KEK as DSO) in order to achieve the outcome required to facilitate the KEDS transaction.    

[bookmark: _Toc221004619][bookmark: _Toc365558367]Subtask 3.4 – Capacity building and training for KEDS-PIU staff
Provide support to KEDS-PIU for all PC meetings
The PC was responsible for all decisions regarding the KEDS privatization. The PIU Project Director, the Transaction Advisor (the IFC), Deloitte Consulting, key stakeholders in the privatization process (including KEK and KOSTT) and key observers (including the ERO) attended all PC meetings. Deloitte Consulting provided support to both the KEDS-PIU and the PC members leading up to, and during meetings.
Prior to PC meetings, Deloitte Consulting assisted in preparing for the meetings by assisting the PIU Project Director in developing the agenda and the list of decisions to be made by the PC. The list of key issues to discuss at the PC and the decisions to be made derived from the work plan which Deloitte Consulting assisted the KEDS PIU in managing.
Deloitte Consulting actively participated in the PC meetings and was asked on numerous occasions to provide recommendations on key issues and to opine on the position taken by the Transaction Advisor (the IFC) on key issues and the recommendations of the IFC. The assistance of Deloitte Consulting provided additional comfort to the PC that sufficient due diligence had been undertaken on all key issues and that the recommendations were based in fact.

Support for the Privatization Committee Process
Continued effort has been made of institutionalize PC meetings, and to improve efficiencies and outcomes surrounding inter-Ministerial committee meetings for KEDS. Specifically, agenda development, objective identification, meeting protocol, planning/scheduling, calendar and timeline management have been addressed – and progress has been noted at the two inter-Ministerial committee meetings in the first quarter of 2010. Additionally, to ensure seamless planning and execution by the PIU PR staff, a PC meeting protocol was developed in tandem with GoK and ministry staff.

Provide training and capacity building to the KEDS-PIU staff

Deloitte Consulting provided both formal and informal capacity building during the period of delivery of services. While formal training was conducted – including formal presentations on differing approaches to enterprise valuation, alternative transaction structures for privatization, evaluation of the ERO’s tariff structure, etc. – the majority of training and capacity building was conducted ‘on the job’ in an informal manner as this was deemed by the consultant, by the beneficiary and by USAID as being the most effective form of capacity building. 
On the job training is by far the most relevant and effective method of capacity building, as it provides a basis for the counterparts within the Government and the PIU to be immersed in the issues, actively involved in the structuring of alternative decisions/actions that might be taken, and ultimately builds confidence in the decisions that must be taken by relevant institutions in a privatization. Beyond the immediate skills development, added benefit derives from the significant extent of institutional ‘buy-in’ for the privatization, which provides a basis for a sustainable privatization after international consultants have departed Kosovo.
In order to provide ‘on the job’ training, Deloitte Consulting ensured that at least one member of the PIU was in attendance at all meetings with all stakeholders and PIU staff had access to all information, data, spread sheets, reports, etc. Further, meetings were held (both prior to and after all meetings of significance) to discuss the implication to the privatization of the issues that arose.

[bookmark: _Toc221004620][bookmark: _Toc365558368]Subtask 3.4 (modified contract) - Prepare studies as requested by MED
Deloitte Consulting was asked to undertake two major studies during the period of delivery of the services, as provided below.

Business Survey on Irregular Energy Supply
USAID requested Deloitte Consulting to undertake a study to quantify the impact to Kosovar businesses of an irregular supply of electricity, as it is believed that the lack of a regular supply of electricity, and electricity of a deficient standard, would have a negative impact on Kosovo’s businesses and, by association, its GDP. 
A study conducted approximately 5 years earlier had also attempted to quantify such impact, however, the population sample of the earlier study was focused on the Pristina area and utilized a sample population that could not provide results that were statistically valid.
The USAID commissioned report was undertaken in support of the Kosovo Ministry of Economic Development’s (MED) energy strategy.    
Study Approach and Methodology  
The study initiated with conducting 20 in depth company interviews to collect qualitative information on various topic areas. The information provided by the qualitative interviews guided the development of the survey questionnaire. Both the in depth interview topic guide and survey questionnaire were pilot tested and revised based on the pilot results. 
The results are primarily derived from the Kosovo wide survey responses administered by Index Kosova, a Gallup certified survey company located in Pristina. Kosovo Tax Authority (TAK) and Korporata Energjetike Kosoves (KEK) supporting data was used in the analysis for estimation of costs and total impact to the Kosovo private sector. The survey was administered to 553 randomly sampled Kosovar businesses from 40,594 active TAK registered businesses. The sample was developed using stratified random sampling (i.e. size, industry and region) approach and is representative of the Kosovo private sector. The report provides the results segmented by business size (micro, small, medium, and large businesses) as well as industry classification (commerce, production, services, construction/education/transportation, and other). A sample size of 553 interviews provides a confidence interval of +/- 4.15% at a confidence level of 95% assuming a normal distribution curve (e.g. 95% of the time the results will be within 4.15% of a normally distributed mean).
Report Results
The report concludes that the financial burden to Kosovo businesses due to unreliable power supply is substantial. Nationally, when all costs (real and opportunistic) and losses (real and productive) are considered, the Kosovo businesses realize 359 million Euros in additional annual costs and losses due to unreliable power. This represents approximately 7.7% of 2011 Kosovo GDP (4.776B Euros) or 6.24% of total turnover as reported by businesses.

Regulatory, legal and approval process improvements to renewable energy investments
The Republic of Kosovo is a signatory to the Energy Community Treaty and, as such, is legally bound by the obligations of the ECT. Kosovos obligations under the ECT include the requirement to meet standards related to the adoption of Renewable Energy Sources (RES) into its primary energy balance. The current rate of adoption of RES will likely not allow ROK to meet its treaty obligations. Therefore, the MED requested assistance from USAID in the benchmarking of financial incentive mechanisms provided to investors and the analysis of non-tariff barriers that might impact the development of renewable energy in Kosovo.  
To assist the MED, USAID tasked Deloitte Consulting to undertake an evaluation three areas of study interest:(1) implications of the Ministerial Council decision for the adoption of RES in Kosovo and an evaluation of the renewable energy targets in light of existing and planned renewable capacity to meet the targets; (2) existing financial incentives and fiscal measures as provided by the Energy Regulatory Office (ERO) and the GoK for stimulating private sector investment in renewable energy and compare them to similar incentives successfully adopted in other countries; and, (3) existing Kosovo electricity market design and administrative issues to identify non-financial barriers that impact the adoption of RES technologies. 
The report identified the following key findings:
With regard to the evaluation of renewable energy targets, Deloitte determined that Kosovo is pursuing two renewable energy obligations as provided in i). the Decision D/2012/04/MC-EnC of the Ministerial Council of the Energy Community adopted on October 18, 2012 implementing Directive 2009/28/EC and amending Article 20 of the ECT ), and ii). The GOK Energy Strategy, as set out below.
 
· The ECT establishes a target of 25 percent (419.2 ktoe[footnoteRef:7]) of total energy consumed in 2020 from renewable energy sources (to include both grid connected technologies and heating sources); [7:  The tonne of oil equivalent (toe) is a unit of energy: the amount of energy released by burning one tonne of crude oil, approximately 42 GJ. Multiples of the toe are used, in particular the kilotoe ( ktoe, 1000 toe ),  megatoe (Mtoe, one million toe) and the gigatoe (Gtoe, one billion toe).] 

· The Energy Strategy establishes a target of 7 percent of net installed generating capacity from renewable energy sources by 2016. Further, the NREAP specifies a significant amount of gird-connected RES vs. current installed levels;
Deloitte analysed the ability of the GoK to achieve the targets identified above and found that:
· Kosovo is able to meet the ECT 2020 target, but doing so will require that Kosovo continue to rely on the consumption of biomass and wood for space heating. – a strategy which appears inconsistent with current EU environmental and sustainability guidelines.
· Kosovo’s commitments as outlined in the Energy Strategy and the NREAP will require substantial new investment in grid-connected RES projects if Kosovo’s 2020 targets are to be met. Ensuring an environment that is supportive of grid-connected RES project development will be critical in this endeavour.
With regard to: i). the evaluation of existing financial incentives and fiscal measures as provided by the Energy Regulatory Office (ERO) and the GOK and ii). ) existing Kosovo electricity market design and administrative issues related to non-financial barriers that impact the adoption of RES technologies, Deloitte Consulting developed a number of conclusions, as provided below.
To fulfil the GOK’s ECT obligations and strategic goals for development of differentiated power sources utilizing RES projects, the GOK and ERO have incorporated components aimed at supporting the development of RES projects into Kosovo’s primary energy laws, market design and regulatory structures. 
In implementing the provisions of Kosovo’s three primary energy laws that pertain to RES projects, the ERO has developed a number of detailed regulatory instruments, referred to as “Rules”. These Rules regulate the authorization process and provide for the admission of RES generation units into the Support Scheme (the scheme of support provided to RES projects that meet certain admissibility criteria),which regulates access to fiscal incentives such as the feed-in tariff (FIT), the primary mechanism for financial support for RES projects. Other measures of support are also provided, including:

the separation of the obligations of the Ministry of Economic Development to develop Kosovo’s short- and long-term strategy in RES projects from the obligations of the ERO to provide transparency in the manner in which RES project support structures are structured and enacted; 
the development of a rational electricity market design with defined market rules and regulatory structure; 
the obligation of the Public Supplier to purchase, on a priority basis, all electricity generated from RES projects that have obtained a Certificate of Origin from the ERO; 
the right of a RES project which has obtained a Certificate of Origin to enter into a long-term Power Purchase Agreement with the Public Supplier; 
preferential access to the grid; 
limited exposure to market balancing costs associated with forecast electricity generation from intermittent RES projects;
Feed in Tariffs (FIT), associated with electrical energy for which a Certificate of Origin has been obtained, that provide tariff certainty over the designated period of regulatory support; and,
Tax incentives, including a reduction in customs tax on imported equipment used for the generation of electricity from RES.

While the GoK and ERO have developed structures and processes to motivate RES project development and implementation, to date only a limited number of RES projects have been developed. During the course of its review of policies aimed at supporting RES projects and associated authorization procedures, Deloitte Consulting identified issues that impede deployment of RES generation projects in Kosovo (see Table 1 - Electricity Market Design, Regulatory Support & Technical Issues).
The RES project impediments listed in the following table illustrates key areas where the GOK and ERO might effectively improve the investment environment for RES by mitigating impediments to investment.


Table 1 - Electricity Market Design, Regulatory Support & Technical Issues
	Key Issue:
	Potential Mitigation:

	The timing of when RES projects are admitted to the Support Scheme places significant risk on RES investors and inhibits the use of project financing.
	Amend applicable ‘Rule’ to ensure RES projects are admitted to the Support Scheme once all authorizations required by ERO have been granted.

	A RES project is not admitted to the Support Scheme until after Commercial Operation has been achieved, significantly increasing project risk.
	Amend applicable ‘Rule’ to ensure RES projects are admitted to the Support Scheme once all authorizations required by ERO have been granted.

	The ERO has yet to approve the template Power Purchase Agreement (PPA) developed KEK.
	The ERO and KEK should agree the template PPA so that RES project investors have confidence as to the terms of the PPA that they will enter into.

	The template PPA is not complete; for instance, acceptance tests are not sufficiently defined to provide transparency for grid interconnection
	Define all terms and conditions in order that the obligations and rights of investors under the PPA are clear and unambiguous and use industry standards.

	The ‘deep charging’ methodology used by KOSTT increases RES project costs, increase risk and reduce transparency.
	Utilize a ‘shallow charging’ methodology. Donor support for network enhancements required for the interconnection of RES projects would provide a basis for KOSTT to employ a ‘shallow charging’ method for network enhancements associated with RES projects.

	RES projects utilizing intermittent resources are exposed to imbalance charges; as such projects are required by the Market Rules to cover 25% of the costs associated with project imbalance charges.
	Within the Market Rules, provide that imbalance charges from intermittent RES projects are a system cost, which would allow such costs to be an obligation of all users of the transmission system.

	Limitations on the amount of RES projects able to be connected to the KOSTT system due to system instability caused by RES project intermittency.
	GOK should seek donor support for transmission system upgrades required to incorporate intermittent RES projects onto the transmission system.

	Financial Support Mechanism and Fiscal Incentives Issues

	The ERO decision on Feed in Tariffs (Decision V_359_2011) does not provide investors comfort that the level of FIT will not be reduced during the period when the RES project is in the Support Scheme.
	ERO to take a decision providing the period over which the Feed In Tariff provided for in Decision V_359_2011 is applicable. 

	The current FIT scheme provides for only a 10 year term of support under the Support Scheme, which exposes the RES investor to debt refinancing risk.
	ERO to take a decision providing for a period of greater than 10 years for which the Feed In Tariff is applicable under the Support Scheme.

	There are currently few tax incentives provided to encourage RES investment.
	Increase tax incentives to include i). Investment tax credits, ii). Accelerated depreciation, etc.

	Renewable Energy Project Authorization Process and Impediments

	Lack of clear, harmonized, and comprehensive legal framework resulting in subjective and inconsistent interpretation of the laws intent
	Reform legal framework such that the authorization and permitting processes are better coordinated.

	Lack of transparency in application and evaluation criteria resulting in unclear investor guidance.
	Incorporate transparent criteria for application evaluation. Publish all criteria for application and evaluation in a centralized, accessible location.

	Absence of institutionalized processes and available resources resulting in discretionary practice
	Increase the capacity of GOK agencies to evaluate RES project authorization applications. Authorize a ‘one-stop-shop’ technical body (under the auspices of the ERO) to undertake all authorization evaluations.

	Arbitrary application review and revision timelines resulting in increased investor risk
	Define application review timelines and potential ‘deemed’ authorization procedures and appropriate enforcement mechanisms. Authorize a ‘one-stop-shop’ technical body (under the auspices of the ERO) to undertake all authorization evaluations.

	Permitting processes do not account for the size of the projects.
	Define limited authorization procedures for micro- and small generation projects.

	Lack of proactive spatial planning for energy purposes resulting in extensive re-zoning procedures
	Develop spatial planning for RES projects to minimize need for re-zoning by RES investors.



[bookmark: _Toc365558369] Subtask 3.2 (modified contract) - Privatization advisory services in supporting MED to address energy security of supply requirements  
The Project assistance was provided to MED in order to identify and evaluate process, financing, structuring, timeline and implementation alternatives in order to successfully attract experienced, qualified equity investors to support the repowering and life extension of the Kosovo B power plant.

The Project consultants assume that the current Kosovo C transaction design and documentation (investor identification and selection, RPF process, transaction structure and documentation) represents the starting point for the design of the Kosovo B transaction strategy. 

The transaction documentation prepared for the Kosovo C transaction can be utilized, with appropriate amendments for the Kosovo B transaction. Utilization of the existing documentation will result in material time and expense savings in launching the Kosovo B transaction.  Key existing documentation that will require amendment to be used for the Kosovo B transaction is as follows:

· Implementation Agreement - GoK and GenCo/MineCo
· Power Purchase Agreement - KEDS and GenCo
· Government Guarantee - GoK and GenCo/MineCo
· Site Transfer Agreement - KEK and GenCo
· Lignite Supply Agreement - MineCo and GenCo
· Lignite Multiparty Agreement - GenCo, MineCo and KEDS
· Sponsor Support Agreement - GOK, KEDS and Sponsors (MineCo and GenCo)

An analysis of the Kosovo C transaction structure indicates there are three (3) broad categories of challenges that should be addressed in order to enhance the potential for a successful and timely implementation of the Kosovo B transaction.

These challenges are as follows:
· Bidding Process
· Transaction Structure
· Availability of Project Finance Debt

The submitted deliverable “Transaction Structuring Options for Kosovo B” outlined the challenges that the Kosovo B transaction faces and identified and evaluated various options available to successfully attract qualified potential equity investors and to bring the rehabilitated Kosovo B power plant into service in the shortest possible timeframe.
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Initiative for attracting private sector investors
The most recent initiative for attracting private sector investors to participate in the power generation sector in Kosovo is supposed to provide clarity in regard to the nature of challenges hindering the effort and to identify alternatives available to the MED that would lead to the timely repowering and life extension of the Kosovo B power plant. 
The three (3) broad categories of obstacles that have been identified as slowing the timely, successful implementation of the Kosovo B transaction:
the bidding process, 
the transaction structure and 
concerns regarding the availability of debt financing are symptomatic of a singular, broader challenge facing the initiative.  
It is apparent that the process for attracting private sector participation in the Kosovo power generation sector has suffered from the lack of a deep understanding of the investment criteria, the risk identification and mitigation protocols and the decision making framework that private sector equity investors utilize in allocating due diligence resources, credit support, development capital and permanent equity to potential development and investment opportunities in emerging markets such as Kosovo
. 
)
Losses Study 

As a result of the 2010 Task Order modification, the Project was asked to carry out an independent review of the level of distribution losses on the KEK system. This review ensured an independent loss study for verification of levels of both commercial and technical losses and the level and structure of uncollected revenue in 2010.
The overall objective of the review was to verify KEK’s estimates for 2010 of: 
a)  Technical distribution losses, as a percentage of electricity entering distribution; 
b)  Non-technical losses, as a percentage of electricity entering distribution; and 
c)  The difference between total billings for 2010 and collections for current and previous years, as a percentage of the total billed revenue in 2010.  
The specific sub-tasks comprising this study were to review available data and:
·  (
The
 Study on Losses
 has provided an independent review of the level of distribution losses on the KEK system. 
The purpose of this task was to ensure that USG assistance to the KEK D
isc
o/KEDS privatization process continues to provide support required for successful completion of the transaction and to provide appropriate post-transaction transition assistance to key Kosovo energy regulatory and market institutions.
)Verify that transfers of electricity from the transmission system to distribution and any large customers served directly from transmission were adequately metered and accurately measured in 2010;
· Verify that electricity from small hydros and any other generators supplying into the distribution system were adequately metered and accurately measured in 2010;
· Examine electricity supplied by KEK in 2010 to minority areas as well as KEK estimates for them of technical losses, non-technical losses, amount billed and amount collected for 2010;
· Assess KEK estimates of technical losses for 2010 and carry out any additional investigations necessary to provide reliable estimates of technical losses in 2010;
· Determine the number of customers without functioning meters and evaluate the accuracy of KEK’s estimates of their consumption in 2010;
· Review KEK estimates of internal electricity consumption that is not billed and paid for to determine their accuracy and ensure that figures for distribution functions include only electricity used by KEK that came via the transmission system or generators serving distribution directly (i.e., electricity supplied directly from power plants to mines should be from distribution network internal consumption);
· Examine KEK policies and practices with respect to timing of meter reading and billing and practices of different categories of customers with respect to timing of payments;
· Use sample surveys and other techniques as appropriate to evaluate the accuracy of billing and whether and by how much there are substantial changes in amounts billed following customer complaints;
· On the basis of the results of the preceding two bullet points and any other investigations considered appropriate, verify the accuracy of total billed revenue in 2010;
· Verify KEK estimates of the percentages for technical losses, non-technical losses and uncollected revenue for 2010 and provide alternative estimates where deemed necessary; and
· Make recommendations on improvements to ensure that more accurate estimates are made in 2010 and future years.

During the study, KEK’s techniques for assessing technical and non-technical losses were reviewed and analysed with a view to commenting on their suitability and application, and identifying areas for future improvement.
An interim assessment was performed using data for the year November 2009 to October 2010 and findings were reported in January 2011 in the Losses Study Interim Report. Studies were then completed using data for calendar year 2010 when final out-turn data for November and December 2010 became available. 
 (
Technical Losses
16.8%
Commercial Losses 
Amount unbilled compared to amount supplied
Amount unbilled compared to amount of input to distribution network
25%
20%
Non-payment (amount uncollected compared to amount billed)
14% (collection rate is 86%)
)Headline Values
The levels of KEK’s technical and commercial losses were found to be high by international standards.
Based on KEK’s existing methodology to assess technical losses and following a detailed review of both technical and commercial losses for the year, out-turn figures for losses in calendar year 2010 were identified, as shown in the illustrative box.

Technical Losses
Technical losses were found to be very high in comparison with countries with stable, developed networks, where distribution technical loss levels of 5% to 7% are typical. KEK’s high levels of technical losses may be understandable in view of the recent history of the network. There is considerable scope for reducing technical losses in Kosovo, but this could only be achieved at significant cost and over a long time period.
The technical losses on the medium voltage network were estimated at 7.2% and the technical losses on the low voltage network at 9.6% of the energy supplied to KEK.  Technical losses over the period 2006 to 2010 have remained fairly static at around 16% to 17%, indicating that although there has been investment in the network to increase capacity and connect new customers this has had little effect in reducing technical losses.  
The key issue affecting future technical loss reduction is adequacy of finance.  If KEK had the financial resources to invest in the network to develop and operate the network within the planning standards regularly applied across Europe and in other developed countries, this would have the biggest impact in reducing technical losses.  
Non-technical Losses
Non-technical losses were again found to be high overall by international standards; countries with good metering, billing and revenue collection practices have commercial loss levels well below 10%. 
Total unbilled energy losses, the difference between the amount of electricity supplied to customers and the amount of electricity billed was 25% of the electricity available for sale in 2010. There is in addition a significant element of “unbillable” energy supplied by KEK to North Kosovo that was not included in the calculations in this study.
 (
Electricity Supplied
Electricity Billed
Electricity Collected
100kWh
75% of supplied
75kWh
86% of billed
65kWh
)The analysis in the study indicated that the principal cause of these high levels of losses is unauthorised use although unbilled electricity and inaccurate metering are also contributory factors. The study also found that KEK issues a surprisingly high proportion of “zero bills”. It was examined in detail and although the overall effect on non-technical loss levels is not great, the steps were identified that KEK could take to address this issue and reduce this aspect of non-technical losses.
The overall effect of the observed levels of commercial loss is that KEK only bills 75 kWh of electricity for every 100kWh that it supplies to its customers (excluding consumers in North Kosovo, which are not yet regularized as KEK customers). This represents an unsustainable loss of revenues.
In addition, during 2010 KEK has only been able to collect slightly more than 86% of what it has billed. Although KEK’s accounts show an improved position in 2010, this was not due to increased collection rates but rather the transfer of about €38 million of debt to KEK  Despite improvements over previous years, uncollected losses for 2010 are therefore almost 14%.  KEK’s debts have therefore increased by 5% since January 2009 and now amount to €362 million.
There is scope to reduce KEK’s commercial and non-payment losses over time to significantly lower levels. We recommended that potential improvements should be reviewed and introduced in a prioritised manner so that the greatest benefits in commercial and non-payment losses levels can be gained at lowest cost.

[bookmark: _Toc365558371]Public Information Strategy

This Task Area of the Project was conceived with a view to providing coordination for the public information aspects of various energy-related USAID activities in Kosovo—notably those concerning privatization of distribution, development of new lignite-fired generating capacity, and implementation of a Multi-Year Tariff scheme by ERO.
After some delay in finding a consultant and obtaining approval, activities commenced in mid-May 2012. A Coordinated Public Information Strategy was developed and discussed with stakeholders, involving the development of common positions on various questions, the preparation of materials corresponding to these positions, the anticipation of issues and contingencies likely to arise, and the determination of clear “messages” to be conveyed to various media. Coordination on a voluntary basis was envisaged, with the Project responding to stakeholder requests.
Given the state of development in certain intended areas of coordination—notably the facts that distribution privatization was already far advanced and the lignite transaction in the process of overhaul—activities turned out in practice to consist mainly in piecemeal support rather than systematic coordination. These were nevertheless significant.
Regarding distribution privatization, for instance, the Project consultants participated by providing materials including concise arguments to support Minister Besim Beqaj in arguing the case for privatization after the tender won in early June 2012 by the Turkish consortium of the Calik and Limak Holdings, which signed privatization contract in October 2012. Responding to media scepticism about privatization and an apparently low deal price, the materials stressed the need for investments in the grid, the prospects of achieving such investments given privatization, and the non-price aspects which made this the right deal for Kosovo.
Regarding the lignite transaction, the Project consultants provided similar materials arguing the case for lignite capacity, the absence of viable alternatives, and the inapplicability of NGO arguments against the Project on allegedly environmental grounds. The Project also helped in preparing the framework for a “Q&A” presentation of the lignite Project in its eventual revised form.
The bulk of the Project’s work, however, turned out to be in support of ERO in dealing with the public information aspects of its work—and notably of its MYT preparations. Advice was given on handling media questions on regulatory aspects of distribution privatisation, on general presentation of the case for having an MYT approach, and on realistic treatment of the electricity price rises likely to be involved in the tariff process. Detailed recommendations were also made on PI aspects of various milestones in the MYT determination process—with support for two February 2013 events (the ERO Board Retreat and the Public Hearing) scheduled at the time of writing.
In addition, the Project prepared background materials to be used by trainers involved in Media Training that ERO staff received in London in January 2013 provided by a training provided identified under the project.  
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