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Privatization Framework of the Kosovo Electricity Sector

Allocation of 110kV Assets

I. Summary and Conclusions

KEK has suggested that the present ownership boundary between KEK and KOSTT assets at 110kV should be reconsidered. As part of its project to provide advice to the Transaction Adviser on matters relating to the privatization of parts of the Kosovo electricity sector, AEAI has reviewed the issue, primarily from a technical point of view.

At bilateral meetings with KEK and KOSTT in December 2009, we invited both companies to give us their views on factors they considered important in considering the boundary of 110kV ownership. We asked them to provide written submissions setting out their views; these were sent to us in February and we have used them as the basis of our review. Copies of the position papers from both companies are appended to this report.

We have reviewed both companies’ arguments. We conclude that the present institutional arrangements for separation of transmission and distribution in Kosovo are in line with normal international practice. The present boundary between transmission and distribution assets, with the 110kV system being in the hands of the transmission operator, is also consistent with practice elsewhere, particularly in view of the small size of the Kosovo electricity system and the role of the Kosovo 110kV network.

We have examined KEK’s reasons for proposing a change of ownership of 110kV assets. These are unconvincing overall and we find no robust or compelling arguments indicating that a change of ownership would lead to a better outcome for electricity customers in Kosovo. 

II. Overview of Issues

The electricity network in Kosovo consists of equipment operating a range of voltage levels including 400kV, 220kV, 110kV and lower voltage systems. There are very few lines and substations operating at 400 and 220kV, but there is a substantial network of 110kV lines and substations. At present, lines and equipment operating at the 110kV voltage level are owned and operated by KOSTT as part of its transmission network under the provisions of the Electricity Law and its Transmission Licence. Lower voltage networks (i.e. those at system voltages below 110kV) are owned and operated by KEK. The boundary between the two companies is at the high voltage terminals of 110kV to lower voltage (described as 110/x kV) transformers.

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. Our approach has been 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. We have also considered the extent to which the arrangements, which presently assume 110kV assets belong to KOSTT, are consistent with the legal and regulatory framework. 

We summarise below the principal points made by KEK and KOSTT in their submissions and give our views on those factors that we consider most relevant to the issue under consideration.

However, before considering the company submissions, it is useful to consider the broad concepts of transmission and distribution, and how these functions have become increasingly relevant as electricity sectors have been reformed and unbundled in many parts of the world.

Internationally, transmission is usually taken to mean the bulk transfer of electricity across systems operating at high voltage. Distribution is usually defined with reference to conveying electricity on low voltage networks with the principal intention of providing supplies to customers. The legal framework in Kosovo is consistent with these concepts. 

Unbundling of transmission and distribution functions is a common feature of restructured electricity sectors around the world. It is judged to bring greater transparency and efficiency in carrying out these important roles. The institutional and legal frameworks that have been adopted in Kosovo in the last few years, are based on the unbundling of generation, transmission and distribution, and are consistent with those in the rest of Europe and elsewhere in the world.

Lawyers and Regulators have always found it difficult to define precisely what is meant by transmission and distribution in a way that provides a clear dividing line between the two functions. The definition of what constitutes “high voltage” as opposed to “low voltage” is often critical in defining where the boundary is drawn in each legal regime because the boundary is usually chosen for convenience at a particular level of voltage. The selection of a boundary voltage level generally depends on the technical function being performed by networks operating above and below this level. 

Internationally, networks operating at 220kV and above perform transmission functions. This is because few if any customers are connected at such voltage levels, and the networks are used primarily to transfer electricity between generation and load centres rather than to give supplies to customers. Networks operating at 33kV and below almost always perform distribution functions because their role is primarily to connect customer loads to the system, not to move electricity around in bulk. 

Networks operating at 110kV or similar voltage levels may perform transmission or distribution functions, and their ownership is usually decided by consideration of their principal role. In small systems, 110kV circuits may be used to transmit electricity between different parts of the country – and are correctly classified as transmission circuits. As networks grow and begin to incorporate substantial generating capacity and extensive transmission circuits operating at higher voltages (220kV and above), 110kV circuits may change to operating principally in a distribution function, transferring sources of bulk electricity to customers. This sort of change often happens incrementally over several decades.

Applying this logic to the context of Kosovo, the Kosovar electricity system serves a small geographical area and the lack of significant transmission circuits or substations at the highest voltages (220 and 400kV), coupled with the interconnected (or ring) configuration of the 110kV network leads us to conclude that the 110kV system is presently principally performing a transmission function.

Looking to the future, the electricity system will need to be developed to meet the demands of users with respect to:

· Increased generating capacity;

· Increased customer demands; and

· Possible increases in cross-border trading or transits of electricity

The institutional and regulatory framework should provide drivers to promote developments in an efficient and economical way, through licence requirements and incentives. We would expect that signals as to appropriate developments, for example whether these should be performed on the transmission or distribution systems, or both, are likely to drive further investment at the 110kV level and further development of the 220/400kV networks in the medium term.

As the existing legal, institutional and regulatory frameworks in Kosovo are generally consistent with international practice, it seems appropriate to examine whether there are good reasons to change the present arrangements as implied by the KEK proposal, rather than justification of the status quo. We therefore concentrate in our commentary below on the arguments put forward by KEK in support of its proposal to become owner of most of Kosovo’s 110kV assets.

III. KEK Submission

KEK proposes 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 proposes 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 makes several points with reference to its proposal assuming that an asset transfer takes place. They principal arguments can be summarized briefly 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, improve reliability and provide a better service in these respects than KOSTT does at present.

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

IV. KOSTT’s Submission

KOSTT proposes that the present arrangements should continue, with ownership of 110kV lines remaining with KOSTT and the ownership boundary being retained at the HV terminals of step-down transformers.

KOSTT makes several points with reference to the KEK proposal for transfer of 110kV assets from KOSTT to KEK. The principal arguments can be summarized as follows:

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 which indicates that these are bulk delivery points rather than delivery points to individual customers) 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 neighboring 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 jeopardized 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.

V. Analysis of Company Arguments 

Both companies have presented reasoned arguments to underpin their views about future ownership of the 110kV system.

KEK makes several principal points in its submission. The first and second points listed above are not particularly controversial; ownership of 110kV assets should not affect customer prices materially, and it would seem logical that a transfer of network ownership should be accompanied by transfer of human and material resources from KOSTT to enable KEK to manage its new assets. However, given that KEK envisages a need for KOSTT to retain a small number of 110kV assets, it is likely that some duplication of expertise and systems to operate and maintain 110kV networks would result, and this could cause inefficiency and possibly higher costs and prices. 

We also note that KEK’s submission is silent on potential implications for the control facilities for the 110kV system. These are presently owned and operated by KOSTT from a control centre in its headquarters building. It would of course be feasible to relocate the facilities to KEK, but 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. The extra overhead costs for control systems resulting from the proposed boundary changes would be significant (perhaps a few $M) but not large in the context of the overall costs of the transmission and distribution systems.

KEK’s third point concerns the transfer of funding of 110kV assets from the public to the private purse. This may appear superficially attractive by reducing public funding requirements but it should be recalled that network development costs are passed through to the customer in the tariff.  In simple terms the cost burden moves from tax-payer to electricity customer.   It would also change the underlying basis of the sales transactions that are presently in progress in Kosovo. Given that the 110kV system is presently principally a transmission network, transferring it to KEK would not only reduce KOSTT’s role to that of market operator with a marginal transmission operator role, it would also effectively result in privatization 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 privatization of transmission in Kosovo had been intended when the sales transactions were set up, we presume that the sales package would have been drawn up with this objective in mind. 

There is a separate consideration of whether a private distribution operator or a public transmission operator would be likely to carry out system development investments more efficiently. In competitive environments, private investment is often considered to be more efficient than public investment from international experience. However, in a monopoly situation like network operation and development, regulation will have a significant role in ensuring that operators invest efficiently, through price controls, design standards and incentives. This would be expected to reduce any difference in investment efficiency between public and private operators. We would not expect any remaining efficiency difference to have a significant effect on costs, and ultimately customer prices.

KEK’s remaining points relate to technical aspects of system development and operation. The fourth point asserts that KEK would be better able than KOSTT to ensure and improve reliability of supplies to customers if it owned 110kV assets. We consider that if there are issues regarding supply reliability from the 110kV network, these should properly be addressed through existing licensing and regulatory provisions that apply to KOSTT. It is not clear that change of ownership would of itself improve matters. Allegations of poor or deteriorating reliability should be taken up with ERO. Documents relevant to any such consideration could include planning and operational standards as well as the Grid Code. 

The fifth point relates to efficiency of procurement and project management, where KEK claims 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 does 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 organizations. These interface provisions will be relatively unfamiliar to KEK and KOSTT because of the short period since the separate companies were formed, but we are confident that they will able to develop and implement them successfully as has happened elsewhere.

Dr Brian Wharmby CEng FIET

February 2010

VI.
APPENDIX A:
KEK POSITION PAPER
TRANSFER OF 110 kV SYSTEM FROM THE TRANSMISSION SYSTEM OPERATOR

(KOSTT) TO THE DISTRIBUTION SYSTEM OPERATOR (KEK/KEDS)

Background
Presently the boundary between KOSTT and KEK is the high side terminals of the 110 / 35 / 10 (20) kV step down power transformers in the substations. This boundary is set by ERO. There are about twenty four substations involved.
Even though the ownership of transmission was transferred to KOSTT when KOSTT was created out of KEK in the year 2006, the ownership of nearly all of the substations have yet to be registered in the cadastral offices.
Presently both KEK and KOSTT personnel are in the jointly shared substations to operate their respective equipment.
Proposal
Subject to the exceptions outlined below, it is proposed that ownership for the 110 kV lines, substations, and substation equipment be transferred from KOSTT to KEK. The new boundary between KOSTT and KEK would be the 110 kV low side terminals of the 400 / 220 / 110 kV step down transformers. The 400 / 220 portion of the shared substations would remain the responsibility of KOSTT. The 440 / 220 / 110 kV step down transformers would remain the property and responsibility of KOSTT.
Comments
Only three 110 kV lines in Kosovo are trans-national (see Table 2 attached). It is proposed that ownership of these three trans-national lines remain with KOSTT, namely:
1. From Novi Pazari (Serbia) to Vallaq (Kosovo). This line is controlled and operated by the Serbian Electric Company (EPS) and not by Kosovo. 

2. From Bujanovci (Serbia) to Berivojca (Kosovo). This line is used intermittently (mostly in winter) to import power to supply south eastern Kosovo. 

3. The third line is from Sharri (Kosovo) to Buteli (Macedonia). This line is not in service at this time. There are considerations by KEK, KOSTT and Sharrcem to return this line to service, but these are only discussions at this time. 

All other 110 kV lines are internal to Kosovo, handling power just for KEK.
All large generating units of Kosovo, except Unit A1, are connected to the 220 kV and 400 kV networks, and so the bulk power transport from the large units is still on the KOSTT network.
New Kosovo units will be connected to the 400 kV network. That is, Kosovo’s participation in the Balkan power market is still directly managed by KOSTT. Should Unit A1 be reactivated it could be connected to the 220 kV network. 

The cost of electricity to the consumers would not change because of this transfer of assets and responsibility since presently ERO approved tariffs for KEK include the pass through costs of KOSTT. That is, what were KOSTT costs will be transferred to KEK costs, and on to the customers. The timing of the transfer of assets could be synchronized to the commencement date of the next ERO tariff approval.
The transfer would involve about twenty four substations (see Table 3 attached)
 , which at this time are jointly shared by KOSTT and KEK. The transfer would also involve about thirty five 110 kV lines that at this time are assigned to KOSTT (see Table 1 attached).
Some employees and some vehicles and equipment would be transferred from KOSTT to KEK along with the transfer of the 110 kV lines. The exact count and names can be determined later. It is suggested that the transfer of assets and responsibility from KOSTT to KEK to occur while KEK is still a government entity and before the Distribution Company is privatized.

Benefits
The capital costs of expanding the 110 kV power system network would be transferred from KOSTT and from the Kosovo Consolidated Budget (KCB) to the strategic investor / owner of the new Kosovo distribution company. This transfer removes obligation for 110 kV substations and lines by KCB, hence, this liberates KCB funds for other non electric utility uses.
KEK, and the future investor owned Distribution Company, will have control of the 110 kV power systems, including:
· The substations that are only used for serving the Disco customers; 
· Improving their ability to control load to assure compliance with limits set for un-planned power exchanges, as established by KOSTT and the trans-national power pool requirements; 
· Improving their reliability to control load to assure compliance with limits set and performance indicators, as established by ERO. 
· Re-distribute power within Kosovo as needed; and, 
· To schedule and perform restorations and maintenance to minimize impact on customer satisfaction related to reliability and availability. 
Expansion of the 110 kV network would be easier and quicker since it would be wholly the responsibility of KEK. At this time expansion projects (for example, Vaganicë, Palaj, Gjilan 5, and Buteli) are joint KEK – KOSTT projects and are delayed and complicated by the shared roles of the KOSTT and KEK.
KEK would have direct control of the supply and reliability to two of its three high voltage customers (Sharrcem and Trepca). For example, the reliability of supply to Sharrcem has been very poor for the past three years, and KOSTT is ineffective in implementing solutions.
KOSTT will focus on operation, maintenance, and expansion of the power system transiting power through Kosovo and transporting energy from large generating plants to the distribution company, that is, the 220 kV and 400 kV transmission systems, and on future 750 kV networks.
KOSTT will be able to focus on market operations and settlements; the role of market operations may increase for KOSTT as KEK generation and distribution is privatized.
Table 1

	110 kV lines to be transferred



	# / Name
	Connected Substations

	125/4
	SS 110/10 VUSHTRRI 2 - SS 110/35 VUSHTRRI 1

	126/1
	SS 110/35 GJAKOVË 1 - SS 110/10 DEÇAN

	126/2
	SS 110/10 DEÇAN -SS 110/10 PEJË 2

	126/5
	SS 110/10 PEJË 2 - SS 110/35 PEJË 1

	164/1
	SS 110/35 GJAKOVË 1 -SS 110/10 GJAKOVË 2

	179/1
	SS 110/35 PRIZREN 1 -SS 110/10 PRIZRENI 3

	179/2
	SS 110/35/10 THERANDË - SS 110/35 FERIZAJ

	179/3
	SS 110/10 PRIZREN 3 -SS 110/35/10 THERANDË

	1139/2
	SS 110/10 PRISHTINË  2 - SS 110/10 PRISHTINAË 3

	1802
	SS 110/35 GJILAN - SS 110/35 VITI

	1806
	SS 110/10 GJAKOVË  2 - SS 110/10 KLINË

	118/2
	SS 220/110 PRISHTINË 4 -SS 110/35 PRISHTINË 1

	118/5
	SS 220/110 PRISHTINË 4 -SS 110/35 FERIZAJ

	126/3
	SS 400/110 PEJË 3 - SS 110/35 PEJË 1

	126/8
	SS 110/10 ISTOGU - SS 400/110 PEJË 3

	126/7
	SS 110/10 ISTOGU - SS 400/110 PEJË 3

	126/4
	SS 400/110 PEJË 3 - SS 110/35 VALLAQ

	164/2
	SS 220/110 PRIZREN 2 -SS 110/10 GJAKOVË 2

	164/3
	SS 220/110 PRIZREN 2 -SS 110/35 PRIZREN 1

	184/1
	SS 220/110 PRISHTINË 4 -SS 110/35 GJILAN

	184/2
	SS 220/110 PRISHTINË 4 -SS 110/35 PRISHTINË 1

	1140/1
	SS 110/35 GJILAN -SS 110/10 BERIVOJCË

	1202
	SS 220/110 PRISHTINË  4 -SS 110/10 PRISHTINË  2

	1213
	SS 220/110 PRISHTINË  4 -SS 110/35/10 LYPJAN

	1804
	SS 220/110 PRIZREN 2 -SS 110/10 PRIZREN 3

	1805
	SS 220/110 PRIZREN 2 -SS 110/10 GJAKOVË  2

	1809
	SS 220/110 PRIZRENI 2 - SS 110/35/10 RAHOVECI

	118/3
	SS 110/35 FERIZAJ -SS 110/6 SHARR

	125/2
	SS 110/35 VUSHTRRI 1 -SS 110/35/6 TREPÇË


Table 1 (continuation)

	110 kV lines to be transferred

	# / Name
	Connected Substations

	125/3
	SS 110/35 VALLAÇ -SS 110/35/6 TREPÇË

	1803
	SS 110/35 VITI -SS 110/6 SHARR

	118/1
	SS 220/110 KOSOVË  A -SS 110/35 PRISHTINË 1

	125/1
	SS 220/110 KOSOVË A -SS 110/10 VUSHTRRI 2

	163
	SS 220/110 KOSOVË A -SS 110/35 VALLAÇ

	1114
	SS 220/110 KOSOVË  A -SS 110/35 PRISHTINË 1

	1139/1
	SS 220/110 KOSOVË  A -SS 110/10 PRISHTINË  3

	1801
	SS 220/110 KOSOVË  A -SS 110/35 PALAJ

	1807
	SS 220/110 KOSOVË  A -SS 110/10 PRISHTINË  5

	1808
	SS 220/110 KOSOVË  A -SS 110/35 PRISHTINË  5

	1800
	SS 110/35 VALLAÇ - HC 110/35 UJMAN

	212
	SS 220/110 KOSOVA A - SS 110/35 FERIZAJ

	126/6
	SS 400/110 PEJË 3 - SS 110/10 SKENDERAJ

	126/4
	SS 110/10 SKENDERAJ - SS 110/35 VALLAQ

	*
	SS 400/110 PEJË 3 - SS 110/10 KLINË

	**
	2 X SS 110/? BONDSTEEL - SS 110/35 FERIZAJ


Note: Lines */** - lines to be built in future.

The following 110 kV interconnection lines were excluded from the list

Table 2

	110 kV lines to remain in KOSTT

	# / Name
	

	118/4
	SS 110/6 SHARR -SS BUTEL (Macedonia)

	155/2
	SS 110/35 VALLAÇ -SS NOVI PAZAR (Serbia)

	1140/2
	SS 110/10 BERIVOJCË  -SS BUJANOVC (Serbia)


Table 3

	Substations to be Transferred by Voltage

	110/35/10 kV


	Lypian (2x31.5)

	
	Shiroka (2x31.5)

	
	Rahoveci (2x31.5)

	110/35 kV
	Peja 1 (1x31.5+1x20) + (1 reserve x20)

	
	Vushtrria 1 (1x31.5)

	
	Prishtina 1 (1x63+1x31.5)

	
	Palaj (2x40)

	
	Gjilani 1 (1x31.5+1x20)

	
	Rrafshina (2x20)

	
	Bibaj (2x31.5)

	
	Prizreni 1 (2x31.5) + (1 reserve x20)

	
	Gjakova 1 (2x20)

	
	Vallaq (1x63+1x31.5)

	110/10 kV


	Peja 2 (2x31.5) + (1 reserve x20)

	
	Deqani (1x31.5)

	
	Istogu (1x31.5)

	
	Klina (1x31.5)

	
	Vushtrria 2 (2x31.5)

	
	Prishtina 2 (2x31.5)

	
	Prishtina 3 (2x31.5)

	
	Prishtina 5 (2x40.0)

	
	Prizreni 3 (2x31.5)

	
	Gjakova 2 (2x31.5)

	
	Berivojca  (1x31.5)

	TOTAL NUMBER
	24


The following substations were not included in the list:

Table 4

	Substation 
	Reason for Exclusion



	Trepca
	Owned by Direct Customer 

	Ferronickeli
	Owned by Direct Customer

	Sharri
	Owned by Direct Customer

	Ujmani HPP
	Owned by Iber Lepenci

	Kosova A
	Generation connected to 220 kV


VII.

APPENDIX B:
KOSTT 110kV Assets
Issue of 110kV supply lines and 110/x substations in process of privatization of KEK distribution and supply
Lately PA consultants in KEK have raised issue of border between KEK and KOSTT, namely transfer of 110kV assets to Distribution System Operator (KEK). This matter has also been included in work program of consultants supporting privatization process of KEK.  

This transfer of assets implies change of physical and commercial border between KOSTT and distribution system (KEK), which on the other hand also has implications on operation and future development of the system, respectively construction of new 110kV substations and supply lines. 

This short analyze provides an overview of dozens of arguments and consequences that may follow, and which shall be carefully reviewed and analyzed before undertaking any action. 

Certainly there is no fixed model or solution that may be applied without exemption of specificities of our country, and notwithstanding inherited situation and influence of several aspects, such as technical, commercial – economic and those of legal nature for change of physical and commercial border. 

Since eventual change of the physical and commercial border between transmission and distribution would have most significant impact on transmission, which is why KOSTT has undertaken to inform all stakeholders on this matter through a POSITION PAPER, where in detail are presented implications that may occur if this transfer is affected. 

Background

Transmission, System and Market Operator j.s.c. (hereinafter KOSTT) has been established by Government of Republic of Kosovo and licensed by Energy Regulatory Office (ERO) and started independent operation on 1 July 2007. 

The latter was preceded by process of incorporation of KEK lead by UNMIK/KTA (Kosovo Trust Agency). The incorporation process also included unbundling of transmission function from vertically integrated KEK, and definition of border between generation and transmission and transmission and distribution, which was an obligation imposed through Law on Energy. 

The border between the above functions was defined by the Energy Regulatory Office with and is based on “Instruction of Regulatory Commission for Public Utilities of UNMIK No.06/02/PHD issued on 23 April 2002”. Instruction issued by ERO regarding division boundary with distribution does not have differ from the abovementioned Instruction of Regulatory Commission. 

License issued by ERO to KOSTT obliges application of provisions of the laws in force, particularly article 13.1. of the Law on Electricity which imposes to Transmission System and Operator responsibility for security of supply and third party access stipulated in items a) and f) of this article, as below: 

a) For operation, maintenance and as needed development of transmission network and interconnection with other networks, with aim of guarantying security of supply; 

f) Provision of information needed for efficient access to network by users;

Requirements under a) and f) are of much relevance in reference to raised issue for review of division boundary between transmission and distribution. 

First item is related to security of supply, respectively with implication of security of supply if the division boundary is displaced taking into account two elements: 

i) Relatively high participation of capacity/load of each 110/x kV substation in peak consumption of Kosovo, and 

ii) Topology of the 110kV network of “ring” type, where line loads vary in range of 80 to 100MW.

As regards third party access as it’s requirement of the above mentioned bullet point f) ,especially for eligible consumers, such as Feronickel and Sharrcem, it is certain that solution to have connection agreement with KOSTT ensures transparency in cases when they wish to be supplied from supplier other than KEK, or any company that may privatize KEK/distribution & supply. 

By referring to the incorporation process that included re-assessment of assets and that ultimately resulted with impairment as request for depreciated assets the from past period, and taking into account slow investment in transmission system (network and system operation assets) and finally taking into consideration attributes of the transmission network mentioned above, regulations are developed in direction that today are expressed in main documents, such as: 

· Tariff methodology for determination of tariffs for use of transmission system; 

· Methodology for connection to transmission network; 

· Grid code,

· Distribution code,

· Metering code, and 

· Other technical codes.

In order to achieve this stage of actual development budgets of over 2 million Euros have been spent for a time period of about 3 years. Certainly, end result of whole this process is projection of incomes and long term business plan, together with development plans for transmission network. 

In the situation when KOSTT and KEK itself has started operation from a situation without funds and without access to financial institutions, most part of the development plans have been covered from grant (donations) of different countries and European Union (EU), including assets that are topic to this position paper. Certainly donor funded assets shall be excluded from privatization, since such cannot be privatized without their prior consent, as stipulated in all written sponsoring agreements. 

Considering financial support by donors either in the infrastructure and capacity building such developments since establishment of KOSTT have ensured efficiency in technical and economic operation, which is to be praised. Therefore changes in input parameters, be it technical or commercial would cause a shock, damage of which would be much greater than added value that could be created by transfer of assets to the distribution system. 

Ultimately whole restructuring process aims increase of efficiency in electricity supply to consumers including process of privatization of distribution and supply. If in one part of the electricity system represented by KOSTT this efficiency is to be praised and constantly increasing, question is raised why changes in restructuring must include part of the KOSTT assets while these might cast doubt on these achievements. 

Thus, below are presented detailed technical, commercial and legal aspects of implications of a decision to change the division boundary between transmission and distribution. 

Technical aspect 

 In general topology of the transmission and distribution network, power portfolio and energy that needs to be transmitted in a certain territory, security and quality of electricity supply are elements that need to be taken into consideration when electricity systems have to be analyzed in view of technical operation. 

Transmission network of Kosovo is operated at three levels 400, 220 and 110kV. First two levels are with a topology known as “star”, whilst 110kV level has so called “ring” topology. 

Most of the 110/xkV substations are supplied from the 110kV ring and have mutual impact on each other. Actual maximal load and the one that may be expected to be developed, reaches values around 1000-1500MW. 

Maximal load that can occur in conditions of normal operation is about 55-60MW in all 110/xkV substations individual, and normally have installed transformers of power 2x31,5MVA =63MVA. 

Expressed in relative terms each substation represents 6-4% of the maximal load. Such values in terms of system operation in reality reflect considerable values during balancing that may be required. 

Whilst, as regards 110kV supply lines, that are subject to loads over 100MW, and naturally a ring configuration has significant implications in system operation, and eventually may cause cascade tripping that may be reflected in security of supply by affecting voltage levels over 110kV in the failure situations. 

Some of the data above are presented only to provide an overview on the boundary between transmission and distribution. Certainly there may be different understandings and are very dependent on size and density of the respective transmission system. In case of Kosovo impact of 110kV system is significant in whole transmission system and it is understandable why it should be part of the transmission. Similar practice is applied in neighboring transmission and arguments are similar to those presented in this position paper. 

From electricity market point of view the eligible consumers connected to 110kV will be much more relaxed if they would have connection agreement with transmission, rather than with Distribution & Supply integrated in the same company.

Below is presented an overview of practices of the countries in the region. 

Division boundary between transmission and distribution.

	Country
	Albania
	B&H
	Croatia
	Macedonia
	Montenegro
	Serbia

	TSO


	L. >=110 kV

T.>= 110/ml1 kV 


	L. >=110 kV
T. >= 220/ 110 kV


	L. >=110 kV
L. few ml1 lines

T. >= 220/ 110 kV

T. = 110/x3 kV (shared with DSO) 
	L. >=110 kV

T. >= 110/x3 kV in special cases
	L. >=110 kV

T. >= 110/x3 kV


	L. >=110 kV

L. few km 35 kV and 10 kV

T. >= 110/x3 kV 



	DSO


	L. =< 35 kV

T. =< 110/ll2 kV
	
	L. =< 35 kV

T. = 110/x3 kV (shared with TSO)
	L. =< 35 kV

T. =< 110/x3 kV
	L. =< 35 kV

T. =< 35/x4 kV
	L. =< 35 kV

L. few km 110 kV 

T. =< 35/x4 kV


L. – lines; T. – transformation (substation); 1 medium level; 2 lower level; 3 all transformers from 110 kV to lower voltage level; 4 all transformers from 35 kV to lower voltage level; 

In Kosovo (KEK when transmission was its part UNMIK administration had regulatory role in year 2002 and ERO confirmed the same border upon unbundling of KOSTT from KEK) this issue has been taken into account  and analyzed carefully, and having in mind the same reasons it has been resolved similarly with companies in the region. 

From the operation and functional point of view of the transmission system change of the boundary would be relative to after 10 to 15 years when KOSTT would develop new 400/110kV nodes (2 to 3) and establishes a 400kV ring around Kosovo. The latter would create conditions to change topology of the 110kV network, from ring to radial. 

KOSTT is intensively working to become member of the association of European transmissions (ENTSO-E). For this purpose respective procedures from Operation Handbook of ENTSO-E have been developed, which include 110kV network. In case of change of the border with distribution these procedures would need to be changed and membership in ENTSO-E would be questionable, or in the best case it would be postponed, which also would not be in favor of the privatized distribution company. 

It would mean re-establishment of regulatory framework, and eventual new practices that would negatively influence process for establishment of transparent Third Party Access in context of privatization and privatized company itself. This would delay development of the electricity market. Thus, instead of continuity there would be discontinuity of the something that is in the right way to achieve objectives that are in the favor of all market participants.

Commercial aspects 
Eventual change of the division boundary between transmission and distribution would have the following commercial implications: 

1. Changes in value of actual assets that could be in range of € 1,8 million  to € 4 million, depending if change of the boundary includes substations or also and 110kV lines;

2. Change in future asset base on long term development (10 to 15 years) can be estimated at:

· € 35 – 50 million for 110/x kV substations, and 

· € 25 – 30 million for 110kV lines

KOSTT according to plans for development of assets intends that its value of € 50 million as it is now will increase to about € 300 million, for a time period of 10-15 years (assets of generator connection are not included in these assessments). Taking into account the above mentioned, if change of boundary between transmission and distribution happens, assets would be decreased for € 40 to € 100 million. Pretended value of assets within 10-15 years, would decrease from value of € 260 million to € 200million. 

Consequences of new asset situation would be: 

· Decrease of asset base that has direct impact on credit ability of KOSTT, and occurrence of risk to follow own development that is determined by energy demand; 

· Effect of the above paragraph would be especially be tangible at this stage when development is started with very low asset values (dynamic effect); 

· Higher maintenance cost, since human resources need to be arranged, maintenance tools and spare parts for 110kV voltage, at both companies, without reduction of those in KOSTT. Of course this would mean increase of costumer tariffs. 

· Financial risk of KOSTT would increase very much and migration of KOSTT from position of financial dependence, projected to happen in time frame of 3 years would be extended up to 10 years, and without any guarantee that this can be achieved. 

· Benefits of distribution would be very low if we refer to actual regulation, according to which for every asset invested by distribution profit (return) belongs to distribution (reference Connection tariff methodology). 

The legal principle 

In order to change the boundary between transmission and distribution several comprehensive and long lasting processes should be initiated, including: 

1. Resolution by the Kosovo Government to alienate of assets of one company (KOSTT) in favor of the other company KEK/Distribution (or in favor of the succeeding privatized company). This since based on the Law on Public Enterprises Kosovo Government is the owner of the assets and shareholder. 

2. Change of the secondary legislation for the energy sector (by ERO, KOSTT and KEK) and modification of licenses for Transmission System Operation (KOSTT) and Distribution System Operation (KEK), and 

3. The Government should negotiate with foreign donors which have invested in KOSTT transmission network, or with potential investor in the transmission projects. 

In order to issue resolution for disposal of the assets (110kV lines) from KOSTT in favor of the KEK Distribution or its lease and/or management, if the Government takes into consideration the Law No. 03/L – 139 for Expropriation of Real Property, according to article 4 of this law it should prove that there are reasons for legitimate public interest which cannot be achieved in other way except with expropriation and that public benefit which would be achieved is greater than interests that would be negatively affected from the expropriation itself. 

On the other hand technical, commercial and legal reasons mentioned in this analyze do not justify alienation of 110kV lines since public interest would be negatively affected. 

If we assess that public interest not to transfer assets from KOSTT to KEK/Distribution as requirements to change the physical and commercial border between the two functions is as follows: 

1. Maintaining lower asset cost which are expressed in lower tariffs towards costumers for this service. Increase of tariffs would be caused since actual cost for acquisition of these assets by the investor which would privatize KEK/Distribution and maintenance cost as result of double teams that need to be available (increase of tariffs by this action can be expected to be about 7-10% of the transmission tariff, on which continuous increase of distribution tariff is planed); 

2. It should be understood that transfer of network assets from one entity to another from tariff point of view is subject to the same methodology, notwithstanding is these assets are in public or private ownership. In other words, in each case tariffs remain regulated and privatization does not change this approach. 

3. Avoiding a monopoly that hinders development of a free electricity market with benefits for end consumers by ensuring transparent access in selection of the supplier.

4. Avoiding a potential inefficiency of the new company that can occur for at least a period of 2-3 years, which is considered normal. Whilst this efficiency now has been achieved. Of course this inefficiency can be indirectly covered by tariffs. 

Alleged reasons that by transfer of KOSTT assets to the company that may privatize KEK/Distribution have no grounds, because at the moment of privatization of the latter KOSTT will be self sustainable, because it will enter in a period of normal infrastructure development, and will not cause deterioration of its operational expenses and consequently transmission tariffs. This is particularly reflected in 110kV assets, rehabilitation and construction of new assets in order to meet the demand and fulfill security criteria by the end of 2011. 

However, if the boundary changes and assets are transferred, KOSTT rating with commercial banks will fall, and credibility build so far with KfW will be endangered, thereby and development of 400kV network. Loss of this reference may inflict needs for subsidies from the government. 

Change of the boundary between transmission and distribution would influence legal framework which would need to be modified, which is time consuming. In order to modify ERO Rules, transmission and distribution licenses, as well and issuing government decision (as shareholder), for alienation of ownership in KOSTT and KEK asset books, issuance of ERO Decision of re-definition of commercial border between transmission and distribution it would take several years. 

If legal framework is changed, consequently secondary legislation would need to be changed also, such as: 

· Rule on general conditions of energy supply;

· Rule o pricing 

· Tariff methodology 

· Methodology for connection to the transmission network 

· KOSTT and KEK/Distribution tariffs

· ERO decision on definition of commercial boundary between KOSTT and KEK/Distribution

· Grid code 

· Distribution code 

· Transmission system development plan 

· KOSTT security standards – Market Rules 

Article 13 of the KOSTT license for transmission operation (as well and KEK/Distribution license) forbids alienation or abandoning of any asset if this would influence ability of the licensee to perform its duties, or if assets have a replacement value over € 100,000. 

Influence on donor funded projects 

Legal matter is related to KOSTT projects funded by foreign donors (international community), since the signed agreements did not foresee sale or alienation of the transmission assets. Greater influence would be on ongoing projects, which may not even be completed, since donors do not fund assets to be privatized, this would also weaken KOSTT crediting ability due to decrease of asset base. 

Influence on KOSTT application for membership in ENTSO-E

During last few months KOSTT has prepared the application for membership in ENSTO-E. The application has been prepared based on existing assets and in compliance with UCTE Policies. Change of the asset base, financial position of KOSTT and other aspects mentioned in this paper, and which are part of the application will disable or lower KOSTT chances to become member of ENSTO-E. Taking into account importance of membership in this association and all commercial effects which are related to such non-membership, it can be concluded that this would damage not only KOSTT, but whole energy sector in Kosovo and consumers. 

Conclusions pros and the cons over change of the physical border between transmission and distribution 

Below are presented conclusions in form of the arguments that deny or assert eventual transfer of 110kV assets from KOSTT to KEK/Distribution. Such are of technical, commercial and legal nature, since such transfer can: 

1. It can jeopardize security of operation of the transmission system, since the 110KV network represents a factor with the significant impact in operation of the 220 and 400 kV network. The weaknesses of the security of operations can also be passed to neighboring transmission systems. 

2. It may cause cessation of membership in ENTSO–E, or at least delays which may have consequences in the wholesale or retail trade arrangements, by passing on the higher costs to end customers. 

3. Defer KOSTT capacity development and infrastructure development required to meet the obligations deriving from the Treaty on Energy Community and aquis communitaire, as emphasized in the Directives 2003/54, 2007/789 and Regulation 1228 of the European Union.

4. Endangering financial position of KOSTT that can be reflected with consequences in quality of services for the actual generation and the generation planned to be developed, towards the clients on the load aspect, including privatized distribution and supply company, and towards the interconnection.

5. Unsustainable financial condition that can lead to inability to develop the asset base that is shown considerably lower in the period of 10 to 15 years. This on the other hand may extend the financial strain, instead of three years as projected with the unchanged division boundary.

6. Re-definition of the commercial border by installing of the new measurements system may represent a project of significant value, as much as ½ of the actual 110kV assets value. 

7. Endanger continuation of the projects financed by the international donors, since naturally they do not finance assets to be privatized. 

8. Endangers continuation of the donor funded projects by IC since agreements (MoU) that have been signed (for instance with KfW), have stipulated that donated equipment will be used for transmission needs. 

· Continuation of construction of 110 kV lines for Klina and Skenderaj and from Peja 3,

· Beginning of implementation of the  400/110kV Ferizaj , and 

· Interconnection line 400kV Kosovo –Albania (weakening of the crediting ability).

Conclusion that may be considered pro change of the border between transmission and distribution is: 

1. Eventual increase of attractiveness of the Distribution System Operator which is multiply annulled during operation with possibility of decrease of transmission efficiency, as consequence of deterioration of KOSTT financial position. 
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� This figure does not include the three 110 kV substations that are owned by customers, not the substation within Kosova A TPP or Ujmani HPP (see Table 4 attached).
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